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REDUCTION OF INDIVIDUAL INCOME TAXES

MONDAY, MARCH 1, 1948

UNITED STATES SENATE,
CoMMITTEE OGN F'NONRE,
War ‘naton. b C.
The committee met at 10 a m., pursuant to call, inlroom 312 of the
.Senate Office Building, Senator I ugene D. Mllhkm, chairman of the

anmmitfon mmu..ln...

President: Smmtors Millikin chalrmana of the committee), raft,
Butler, Brewster, Bushfield, Martin, George, Barkley, Connally, Byrd,
and Lucas. )

Tile Cramrman. The committee Will. come to order.

This ispthearing on H, R. 4790, the tax-reduction bill.

(The bill is as follows:)

[M. R, 4700, 80th Cong., 2d pess.}
AN ACT To reduce individual income tax payments, and for other purposes

Be ¢ enactedby the Senate and House Of Representatives of the United States
of Anerica in Congress gssembled, That this Act, divided into titles and sections
according to the following Table of Contents, mny be cited as the “Revenue Act
«of 1048

TABLE or CONTENTS

TITLE I—INcoxe Tax{ REbucTIONN

8t lgﬁ Essaac%‘aq i a‘u}é‘ﬁt PR
faxabﬂe years to Wﬁﬂ% amendments applicable.

C. i
e
TITLE J1—CrepiTs AGAINST NET INCOMEgon NORMAL TAX ANDSURTAX

8ec:201. Additional credits against net 1},@“,0 for normal tax and surtax.
e, 202. Technical amendments. .
%ec 3. Taxable years to which amendments applicable.

TITLE 11—Hussax ANDwire

" 5 Splitti ng S’t {ncome. DT sovumn TAX

ec’302, Sandard g fon )
dec, I!)e&“ retu ﬁd“ﬁ Rlsband and wife.

jec, uction for medical expenses.
jeo, 305 Taxable years to which amendments applicable.

PART jr—gsraTe TAX
BUBPART. 1-—REPEAL OF 10422COMMUNITY PROPERTYAMENDMENTS
Sec. 881, Transfers of community {Jroperty fn contemplation of death, etc.
ests.

)3 Joint and community in
Bec. 253 Proceeds of life |nstt1yrance

SUBPART g—uarrra, DEDUCTIOpom prauesTs. 1. TO gPouse

Bec. go:. Marital deducton,
-. e 862, Property previously taxed.
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PART 111—01FT TAX

Sec 871 Glftst aﬁ} ommunlty property.

“s%% %ﬂ ﬁe?t gn e'(](:Por wife to third party.
TITLE 1v—AnJusTep GroSs INCOME o Less THAN $5,000
Bec. 401. Individuals with adjusted gross gncomes of less than $5,000.
TITLE v—nDUt 10N IN WITHHOLDIN oF¥ TAX AT SOURCEON Waoxs

See, 50L. }Féfr
geeg: ggg J(et W|thhold|ng

TITLE VI—F1scAL YEAR TAXPAYERS
Sec. 601. Fiscal yehr taxpayers.

TITLE I-INCOME TAX REDUCTION

SEC.101. REDUCTION OF NORMAL TAX AND SURTAX.
fSeI(I:Uon 12 (e) of the Internal Revenue Code is hereby amended to read
asTtollows:
“(¢) RevuctioN oF TENTATIVE NORMAL TAX AND TENTATIVE SUBTAX.—
"(1? The combined normal tax and surtax under section 11 and subsection
(b) “of this section shall be the aggregate of the tentative normal tax and
fentative surtax, reduced as follows:

If the aggr%ate is: The deductjon shall be:

Not over % of the aggregate.
Over $200 but mot over $279.17 ... -
Over $270.17 but not over $840 24% of the aggregate
Over 3840 e $2 31 60, plus 1414% ‘of excess over

% ) In no event shall the combined normal tax and surtax exceed 77 per centum
of the net income."
SEC.102. REDUCTION IN SUPPLEMENT T TAX.

For reduction in the tax tinder Supplement T of Chapter 1 of the Internal
Revenue Code (tax table which may be used by taxpayer at his election if his
adjusted gros sincome is less than $5,000), seesection .101.

SEC. 102. INCOME OF HUSBAND AND WIFE.

For tax n case of joint return of husband and wife (the go-called "splitting
of Income& see section 301.

0,182, TECHNICAL AMENDMENTS.
cga Section 11 of the Internal Re\el ue Code (relatlng to the normal tax on
individuals) s hereby amended by Stl’ll( out "by 5 per eentun thereof” and
Inserting in lieu thereof ugsprovidéd 1y secfion 12 é a
b) tion 12 (| ofa the Internal Revenue Code (relating to the rate of
surtax_on 1 dlvldunls) {8 hereby' aandpd by striking out "by 5 per centum
tstggtreo inserting in lieu thereof "as provided in subsection (e) of this
ion"”
() Subsections (d), (e) ), (g9), and (1.) of section 12 of the Interna
Revenue Code are amended " to réad asfoII

e) TION OF TAX WITHO CREDITS Aomwn ~—In the
app|cat|on o fhis section, tile com g‘ned“‘orm‘ﬂ tax and gaﬁ be com-

puted without regard to the credits growded in sections 31 32 and 35.

“(f) ASCERTAINMENT orhNORMAL TAX AND SURTAX SEPARATELY.—Whenever it 18
necessary to ascertain the normal tax and the surtax separately, the surtax
shall be an amount which {s the same proportion Of the combmed normal tax
and surtax asthe tentative surtax s ofn the aggregate of the tentative normal
tax and tentative surtax; and the normal tax shall be the remainder of such
comb|ned normal. tax and surtax.

88 REFERENCF@,—
mm-m TAT Fﬂ Aternative tax which _may be elected if
adl_u gro_ssmcome 1a less than $5,000 see Supplement T.
(2) TAX IN 0AS! OF CAPITAL AINS.—For rate and com?utan on of alterna-
(hVe tax in lieu of normal tax and surtax in the case of capital gan from
sale or exchange of cap|ta| assets helé‘ for more than ¢ months, see

section 117 (e).
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“(8) TAX ON PERSONAL HOLDING COMPARIES—For surtax on personal hold-
fng companies, see section 500.

**(4) AVOIDANCE OF SURTAXES BY INCORPORATION.—For sSurtax on corpora-
tions which accumulate surplus to avoid surtax on shareholders, see section
102,

"(6) SArMor oIL or 0A8 PROPERTIEB~—For limitation of surtax attributable
to thesale of oil or gas properties, see section 105."
SEC.105. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.

The amendments made by this title shal be applicable with respect to tax-
able years beginning after December 31, 1947. For treatment of taxable years
beginning in 1847 and ending i1 1918, see section 601.

TITLE II—CREDITS AGAINST NET INCOME FOR NORMAL
TAX AND SURTAX

SEC. 201. ADDITIONAL CREDITS AGAINST NET INCOME FOR NORMAL
TAX AND SURTAX.
Paragraphs (1) and (2) of section 25 (b) of the Internal Revenue Code are
hereby anended to read as follows:
“@). Crepits.—There shall he allowed for the purposes of both the normal
tax and the surtax, the following credits against net income:

" An exemption of $600 for the taxpayer; and an additional
exemption of $600 for the spouse of tile taxpayer if a separate return
fs made by the taxpayer, and if the spouse, for the calendar year in
which the taxable year begins, has no grossi nconme and is not the depend-
ent of another taxpayer;

“(B) (1) An additional exemtion of §600 for the taxpayer if he has
attained the age of @3 before the close of the taxable year; and

“(41) An additional exemption of $¢0n for the spouse of the taxpayer
it a separate return Is made by the taxpayer, and If the spouse has
attained the age of 05 before the close of such taxable year, and, for the
calendar year in Whi ch tnhe taxable year of the taxpayer egins, has no
gross income and s hot tile dependent of another taxpayer;

"(C) (1) An additional exemption of ¢00 for the taxpayer if he is
blind at the close of his taxable year:, and

“(41) An additional exemption of $600 for the spouse of the taxpayer
it a separate return Is made hy the taxpayer, and if the spouse is bl'i nd
and, for the calendar year in which the taxable year of the taxpayer be-
gins, has no gross i ncone and is Not the dependént of anot her taxpayer.
For the purposes of this clause the determination of whether the Spouse
isblind shall he made as of the close of the taxable year of the taxpayer,
unless the spouse dies during such taxable year, it which case such
determination shall be made g of the time of such death. .

«(411) For thepurposes of this subparagrapl an individual tgblind only
if either: his central visyni lacuity does not exceed 20/200 in tile better
eye with correcting lenses, or hig visual acuity is greater than 20/200 but
ig accompanied by a limitation in the i el @ vision such that the widest
di aneter of the visual field subtends at langle no greater than 20 degrees

(D) An exemption of $600 for each dependent whose gross income
for the calendar year in which the taxable year of the taxpayer begins
is less than $500, except that tgje exemption shall not be alowed in
respect of a dependent whe has made a joint return with his spouse under
section 51 for the taxable year begi nning in such calendar year.

"(2) DETERMINATION OF 8TATUS.—For the purpeses of this subsection—

"(A) the determnation of whether an individual i{g married shall
be made as of the close of his taxable year, unless his spouse dies durin
hig taxable Year, in w ich ase such determination shall be made as o
the time of such death ; nnd

"(B) an individual legally separated from nis spouse under a decree

of divorce or of separate maintenance shall not be considered as married.”

SEC. 202. TECHNICAL AMENDMENTS.

(3) DeoLARATIO oF ESTIMATED TAx.—Sectipn 58 (8) Of gye Internal Revenue
Code (relating to requirement of declaration of léstimated taxsmm hereby amended

to read as follows:.
“(a) REQUIREMENT OF DECTARATION.—Every Individual (other than an estate
or trust and other than a nonresident alien with respect to whose wages, as
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defined fn section 1621 (@), withholding under Subchapter D or Chapter 9
is not made applicable) shall, at til ¢ime prescribed in subsection (d), make
a declera';'oli)].of his estimated. tax for the taxable year 4f—

(1) NiS gross jpeame from wages (as defined jp, Section 16213 ean resson.
ably be expected to exceed the sum of $4,500 plus $60( with respect to each
exemption provided In section 25 (b) ;or
~ *(2) hisgross Income from sources other than wages (as defined in sec-
tion 1621) can reasonably be expected to exceed $100 for the taxable year
ahd dhis gross income to be 6 or more.”

(b)  WiTHHOLDING EXEMPTIONS,—

(1) IN gENERAL.—Section 1622 (h) (1) of the Internal Revenue Code is
hereby amended to read as follows. ,

“(1) IN eenerAL—An employee receiving wages shall on any day be en-
titled to the following withholding exemptions:

“(A) An exemption for himself.

«(B) One additional exemption for himself if, on the basis of facts
existing at the beginning of such day, there may reasonably be expected
to be allowable an exemption under section 25 (b)) (1) (B) (1) (relatat -
ing to old age) for the taxable year under Chapter 1 il respect of which
amounts deducted and withheld under this subchapter in the calendar
year fn which such day falls are:alowed gy a credit.

“(C) One additional exemption for himself if, on the basis of)ifacts
existing at the beginning of 'such a day, there may reasonably he ex-
pected to be alowable an exemption under section 25 (b) (1) (") (i)
(relating to the blind) for time taxable year under Chapter 1 in respect
of which amounts deducted and withheld mnder this subchapter in the
calendar year fn which suct day f ai | are‘allowed ns a credit.

\ “(D) It the employee is married, any exemption to which his spouse
is entitled, or would be entitled if such spouse were an employee recelv- V-
ing wages® under subparagraph (A), (B), or (C), but only if such
Spouse does not have in effect a withholding exemption certificate elnim-
ing such exemption.

“(E) An exemption for each individual with respect to whom, on the
basis of facts existing at the beginning of such day, there may reasonably
he: expected to be allowable an exemption under section 25 (b)) (1) (D)
for til e¢axable year under Chapter 1 in mespect of which amounts
deducted and withheld under this subehapter in the caendar year in
which such day falls are alowed asa credit.”

(2) STATUS DETERMINATION DATE—In the case of anlindividual entitled
to an additional withholding exemption under section 1622 (h) (1) of tile
Internal Revenue Code by reason of the amendment made thereto by para-
graph (1) of this subsection, time tern “status determination date”’ as used
in section 1622 (h) (3) (B) of such Code includes aso the ninetieth day
after tile date of the enactment of tits Act.

(¢) REQUIREMENT OF RETURNS,—

(1) INDIVIDUAL kTUrNS.—Section 51 (a) of the Internal Revenue Code
(relating to the requirement of Individual returns) fs hereby amended
striking out “$500" and inserting In lieu thereof “$600".

(2 Fmuorary ETurNs.—Section 142 (a) of such Code (relating to the
requirement of fiduciary returns), is hereby amended by striking out *“$500°
wherever appearing therein and inserting jmlieu thereof “$600".

(3) InrorRMATION RETURNS.—Section 147 (a) of such Code (relating to
returns of informatlen) 18 hereby amended by striking out “$500™ wherever
appearing therein and inserting in lieu thereof “$600",

(@) CREDIT OF ESTATF AGAINST NET INCOME.—Sectlon 163 @ (1) of such Code
(relating to credits against net income of an estate) Is hereby amended by
striking out “$300" and Inserting in lieu thereof " $600".

(€) Reprar oF DebucTio  ¥oRr Buinp INniyvipuars.—Effectlve with respect to
taxable years beginning after December 31, 1047, section 23 g} of such Code
(relating to special deduction for blind individuals) Is repealed.

SEC. 203. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.
The amendments made by this title shall be applicable with respect to,taxabie

years beginning after December 81, 1847.° For treatment of taxable years be-
ginning in 1947 and ending in 1648, see section 601,
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TITLE III—HUSBAND AND WIFE
PART I-INCOME TAX

SEC.301. SPLITTING OF INCOME.

Section 12 of the Internal Revenue Code (relating to surtex of individuaisy
is hereby amended by adding after subsection (¢) of such section tile folowing
new subsection: .

“(d) TAX IN Casg OF JOINT RerunN.—In the case of ajoint return of hushband'
and wife under section 51 (b), the combined normal tax and surtax under section
11 and subsection (b) of this section shall be twice the combined normal tax.
and surtax that would be determined if the net Income and the applicable credits.
against net incoms: provided by section 25 were reduced by omne-halr.”

SEC. 302. STANDARD DEDUCTION.

(8) INCREASE OF STANDARD IDEDUCTION IN CASE OF JOINT RETURN OR RETURN
BY UNMARRIED PERSoN.~~Section 23 () (A) (A) of the Internal ftevenue Code
(relating to the standard deduction) is hereby amended to read ns follows:

“(A) Adjusted Gross Income $5,000 or More.—If his adjusted gross
Income is $5,000 or more, the standard deduction shall be $1,030 or an
amount equa to 10 per centun of the adjusted gross income, whichever
is the lesser, except that in the case of a separate return by a narrled
Individual., tilestandard deduction shall be $500."

(b) Erkcrion BY Husnanp aNp Wire—Section 23 (an) (4) of such Code §s
hereby amended to read us follows: i

"(4)  Huspanp anp Wire~In tile case of husband anc wife, the standard
deduction shall not be allowed to either §f the net income of one of the
spouses 18 determined without regard to the standard deduction.”

(C) DETERMINATION oF STATUS.—Scction 23 (an) of such Code is hereby
amended by adding at the end thereof tile following new paragraph:

“(6) DETERMINATION OF STATUS.—Nor the purpose_ of this subsection—

“(A) the determination of whether an individual 1s married shall
he made ag0f the close of his taxable year, unless ills spouse dies during
hig taxable year, . which case such” determinatton shal be made gs
of the time of such death; and

“(B) wn individual legally separated from his spouse under a decree
of divorce or of separate” maintennnce shall not be considered as
married.”

8EC.303. JOINT RETURNS OF HUSBAND AND WIFE.

Section 51 G(E of the Internal Revenue Code (relating to joint returns) js
hereby amended to read ag follows:

“(b) HUSBAND AND-WIFE,— )

" ENERAL—A husband and wife may make a single return jointly.
Such areturn may be made even though one of the spouses has neither gross
Income nor deductions. If ajoint return {s made the tax shall. be comnuted
on the aggregate Income and the liability with respect {o the tax shal‘l be
Joint and several.. .

"Si)Z) NONRESIDENT ALIEN.—No_joint return may be made ff either the
husband or wife at any time during the taxable year |g a nonresident alien.

"(3) D.FEERENT TAXABLE YEARS.—No joint return shall he made if a&le,
husband and wife have different taxable years, except that {¢ such taxable
years begin on the same day and end an different days because of te degth
of either or of both, then the joint return may be male with respect to the
taxable year of each. The above exception shall not apply g tha surviving
spouse remarries before the close of his taxable year, nor if the taxable year
of either spouse 1s a fractional. part of a ¥196r under section 47 (a).

“(4) JOINT ReTURN AFTI pEATH.—In the case of the death of one gpouze
or both spouses the foint return with respect to the decedent may be made-
only by hig executor or administrator; except that 1, the case of te death
of one spouse the joint return May be made by the gyryivine SPOuse with

respect to both himself and the decedent if (A) no return for the taxable year-
has been made py the decedent, (B) no €xecutor gr administrator pae n
appolnted. and (@) no executor or administrator 14 appointed before the jag¢°
day prescribed by law for filing the return of the surviving spouse. g gy
execytor or administrator of the decedent 14 appointed after the making g
the joint return by the surviving spouse, the executor or administrator N

disafirm such joint return by making, within one year after the last gav
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prescribed by law for filing the return of the surviving spouse, a separate
4= GHARPIIEN 2 ?:‘Egmle(%’scggeufﬁed?c et ny4da SRS SOV N Telne
stl.ttgf his separate retugn. the . [
" BATA LTTAY magrra o Wan (1€ PUIPOSES O on-
(A'j"the; status as Eu%’and’an wife of two ,?;,En},%% having tax-
able years begininng on the same day shall be determined-
«(1) 1f both have the same taxable year-as of the close of such
year, and
“({1) 1t one dies before the close of the taxable year of the other-
as of the time of such death; and )
“(B) an individual who I legally separated from his spouse under
a decree of divorce or of separafe maintenance shall not be considered
as married.

“(6) TAx IN CABE OF JOINT RETURN.—For determination of combined nor-
mal tax and surtax under section 11 and section 12 (b) in case of joint
return tinder ths subsection, see section 12 (d). For tax in_case of joint
return of husband and wife electing to pay the tax under Supplement T,
see section 400."

SEC.304. DEDUCTION FOR MEDICAL EXPENSES.

Section 23 (x) of the Internal Revenue Code (relating to deduction of medical,
etc., expenses) s hereby amended by strikin? out the seenpd.and third sentences
thereof and Ingerting In lieu thereof the following: *“The deduction shall not be
in excess of $1,250 multiplied by the number of exemptions allowed under section
25 (b) for the taxable year (exclusive of exemptions allowed under section 23
() ) (B)or (C%? with a maximum deduction of $2,600, except that the maxi-
mUm deduction shall be $5,000 in the case of a joint return of husband and wife
under section 51 (b)."

SEC. 805. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.

The amendments made by sections 301, 302, 303, and 304 shall pe applicable
with respect to taxable years beginning after December 31, 1947, The amend-
ment made by section 303 shall alsobe applicable to taxable years of both husband
and wife beginning on the same day in 1947 if at least one of such taxable years
ends {n 1948, For treatment of taxable years beginning in 1947 and ending in
1948, see section @01,

PART 11—RSTATE TAX
Subpart _of 1942 ~ Property Amendments

SEC. 851, TRANSFERS OF COMMUNITY PROPERTY IN CONTEMPLATION
OF DEATH, ETC.

Effective with respect to estates of decedents dying after the date of the enact-
ment of this Act, section 811 (d) (5), of the Internal Revenue Code (relating to
translfegs of community property in contemplation of death, etc.) {s hereby
repeal ed.

SEC. 852, JOINT AND COMMUNITY INTERESTS.
(a) Effective with respect to estates of decedents dying after the date

of the enactment of this Act, section 811 (¢) (2), of the Internal Revenue Code
(relating to inclusion of community property in gross estate of decedent) fs
hereby repealed.
(b) Such section 811 (e% tg further amended- .
(1), by striking out of the heading of such subsection the words "AND

CoMMUNITY"” ; and .
(2) by striking out of paragraph (1) the following: "(1)  Joint
INTERESTS.~—"",
SEC. 883, PROCEEDS OF LIFE INSURANCE.

Eftective with respect to estates of decedents dying after the date of the enact-
ment Of this Act, section 811 (g) (4) of the Internal Revenue Code (relating to
life insurance fn the case of decedents In community-property States) i8 hereby
repeal ed.

Subpart 2—Marital Deduction for Bequests, Ete., to Spouse

8EC. 361, MARITAL DEDUCTION.
(a) Séction 812 of the Internal. Revénue Code (relating to deductions in com-
puting Net estate fn the case of a cltizen or resident of the United States) s hereby
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“(e) Bequests, ETC., to SuRvIvINg SPOUSE.
“(lz ALLOWANGE, OF MARITAL DEDUCTION.— .
"(A) In Genernl.—An amount eqyal to (ye_value of any interest in
property passing from the decedent {6 his surviving spousg, but only to the
extent that such interest jg inecluded §n determining e vaue of the

gross esﬁet . .

“(B) .'Fe Esale or gtjoer Termipahle Tnterests —Where. UPON tha
lapse Of time, ypon the occurrence of 4y event or contingency, or upon
the failure of gy event or contingency to occuy, suchl ipterest passing to
the surviving spouse wj| terminate or fail, no deduetion shall be alowed

with respect tg such Interest—
“(f) if an l%&el‘eat IP such property passes or png passed (for less
than gy, agequ € and Tull consideration in money or money's worth)
from ‘{he decedent to any person other than such surviving spouse;

and . ’ }
“(it) it by reason of such passing such person (or his heirs or

assigns) 'may possess or enjoy any part of such property after such

g%r&r}ggatlon or failure of the inferest so passing to the surviving

#(C) Interest of Spouse Conditioneg| pn Survival FOr Limited Perlod.—
For the purposes of subparagr%ohed(u) an ipterest passing to the. sur-
viving spouse shall not pe considered as an interest Which will terminate
or fall upon the death of such spouse j¢— .

(1) such death will cause g termination or failure of such interest
only it jt occurs within a period (not exceeding six months) after
the edent's death; and
hsgf;: such spouse “?n fact does yot die before time expiration of

ch period.

" (I%j, 181@[9@ Of Surviving Spguse Reduced By Reason 0f Estate,
Etc., Toxes—In detergining for the purposes gf subparagraph (A) the
value of gy INferest jn property passing to the surviving spouse there
shall be faken [nto account ghe effect which a tax imposed By this chagp=
ter, orl nng' eﬁtate, succession, Ieg%:y, Oi; inheritance tax, nas Upon the
ne{ vglueto the surviving spousg 6f sueh iRterest. -

(B Trust With Power Of Appointment 1N Surviving snouse.—In
tile case of an ynterest in property passing from the decedent to a tryst,
¢ the trust will terminate upon the death of the Surviving spouse of the

lecedent, and j¢ under the terms of the trust gjch spouse is entitled for
her life to all the income fxQm the corpus of the trust, payable annually¢
or at more frequent ptervals, With the power to appoint by will the
entire corpus to her estate, and with no power in herself or any Other
person. tQ appeint G¢ ikvade any part of tile corfus during her Jifo—

“) R Interest SO Paéﬁg shall, for ‘inim purposes of gyhnara-
gragh (A), beconsidered as passing to tile surviving speuse, and
“(11) no Part of the interest SO passing shall, for the purposes ae
subparagraph (B) (1)pbe considered as yggipg to any person other
thap the SUrvivin use,
This é\%p‘g\ragraph al p_%e applicable only y¢, undegr the terms of the
trys{, such power to appoint by will 13 exefcisable n all events,

“fE) Limitation On Aggregate Of peductions.—The aggregate amount
of the edfjc’gl_gng alowed under this paragraph (computed without re-
gard to t_hnggblmrngru ph) shall not exceed 50 per centum Of the value
of the adjusted gross as{ate, 25 defined In pacagraph (2).

“(2) COMPUTATION OF ADJUSTED GR0OSS ESTATE.— :

"(A) _Generd Rule.~Bxcept as provided in subparagraph (B) of this
pg;[agraph the adjusted grQss estatg shall, for the purposes of paragraph
(1) (F), be computed by gybstracting from the entire value o the gross
estate the aggregate amount of the geductlons allowed by subsection” (b)

f thi ion. )
© “t(h l;)S%eqnal Rule In ¢gges Involving Community Property.-If e
decedent and his surviving spouse at any time held property as com-

unity property under thelaw of any State, Territory, or possession of

ﬂ%e U1Y|ited States, or of any foreign country, then the adjusted gross
estate shall, for the purposes of pgragraph {1) (F), be determined by
subtracting from the entire vale g tilg gross estate the sum of:

“(1) the value of property which g at the time of the death of the
decedent held as such community property; and
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(i) the value of property transferred by the decedent durin
hig lite, it at the time of such’transfer the property was held as: sucl
communltx %‘!%pert}/; and o

a (it the ount recelvable as tpgurance under policies upon the
life of the decedent to the extent purchased with premiums or other
cor&sderatlon paid cut of property held as such community property;
an

“(iv) anamount which bears the same ratio to the aggregate of the
deductions allowed under subsection (b) of this section which the
value of the property jncluded In the gross estate, diminished by the
amount subtracted under clauses (1), (1), and (1) of this sub-
paragraph, bearsto the entire value of the gross estate.

For the purposes of clauses (1), (i1}, and (ift), property shall be con-
sidered as ‘he)d as su h community property’ if it was at any time ac-
quired by the decedent (by one exchange or by a series of exchanges)
f1 exchange for his interest In property held as such community prop-
erty. The amount to be subtracted under clause (1), (1), or (iii) shall
not exceed the value of the interest in the property described therein
which s included in determining the value of the gross estate.

“(8) DmrtNiTioN.~For the purpose of this subsection an interest in prop-
erty shall be considered as passing from the decedent tor any person It and
only 1f—

“(A) such Interest i8 bequeathed or devised to such person by the
decedent; or ‘

'(B) such interest 1a inherited by such person from the decedent; or

“(C). such Interest I8 thedower Or curtesy interest (or statutory inter
eat in lieu thereof) of such person as surviving spouse of the decedent;

wem such interest hng DEEN transferred to such person by the decedent
ot any time; or
“(B) such interest was, at the time of the decedent's death, held by
such person and the decedent (or by them and any other person) In joint
owne[shu%wnh right of survivorship: or
“(F) the decedent had a power ?either alone or In conjunction with
any person) to appoint such interest and J¢ he appoints or has appointed
such fnterest to such person, or if such person takes such interest in
default upon the release or nonexerelse of such power; or
“(@) such interest consists of proceeds of ingurance upon the life of
the decedent.”
(b)) The amendment meade by subsection (a) of this section shall be applicable
only with respect to estates of decedents dying after the date of the endetment of
thisAct.

SEC. 862. PROPERTY PREVIOUSLY TAXED.

(a) Section 812 (c) of the Internal Revenue Code é_rel ating to the deduction for

property previously taxed) ig hereby amended by adding after the first paragraph
@ Rew parjgraph to read as follows: . )
- wmppe 1011OWING property shall not, for the purposes of this subsection, be con-
sldered as property with respect to which 3 deduction may be allowed: (A)
property recelved from a prior decedent who died after tle date of the enactment
of the Reyenue Act of 1048 and was at the time of such death the decedent's
spouse, (B) property received by gift after such date from & donor who at the
time of the gift was the decedent’s spouse, and (@) property acquired {n exchange
for property described in clause (A) or (B). .

(b) Bection 812 (c¢) s further amended by striking out “gnbsections (@) and
(@)"and psetting in lieu thereof “gubsections (), (d), and (e)”. -

PART II—GI TAX

SE,Q,B?_]; GIFTS OF COMMUNITY. PROPERTY. .

Sectfon 10 (@) of the Internal Revenue Code (relating to gifts of property
held a, community, property) I8 amended by adding at the end thereof a new
rentence to read as follows: “This suhgeetlon shall be applicable only to gifts
made atter the calendar year 1942 and on or before the date of the enactment of
the Revenug Act of 1048.”

o
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8EC. 372. MARITAL DEDUCTION.

Section 1004 (a) of the Internal Revenue Code (relating. to deductions in com-
puting net gifts in the case of a citizen or resident of the United States) Is
hereby amended by adding at the end thereof a new paragraph toread as follows:

‘'(8) QGI¥T TO BPOUBE.— ) ]

“(A) In deneral——~Where tire donor transfers during the calendar
year (and after the date of the enactment of the Revenue Act of 1948)
by gift an interest in property to a donee who at the time of the gift is
the donor's spouse—an amount ith respect to such interest equal to one-
half of Its value. .

“(B)_Life Estate or Other Terminable Interest.—Where, upon the
lapse of tine, upon the occurrence of an event or contingency, or upon
the failure of an event.or contingeyey to occur, such interest transferred
to the spouse wjittérminate or fall, 16 deduction shal be allowed with
respect to yeh Interest— .

r&u it the donor retains fn_himself, é#sgtransfers or has trans-

fL1 (for less than an adequate and full cofigjgderntion in money or

---nhey's worth) tQ g .V pexgon ofher than sud _ donees spouse, an

Sluterest in Sich property, andgif by reason ofig ch retention or

s transfer the dopor (o‘l\ hig helgs or assigns) or s! person (or his

* heir or agplfng, may nsseT (' enji, ny part 0y sudh property
h

after sygh ternjjnation fallure of interest trangferred to the
done(1 use; o . 3 B

“ 1 ., -opbr_imr__  _tely gfter ‘the transfer:to the donee
spous oy pol _°_n interest fn such propeyty which he

can exercise (.. ‘er nlone or onjunetfpn With any person) fn
such fanner hgr th ppoint » oay.podsesss or enypy any pait
of such proper  y.mfte_ssuth+{ r nation or failure of ifhe interest
traypferged, to th%élom,"po‘ For the purposes of, this clause

onolll cond UeélS _ having mmediatefy after the
tran € Q t Sgonee s; .S ch power .tg appoint gven though
SUch. , aver € _nof be ex cls,.. ., 1tll atel the lapse gb time, upon
theoc grre  of in ver _Ilcont agency, of upon thgfallure Of an

event o ¢ ingency t. ..ournr. ., N .

i exercise  -lease at auyt ne by the dodbr, sither .one or in con-
wiction With any perso s a,  erto_ . intan int { st in properly,
evon though not oth__ i se A tra..fer, 81 , for the _rposes of clause
4 this subpara red @s a fransfer ,, him.

“(‘E Joint Interest — \e interest §s tran rred tO the donee

ousg . sole joint tenant with the donor or nant by the entirety,
the inter  of the donor fy the property wly = exists solely py reason
of the poss _ 1, that the donor may sutys. the donee spouse, or that

there may occur #W.e@__1nce of t| __ ferey, shall not be considered for
the purposes of subparAgi#ph (I @s an interest retained by the donor

in himself.
“(Dy,_TTust gy Power Of Appointment In Donee gno 15—~ Where the
-donor transfers yy trust ?rh_lmerost n_property. and the. trust will
terminate upon tye death of his spouse, and under the terms of the trust
his spouse {s entitled for her life to all the income from the corpus of the
trust, pagable annually or at more frequent intervals, with the power {0
appoint by will the entire corpus to her estate, and with ng power {n
herself or any other person to appoint or jpyade any part of the corpus
during her life—
" (I? the interest so transferred iy trust shall, for the purposes
of subparagraph (A), be considered as transferred to the donee

use, and

(4 no part of the Interest 0 transferred 1y tryst shall, for the
purposes of gubharagranh (B3) (1), be considered g4 retained gy, the
_donor or transferved 10 any person othgr than the donee anpuse,
This gubparagraph §1a|l be applicable only ¢, under the terms c}? the

trust, such power to appoint by will i exercisable fy all events
“(p) Community Property.—A deduction otherwise alowable under
this paragraph shall be alowed only to the extent tile transfer can ye
shown to represent g gift of property which does not fall within either

of the two following classes:

72805—48——2
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(1) Property which s, at the time of tile gift, hold ag community

roperty under the law of any State, Territory, or possession of tile
B P! ny

nited "States, or of any foreign country; or .

(i) ['r(_)‘peny which, although not so held, was at any tine ne.
quired by tile donor (by one exchange or g?/ « series of exchanges)
In exchange for his Interest in property hefld by hin and tile donee

spouse a8 community property.”

SEC. 878, TECHNICAL AMENDMENTS.

Section 1004 (c) Of the Internal Revenue Code tg hereby amended to read g5
follows:

“(c) EXTENT oF DEvUcTIONS~— he deductions provided in subsegtion (a) (2)
or (3) or in subsection (b), shall be alowed only to tile extent that the gifts
therein specified are included in the amount of gifts against which such deductions
are applied.”

SEC. 374. GIFT OF HUSBAND OR WIFE TO THIRD PARTY.

Section 1000 of the Internal Revenue Code (relating tQ imposition of gift gux)
Is hereby amended by adding at the end thereof a pew Subsection to read as
follows:

"(f) GIFT or HUSBAND orRWIFE 70 THirp PARTY.—
“(ll CoxstnErFDMS MADE oNE-MALF BY EAQIT.—

"{A) In General.-A_ gift made after the date of the enactment of
the Revenue Act of 1948 by one spouse to any person other than his
spouse shall, for tile purposes of this chapter, be considered, as mude one-
half by him and one-half by his spouse, but only _ltegt the tine of (he
gift each s]pouse ig a citizen or resdent of tile United gtates, FOr the
purposes of tills subsection an individual shall be considered, ns the spouse
of another individual only if pe jg married to such fnaividual at the
time of the gift and does not remarry during tile remainder of tile
calendar geer

“(B) Consent of Both Spouses,—Subparagraph (A) shall be appii-
cable only if both spouses have signified (In accordance, with tile reg.
ulation provided for in paragraph ?2) their consent to the application
of subparagraph (A) 1n the case of all such gifts made during the cal-
endar year by either while married to tile other,

“*(2) TIME AND MANNE OF 810 INO CONSENT.—A. consent Undel this sub-
section shall be signified at such time
under regulations prescribed by the Cqinmissloner with the approval. of the
Secretary. The right to consent, and tﬂe right to revoke a consent, previously
signified, with respect to a calendar year, shall not exist on any day if a
refurn for such year of one spouse (fequired otherwise than by reason of
the e'i"’"f‘}fﬁ“"“ of paragraph (1)) filed on such day would be a return not
timely filed, )

“(8) JOINT AWD SEVERATAYXABILITY YOR TAX.—If the consent required by
paragraph (1) (B) is signified with respect to a gift made in any caendar
year the liability with respect to the entire tax imposed by this chapter of
each spouse for such year shall be joint and several.”

TITLE IV-ADJUSTED GROSS INCOME OF LESS
THAN $5,000

SEC.401. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS

THAN $5,000.
(a) In GENERAL—Sectlon 400 of the Internal Revenue Code (relating to op-
tional tax on individuals with adjusted gross incomes of less than $5,000) is
hereby amended to read as follows:

"SEC.400. IMPOSITION OF TAX.

"In Pan of the taxes imposed by sections 11 and 12, there shall be levied,
collected, and paid for each taxable year upon the net income of each individual
whose adjusted gross Income for such year is less than $3,000, and who has
elected to pay the tax {mposed by thls supplemeent for such year, a tax as
follows:

e and fn sucl manner as is provided



REDUCTION OF INDIVIDUAL INCOME TAXES 11

"Tax other than Imease of joint return of husband and wife under section 51
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But Th 2‘\%&12“ brmre At pul  lut _Ls __‘ ks_ 6 l 7 Imnm
e — e

feaags|  tem oabe t lowa FHEX
Y/ $2.325  $2,35 35
0385 700 2.9%00 2,3185
700 725 285 2,4
25 , 4 2,425,
7500 7765 2,428, 52,4550
7§ 800 2450 2,476
Pt 8235 248 2800
7 S T y
8185 000 L850 2618
0000 2% 2,578 .
0255 8500 2,500 2,6205
B0 91 2,625 V62, 6400
85 1, 2650202075
000 1,02525 2,678 00
,02625 1, 2,5 2,72
L0580 1,078 2,7285 2,780
100000 115 s 000
i 16)32 3 5 g,’fﬁg% 850
’ 2 o " B3
1175875 &’gw . 2,875
,20000 1,223 28185 2,900
L2861, 2,90000 2.923
0 127875 ’ 2,88000
2872 11,3000 L08) 2,078
,30000 1,328 2017 3o
132825 1,350 37000 83,0500
) 0 1L3n 3,0500 3.1000
L3768 1,400)0 3100 3,150
7400 1’4905 31 3.200D
L4285 1,450 32000 3,250
beh, 1R 2300 Ti8°
FEo 1,825 3,3860 §}g\n‘ﬁ_
1,8620A 180 3,4000 3,450
I 3450  3.800
: 30 38
i bems §a:” D 3000
. N ) .
1,600 5,-;‘,95 380 3,700
16 i700 3,700t 3780
1,700 17285 3,760
B s TR LheD
P , 778 3, W
1,778 180000 3P roaa
1,500 1,825 3,050 400000
400000 4,050/
o 1,87875 4,0551 4,100
1.87475 1000 4, 4,180
N 1o gty 4200
nar yps ,
1,05000 1,07875 4250 4,300
Lo1® 20000 4300 4,3%0
20253 44000
200 4,400)0 4,45050
2,0500 2,07 448050 4,500
3,0786 1w 400 4,
100 1285 4, RGW 4,600
1285 2,180 460 0
'150° 2178 46 470000
{1765 2,20000 4700 47450
P ,
2% .._;7"’5 48000 4,885
2275 3300 £,90000 40850
3, 2,3285 IS
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"Tax fn case of joint return of husband and wife under section 51

Ifadjusted gross And the number Ifadjusted gross And the number 4 . ciinen 0

income la— of exemptions a8~ Income Is—
l-‘ dor 2 F 4 8 8or
At But | ess MOF At  Rutlea ~| more
least than - least than
The tax shall be- The tax shall be-
30 $1,3%0 $00 $0 0 $2,016 | 82700 ]8162 82 2 0 0 % \ o
1,350 1,376 3 0 0 2,70 2725 1 RV( & 0 1] 0
1,378 1,4000 6 0 D 2725 2 1683 R’ 8 0 o 0
1,4000 1,425 9 o 0 27 278 Iml ) It Q 0 0 p
1.42 L40 12 0 0 275 280 174 04 14 0 I 0o 0
1,4 1,475 18 1] 0 2,800/ 2825 N7 01 17 0 0 0 0
1,478 neoo 1B 0 0 2s5l 280l lwo 20 ¢ o 9 0
1,600 1,8225 21l 0 0 2,850 2,878 183 1 — Q o] 0 w
1,828 130 21 0 0 2,876 2,000W5181] 1000 20 0 0 [
1,850 1,875 27 0 0 , 025 1| 100 20 [1] [} [
1,875 600 30 0 Q0 2025 200 192 I12 32 0 Q 0 0
M B 0 b opmoimonm o R o8 or o0
X 8% 3 1 3.0 1 4 0 [
1,650 L61S 3 0 0 ,000 3,050 W2 4L o ] .o
1,678 1,700 Q Q 30 31000 208 15. 49 0 [
1,700 1,726 45 0 0 3100 310 214 1 55 o 0 0
1,725 1,750 48 0 0 318 3200 2. 1411 @R [ 0 v w
,750 L7785 81 O 0 3200 320 226, 147 O} 0 0 0 0
175 1,800 &4 0 0 3200 3,300 2| 153 T 0 0 0 0
, 800 1,825 6/ Q 0 3300 330 238| k.. M O Q 0 0
1825 82 60 0 0 3 3400 204 1 R» 4 0 v
, 850 875 63 0 0 3400 340 2000 7l w1l 0 0 0
t AL A N T B L (O A S
3 ’ B 3. . 2. )
,026 0P 12 0 0 3,80 3.600 200 Q86 1 29 0 o u
, 950 , 975 % 0 0 3,600 3,60 270 105 115 35 0 0 0
. 075 00 /8 0 0 3,65 3,700 288 200 (211 4l [ S
, 000 ,025 8¢ 1L Q3,0 3,750 297 204 127 47 0 [
,023 0% 8 4 9 4JW0 30 06 w2 133 K ( 0 o
,076 & { 500 3,850 ’},E" A8 139 80 0w w
, 0755 ,100 60 10 0 3,8% 3000 4 a4 148 e O 00
, 100 ,126 B 13 0 3,000 300 3% 20, 181 71 0 o0, 0
125 10 00 16 0 3,080 4000 342 28] 1 700 ol o
2,150 , 178 » 100 0 4,000 4,080/ 2381 242 1631 83 3 o 0
178 ,200 102 22 0 4,050 4,100 360 28 89 9 0 0
) 200 225 1083 25 ¢ 4100 4,120 9 23 135 95 15 ]
, 228 220 108 3 4150 4200 3/8 20 181 10y 2L o 0
Boim M 4 s im0
2,300 2,32 10y 3/ 0 L300 433 403 mI18 1w 1o 39 o 0
e R o oR oo R OMD & oW 8 %%
2,376 24000 124 46 5 4,480 4,600 312 %&D 531}7 & 0 9
2,400 2428 120 4 0 450 30 437 a9l 43 0 0
oo 2425 2,450 132 &g 8 4050 4,600, 443 330 glg% 69 B 0
2,450 2415 | 4,600 46501 a0l 3301 =4, | 7% 0
2,475 2 500 88 0 465 470 447 w8 20l o1 KM L o0
2,800 2525 M1l 6t 0 4,700 4,750 44 B/ 246, 107 8§ 7 .
2,525 285 144 0 4760 4,80 471 %I 221 17 130
2,850 2,816 1477 67 0 480 480 478 20 170 98 19 O
2,575 2,600 120 70 0 4050 4000 4851 381 M4t 18% 25 .
2,600 2625 183 73 0 400 40 40l (I 23 101 1 a0
2,623 260 156 78 0, 490, 30 48, 02, 22 17, 7 3 0"
265 2018 1% 70 oll..’ AN | IO Aot Mot I |

(b), PaxAnLE thng 70 WaICI APPLICARIE—The nmendment [TBde by t hi sgec.
tlon shall be applicable wit resgect to taxabl e years, peginning af ter December.
31, 1047, FOr treatment Of taxable years beginning gy 1947 and@nding in 1048.
seé section go1.

TITLE V-REDUCTION IN WITHHOLDING OF TAX AT
SOURCE ON WAGES

SEC.SQI. PERCENTAGE l\_/IETHOD.
Section 1622 (a) and section 1622 (0), (1) ofthe Iuternal Revenue Code (relat-
ing tQ percentage methgd of withholding) &€ NErebY nmended t0 read qe follows:
*(a) RECUIBEMEM OF WITHHOLDING.—Everv emnlover Making payments of
m%ﬁ@bal deduct and wi t hhol d upon such wages atax equal to the sum of the:
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(1) 12 per centum of whichever of the following, is the lesser:.

"(A) the amount by which the wages exceed the number of with.
holdlng exemptions claimed. multiplied by the amount of one sucl xemp-
tlo s shown I1 the table in subsection (b)

“(B) the amount showr In tile second colunmin the table in subsec.’
tlon (b) (1);

"(2) 18 per centun of whichever of the following s the lesser:

(A), the nmount by which thﬁqweges X the sum of—

(1) the wmber Of WIthholding exemptions claimed, multiplted
by the amount of unv(smh exemintior ag showr in the table 1m sub-
section (Y (1)1 n#]

“(i1) the smount SIOWN 1 the gecond COIUMN | (ne table 1 sub-
seetion (b) (D, ; or
“( ;)) the amount shown ful the third column in the table fnl subsection

“3) llpor centum of tlci hmonnt by whicl the wages exceed the sun 0f-
“(A) the number of withholdiug exemyi.ons clalmed, multiplied by
tile amount of one suc  exemption nsShowoWl  1e  ableohe\ubsectior
(b)) (1) ; plus )
“(B) the swin of the amount . shown, i1 The seeond ind third solumns
in the table inl ubseoshe (h) (1).
“(b) (1) e table referred 1o nlsubsectlor (a) is ns follows:

"Percentage method withholding table

2 3
.., . period Amoum of MnimnFm ha,lr.nlo‘umn‘tlm

h Jloilyf
exeompugn 'zlé%? SUbgeEm i

Weekly - $13.000 $21.000 igZ
Biweckly . 2100 43,000
Semimonthly: 28.00 46,0000 Ml
Som; - T . A 00
emil nmml L am 00 Rl on) 59030

667.00 1 ll&.&?o 410/,

Daily of ‘miseellancons (per day of such period). 1.80 1.00"

SEC.502. WAGE BRACKET WITHHOLDING.

The tables contalned I__ sectio . 1622 (¢) (1) of the Internal Revenue Code (re-
latimz to wage bracket withholding) are hereby amended o read as follows:

It the pay.roll period with respect to an employee is weekly—

Andlthe wages are- And the number ¢f withholding exemptiona claimed tg—
Atleast Butless b more
The amount of tax t0 be Withheld shall be—
g lg & @ 8 8 o &%, @
) 0 0 0, 0 0 0 q [
.10 b 0 0 0 0
Bo o 0 8 9o o o D 8
o % o d¢ o o o d o d
R
o
B® 8 0§ 8 & 0 0 & B
1.00 I 0 1] 0 0 [} 0 0 [1) 0
L2] ¢ o 0 0 0 0 0 0 0
[ 0 0 0 0 0 0 0 0
L% 0 0 0 0 0 0 0 1] 0
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" 1f the pay-roll period with respect to an employee {s weekly-

And the number of withholding exemptfons claimed jg—

And the wages are—

wod
mor

; \
4 1 [ 1 8 9
l I I (!shall ll)e I |

3
The amount of tax to bewithhol

At least Bnlens| o I ! l z>|
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w#B3=aae  seases sfidess Foessifbe sesagocsocamesg
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2238820328898080 98958.88952890988 '290uR 35 85,8590 8,0888 o8  RBES99RR
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. o
83089822 B3 & QRIS ) ERSS e 2 EES!
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"1f the pay-roll period with respect to an employee Is biweekly-

And the number of withholding exemptiona clatmed ls—

Andthe wageanre—

Pk

But les
than

At ecast

The amount of ta to be withheld shall be-

) )
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ure the payroll period with respect to an employee ;,, biweekly-

And the wageare— ﬁnd the number of withholdingexempgions clzl'med 18—

— L i

0 1
. | ] more
ssteas Bitlge The amount=7~  to be withheld shall =

|
.90 $24.40 $20.00 $17.30) $13.80 $10..., $6.40 $2.00 $O
.20 25.70) 22.20 18.70 1520 11.70 820 4.10 100
.60 27.10) 23.60 m.lotoig,% 13.100 9.60 640 2.0
B oRR AR L6 L% en L ie
3 e i svep AR M 10 b0 1
.10 ?3’/33 310 27.60 24.10 20 0 1710 |3.%I0m,m3
.00 3740 3380 30,30 26.80 80 16.30) 12,800
.60 4010 30.60 aBw 20.60 26,10 22.&, 1900 150
.30 42.80 30.30 3580 32.30 28.80 2530 2180 1m0

14 percent of the excess GVET $400 plus—

$400and over...... . 51.70) 5] 2Q|47.7o 42014070 12720 a:;‘zgl:m,mlm.m 232010

oore the iy _.an Period with respect to an employee iq cnmtmanthiv_

And the wagesare- And the number of withholding exemptions claimed {g—
'
el 1 213 | 4| s 16371 s ||s joem

The amount of tax ¢o be withheld shall be—
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" If the pay-roll period with respect to an employee is semimonthly-

And the wages are— And the number of withholding exemptions claimed Is-
Atlesst  "ILT®s o

=The dmountof- tax to bewithheld 4191 B@U
1% ofl

.. $16.30 $12.50) $8.€0 $4.300

. 1670 12,0 9.10 4.60)

17.20 1340 9. 60)

BEEBEER

3
5

o
2 s
wen=—®

=28

VDT 29

RENERBERINEBEES
I3
5

o
IS8
<

24,20 2040 10.i
25.C | 21.80 18.00
27.00 2320 19.

344 20.70
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1¢ percmit of theex: 13 over $500 plus—

£003nd OVer........ GsAWflol.ml 0.80 57.oo,lw.ml49. 4'145.0 ’141. 81,!.38. 01I134.m1ll30.40

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

And thewl And the number of withholding exemptions cl ai nedls-

or
olllzl L4 7l“|9,,m

Atlcast U7Ricem|
thar Theamount of &0 be withheld shal be-
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“If the pay-roll period with respect to an employee ismonthly-

And the wages are—

Dtole;

At least

And the namber of withholding exemptions clalmed ls—

o

2 ]°

| 4fl: 10 - f1

The'smount of tax to be:withheld shall be—

00 $.30
d] e
0 1.30 0
40m 180m O ®m | | | } | | n
. 9 2.30 0
, 40 2.70 0
.90 3.20 0
230  3.70 0
.800 4.20 O
100 &7
100 o B
13.600 610 0
14.30 860V 0
1500 7.0 40
150 7.6 00
108 800 1.40
1720 860 L8
5. 17.60 9.00 230
5 1940 9.40 280
.0.. 18.60 90.00 3.30
27.10 19.8 2040 3.80
27.60 2090 10.90 420
2820 20.60 1.0 470
2570 2110 1220 820
20.30 21.{0 126 530
.29.80 22.20 13.70 6.10
L3040 2280 1440 6.00
03090 2330 1510 710 .50
3.0 W00 1580 7.00 .00
32.000 2440 16.50 8,10 140
32 2500 1730 880 1.00
3340 25800 182, 930 2.0
31,80 20,00 19.30. 10,20 3.6
.60 2000 20.400 11,20 4.8y
730,70 2910 20,80 270 KA
37.800 3020 2260 14.10 B8.40
b 38.90 3130 2370 1880 7.40 70
B 39.90 3230 2470 17.00 840 1.70
p290. J41.00 3340 2580 18.20 9.30 270
304 4210 34.50 206,90 19.30 10.30 3. 00
12 43.20 35 0 20,40 11.30 4.0
. 4430 36.70 20.10 2050 12.70
45.40 37.80 3020 22.00 14.20
46,0 33,90 3%.30 23.70 15.60 7.40 .80
598 1000 818 U8 lixo ody 20
40.80 19.40 1030 3.70
= 20.80 1140 4.00
52.00 21,60 1280 5.60)
_3.10 .70 1430 A A
....... . B34.20 Sen 1570 7600 .90
------ 58.10 ) 25,70 1810 9.200 2.0
58.80 51. 28.40 20.80 11.80 4.0
. BLGOO 5400 46.40" 38.&D 31.20 23.00 15,40 7.30 .70
6LV 870 49.10 41.50 33.00) 26.30 1870 9.70 3.10
e 59.400 80800 44.20 30.60 29.00 21.40 12.60)
69.80 6220 84.60 4700 39.40 31.80 24.20 16.20 .80
sewe 6050 57,30 40.70 4210 3.8 26,600 19.30 1020
75,20 07.¢0 60.00 56240 44.#0 3720 29.0 22.0013.40
7800 7040 62£0 85 47.00 40.000032.40 24.80 17.00
80 73.10 0550 7.0 80.30 4270 33.10 27.52)0 19.00
880 T7.20 60.60 §3.000 840 46.800 3020 X
90.70 | 82.70 7510 ' on.£0 50.900 52.300 44.70 37.10 29.80
95.. | 5820 8060 T2.00 65 40 157,80 50.200 42,00 35.00
; I Re gw a N an pe swold
. 3 3 10, J \ . B .
£:000 12.20 104.600 5573)0 £9,40) 8160 74,20 xmoom.%)om.m
|n.eoouo.oocm4o 10689 §T.20 70.600 7200 64,40 86.800
123,10 116.607107.00 -0 9270 85.10) 77.500 £0.80 6230
vas. .. 2860 12.00' 113,40 1086 'R 20 90.600 8§3.00 75.40 67.80)
$060.2. 20.50 118.00 111,30 103.70° 96.10 880 §0.90 73.300

_ 14percent of the excess over $},0000lus

$1,000 and over..... |‘maolmwlmm| ;_[‘mw .20 ) las.oo .00 6340 0.8

1

COO000000000000ee000000000o0age cooa 8 )

282EALENNES

- .ﬂgo po.ﬂ.:!ﬂ?.oi?@n- [elelelelclolololololololololelele}
NBWZEoR2BR0!

°8°o§o§° 8808 -1

[s]l=)

)

QEES 26000 20z 0000 s0cosc0of

o

ceoco o

000 gEOOOOOOOD oo

b SO0 000000000,



REDUCTION OF INDIVIDUAL INCOME TAXES 19

©i the pay-roll period with respect to an employee is a daily pay-roll period or a
miscellaneous pay-roll perlod—

And the wages dl- And the number of withholding exemptions claimed ts—
R ~
rof daysin aue!
periods ate— 0 1 2 3 8 mer67

| B%Aﬁss The amount of tax to beW%m&gfntggcfpm%_anoum multiplied by the

TRl L "
$1.75.. 2. 20)8
0.
i .25 .05
30 05
30 10
.35 15
40 15
40 20
4520
;g 25 05 0
. 30 .05 0
G0 30 .10 0
oo 35 .10 0
. . .ox .35 150
X oR ;g) .4450> 20 8
DU o D
VI }8 0
800 .gg» .25 .05
PR . . !
8.25... 8 00 3‘5’ i
8.0, o 8 .35 .18
1.00 B 1% 20
0 7 =™ 3
7] 105 .80 . % L0
ﬁ.s. 85 .80 .30 .05
L1 et 60 .30 40
g# ! %%% .00 i .35 p
. . Y od .
7h. % % B R 8
300, 125 .00 .16 4 .20
.00 130 108 .0 60 25 05
. 130 1ro% .80 5 *R .05 0 0
g 1 88 .0 30 0 0 0
LW 0 .98‘ .33 b 0 3
155 L% D B & e oe 0
. . . . . . 0
l.u 1.35 1,% .85 O .30 .10 0 0
M 18 120 w15 0
L5 180 125 1« B .45 20 ']
131 15 130 105 .80 .8 25 05 0
Y1r.s Mg 115 .63 10 @
PR T I S S
I X . 125 100 - LR ;
210 1.85 1.600 135 110 -85 600 .30 .10
215 1,90 165 140 115 N 38 s
2 1% LD i 1m0 R e S
30 2,05 1.80 18 130 105 ... .88 2B .05
2.35 210 185 1 135 110 (8% .10
245 220 1,95 170 145 120 o i 4 15
260 2.25 388 175 160 125 00 .7A .48 .20
288 230 205 & L L3 g0 88 .30 .05
265 240 215 L 165 L4 13f -, |
270 245 220 19 L% L4 L) 95 .0 .40 4
g.so 258 29 205 I L85 L3 108 B0 .85 3'3
95 270 245 220 19 p70 145 L0 %& 0 A
Teowy 310 25, iﬂg 2.35 210 1.8 .35 L1 .85 %
2400." 320 2.08 0 245 22 195 L70 158’ ﬂg i
eante 330 310 g&g 2.60D 3.2 210 g8 LU LB L. 88
%.wo 826 3 25 2 2.28 2 1.75 }L% .26 1.00
65 8.40 3.18 20, 265 240 215 180 140 105
a1 2 3 300 278 26 24 o 1 Le L
3.90 3.5 340 315 290 265 240 215 190 165 14Q
405 3 355 330 305 28 2.8 230 2¢5 1.800 1.58

14peycent, 0f tho EXCESS ONG 430 plus—

woooanaover e 40150 seofl 5] 3101281 ZlCpas 1200l er 115
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SEC. §03, EFFECTIVE DATE.
The emendments made by this title shall be applicable only with respect to),
wages paid on or after April 1, 1948.

TITLE VI-FISCAL YEAR TAXPAYERS

SEC. 601. FISCAL YEAR TAXPAYERS.

Section 108 of the Internal Revenue Code I8 hereby amended by striking out
"(d)" at the beginning of subsection (d) and inserting in lieu thereof *(e)”, and
by i,ns_ertin% after subsection ﬁ\ﬁ} the following:.

“(d) TAXABLE YEARS o INDIVIDUALS Brarsning IN 1947 AND ENpING IN
1848,—In the case of a taxable year of an individual beginning in 1947 and ending
n 1948, the tax imposed by sections 11, 12, and 400 shall be an amount equal to
the sum of-

“(1) that portion of a tax, computed as if the law applicable to taxable
years ‘beginning on January 1, 1947, were applicable to such taxable year,
which the number of days in such taxable year prior to January 1, 1948, bears
to the total number of days in such taxable year, plus )

“(2) that portion of a tax, computed as if the law applicable to taxable
years ‘beginning on Janugry 1, 1948, were applicable to such taxahle year,
which the number of days jn such taxable year after December 31, 1947. bears
to the total number of days fn such taxable year.”

Passed the House of Representatives February 2, 1948,

Attest: Joun Anprews, Clerk.

The Cuamsran. The committee has a letter dated March' 1, 1948.
from Mr. Wiggins, the Under Secretary of the Treasury. ‘The letter
states:

DEAR SENATOR MiLI .+ Secretary Snyder, ¢ pliancg yyjth your
hyl askec thAgt fsugﬁ,ﬂf {ﬁe_enclosed statement of ﬁ?,{‘n views ‘g‘,,\ﬁp respect {8";‘}"‘%‘,
é‘rulléo, which be subject of hearings before your committee inning this

. is to D€ the
morning. . .

As you know, Secrgfary Snyder paq planpgq. 1 accordangg, with earlier arrange-
mentg made With you, to appear before the committee apq personaly present
Ills'views on afareh 11.  The Secrefary, therefore, NRAE  arrangements which
would take him out of tileity for , period prior to y4s scheduled appearance
onlthat date,

Subsequently, oy Thursday of last week you guayised that you peljeved it
necessary that e Secretary's views be presented on tile opening ag. Of ¢hee
hearings. ~ You were kind enough to suggest that yyqer these circumstanceg your
committee would receive a written statement of 11, Secretary's views for pyasen-
tation at the opening of the hearings this nor ni ng.

The Secretary asked me tg convey his regrets %hm he could wat he perggnaly
present this morning and yjg assurance ghat UPOY hiw return to tile city po will
be available in case the committee shoul d desire 5 presence.

Sincerely,
A. L. M. WiqgeIns,
Under Sceretary of the Trcasury..

The contents of the letter are in accordance with my own wnder-
standing. ) . )

Thepreliminary part of the Secretary's statement isrelatively brief,
and | believe it would give better understanding to the hearing if it
were read into the record, and the rest of it, tqgether with the part
read, will be g part of ¢}, recorg, Thereforg, Tighall read the pre-
liminary part of the Secrefary's gtatement. [Reading:]

STATEMENT OF JOHN Yy, SNYDER, SECRETARY OF THE TREASURY
1 am glad to have an gpportunity to present to this committee my views on

the House bill H. R, 4790, | shall confiné my remarks to the more important
issues raised by the bill. !
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The committee fully appreciates, T am sure, tile compelling considerations
wihien require me, as Secrefary of the Treasury, to place the protection of the
financial integrity of our Government above all other objectives. A sound flnan-
clal Structure ' jg”tpe essential cornerstone of the Nation's economy. Wise man-
agement of the Government's fiscal. affairs will fnsure a continued contribution
#8hosting prosperity, to further Industrial growth and expansion, and to higher
standards of living, This requires that n considaring tax reduction and tax
revision we never lose sight of the paramount jmportance of preserving the
strength of the revenue system at u level adequate to finance necessary Govern-
ment Services and to provide funds for servicing and reducing the national debt.

1 want to stress the pportance of gearing any tax bill to the needs of the
Um’ol‘l{mo?r's basie financial policy, The Federal “tax system must produre large
AMOUNS of revenue ¢ essentlul domestle governmental” services are to be main-
We"&‘ the public debt reduced, our foreign commitments fulfilled. DPremature

ening of our revenue system will inyolve serious consequences both for our

domestic Prosperity and for the peace of the world. )

t recognize that ,,,,;P,,,m,,m.m of tax reduction requ¥©s gn unusual measure
off gelf-denial, EaQEL of u would welcome relief from the high taxes necessitated
by “no‘ cos{ nf';én& war, However, the financial consequences of the war are still
With Us. 1y ION to the Normal expenses of running the Government there
arve heavy Jemand‘s_ on {he Hudge for national defense, tile care of veterans, the
seryicing of the war debt. un(T the rehabilitation of war-torn countries.

T Tpresent tax system, Inl combination, wif) high levels of employment ana
national lll('?ln(‘. resulted §; o surplus of $754.UH0.000 during tile fiscal year end-
ng }%""“ 3001947, IN the glirrent fiscal yenpAthe surplus will for tile figst time
redeh subsintial yronorttons,  This affogls an opportunity to w7als & significant
reduction 4, oyr }ﬁ‘f e puiiic dgbt. g nig budget messagg, ¢he Prosident osti-

ted that in fisen) Y& 1548 1t Will be possible tg /PPy 714 billion dollars to
debt"reduction. During the past 4 months, which ineluded, 6f course, some of
our best tax collection periods, we have used more than s4.00000n Of the surplis
{0 apply to debt reduction. Thig debt reduction would have been {mnngsihin’
had tax reduction proposed! iy |, R, 1 become effective, |ast year.

For the fiscal, year 1949, the'ariticipated, decling m peRIFX receipts, coupled
with tile ;m...enst;é‘)expmdltures projected iy, the president’s budget will reduce
the surplus avallable for debt reduction iy that year to 4& billion dollars. |
believe that this amount of debt reduction jq desirable tinder prgsent conditions
of full employment and general prosperity. We must &ver BagF in mind time fact
that tile public debt of this ¢ountry g i excess_of 525“.?{)0, 000 1T we con-
tinue to make the very best y50 Of OUr opportypities. 3¢ Wi stwgwe many years
to make an apﬁremab € dent ) the size of the puntie d’ebt We must make sj7able
payments on the debt j, good years for we know that there may be years = tile
future when no payments can be madg, . L

Under current economic ggpditions §; 1, essential to maintain the present level
9f Govermment, receipts.  qpie. however, does not preclyije some readjustment

-the distribution of tile tax"loag (n the contrary, s,. persistence of hish
Bhée? makes some read ustment (- atioe  DUMNG Ihe socond palf of gh
wholesale prices rose at i annual rate of 21 percent .ty Second hn prices 13
percent. By the first of ”'IE year, wholesale B{chs were 45 percent and % ¢
sumers’ PPCES 25 percent PIgReE than in Tune 101 - L

i though the Nat . IS aperating "nPeak rﬁ{ds and ., Coyptry .. enjoying
higNer gtandnity of, liVing than gyer. efore, snma groups 4., us... population ae
sdifering rgﬁi hﬁr,dgnlp. These y,a1uae finf ONly Tamilies with (ela?i;f‘?ll‘é smal
fixed {ncomes bnt also « ES WHORS Inpomes havg not kept pace with ...11 o hee
n tme g of JIving™ o prohlem_ Of COUrSe, y, most serious for thoee r. W
OWEr theome 81 OUPS vho have N0 aPpreciable savings to fall back on as'® cushion

aglei‘lsrt]ﬁtnzra}igsh rI\%/ at jaﬂnr] fejgtion to their, graphically
trate tile hardship suf%:igap Sreid In rela provns |t ,,',,'L"%\'g-‘;: estimated that %"
194g aoout a third of . Al With ‘,f,.m"p,;‘; DElOW e nn SPENt MoOre than
therr fneome.

| should say that tile Seeretary’s statement jfcludes references to
tables which company the renort: [Readine -1

They financed n% Jissinating accumulated savings and by going

consumption [y GISIpAL TS

e debt, Under ot éinditions tha ta)_(lgsbr)al?i by the lo“'ﬁ‘-t income groups
reduce the &' fnadeouute fneomes Valable for iving standards.

mintnmeon.
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Tax reduction alone cannot provide adequate relief to tills group. But tile right
kind of tax adjustment call take some contribution. to the relief of the plight
of low-income people. Since fiscal and economic considerations preclude ally
reduction in the over-all strength of our tax system vellef to this group should
be provided by appropriate increases in other taxes.

The President recognized that inflation has brought real hardship to millions
of families with low incomes and recommended a cost-of-living adjustment u
the form of a tn: credit of $40 per capita He recommended aso that the
revenue loss resulting from this adjustment should be made up by inecreasing
the tax on corporate profits. As | indicated in my statement before the Ways
and Meang Committee:

"Under existing conditions, the fairest wgy of levying a tax on corporate prof-
its which the President recommended would he to reenact the excess-profits tax,
with a few modifications. The small corporations should bhe exempted by pro
hiding a specific exemption of $50,000 of excess profits for all corporations. ‘The
rate should be reduced from the 855 Bercent in effect for 1945 to 75 percent
and the standards for normal profits, both the average earnings and {pvested
capital credits, should be raised by 35 percent. With these modifications the tax
would still yl,el,d tile 32 billion dollars needed to offset the revenue loss resulting
from the Individua fpecome-tax cost-of-living adjustment. Tile tax would apply
only to 22,000 corporations with the largest excess profits, out of a total of
360,000 taxable corporations. The imposition of a corporite excess-profits tax
to compensate in revenue for the cost-of-living tax adjustment Is the most equita-
ble way of maintaining the Federal revenues at their present strength and with
the least adverse effect on our economy."

We cannot escape the obligation to find a source of replacement revenue to
compensate for that logt by providing tax relief to low-income groups.  rhe
President's program aceomnlishes this through the pxcess-profits tax, In view
of the record earnings of some corporations, this n!(uwurs to by sound solution
both on equity and econemic grounds, 1 do nu know of slly other course of
replacement revenue that measures up to the required tests,

| now turn to gn examination of tne principal provisions of II. . 4790. These
provisions can be briefly stated.

The bill would increase personal exemptions from $500 to $600; would permit
husbands and wives to divide their jucemes equally for tax purpoxes; and would
reduce tax rates by percentages ranging from 30 percent for taxpayers with
small incomes to 10a?ercent for those with large incomes. 1n addition, the bill
would grant a special $600 exemption, ang would increase the standard deduc-
tlon for single sons and married couples tilirzjc; Jolut returns with adjusted
gross incomes of over §5,000. The bill also would reduce estate nnq gift taxes.
For residents of community-property States the reduction would he achieved
by restoring the law in effect prior to 1942. For residents of common-law

ates comparable reductions are achieved hy permitting deluctions for transfers
of property between husbands anqd wives.

To assist the members of the committee fii their consideration of the bill, |
have appended to my statement some statistical materials bearing on its
provisions. . . .

H. R, 4790 results in excessive reductions and it deficit for fisenl year 1949,
Tile bill would reduce individual income-tax liabilities by an estimated 6.2 billion
dollars tn wfull year of operation, or by almost 30 percent of the 21.2 billion dollars
total individual “income tax liability under present law. Ii addition, estate and
gift-tax liabilities would be reduced by $250,000,000, which ig also about 30
percent of the estimnted $820,000,000 estate and gift tax liabilities under
present law. . .

If H. R. 4700 were enacted the surplus of 7.5 billion dollars estimated in the
President's budget for the fiscal year 1048 would be reduced vy 1.1 billion dollars.
In the fiscal year 1949 receipts would be decreased by 6.6 billion dollars nndl
refunds increased by 400 million dollars.  Ihils would convert the estimated
surplus of 4.8 billion'dollars in fisca year 104 into a deficit of 2.2 million dollars,
necessitating an increase in the public debt.

None of the developments which have occurred sinee the transmission of the
President's Budget message; either those in the field of domestic prices or those
in the field of international affairs, or otherwise, warrant changing the Presi-
dent's estimates of either receipts or expenditures to show a more favorable
budget pletire, No onecan say with certainty what-any future level of Income
will” be.  With relatively full’ employntent and with our present production
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facilities running at virtual capacity, it would not seem prudent to predicate
estimates of receipts on a level of pergenal income higher than tne 200-billion-
dollar level of personal income utilized in preparing the estimutes contained
in the President's Budget message. The level of personal income in ealendar
year 1947 was 197 billion dollars.

Members of this committee will undoubtedly agree that there can be no
justification for n tax program which would prevent adequate provision for a
substantial retirement of the public debt in fiscal year 19». This aone Is
sufficlent reason for rejecting H. R. 4790. )

IL.R. 4790 would not Inerease current production. The proponents of 11, .
4700 claim that it would, by providing substantial Individual income-tax reduce-
tion, overcome capital shortages and improve business incentives. | would be
the first to recommend tax incentives if there were n present need to accelerate
capital espansion. The fact 18, however, that capital formation Is at a high
level and the number of businesses Is increasing. In 1947, gross private domestic
Investment accounted for 27.8 billion dollars or 12.1 percent of the gross national
product. Fhis rate of investment compares with an average of 11.5 percent for
the interwar period from 1919 to 1941, Outlays for producers' durable equlp-
ment accounted for almost 8 percent of the gross national product in 1947, a
record rate, even including the 1920's. Moreover, the number of businesses has
continued to increase since the low point reached during the war. By the end of
1947 they totaled almost 3.000.000, compared with the prewar peak of 3,400,030
and the wartime low of 2,800,000. These figures suggest that under current con-
ditions there is no lack of business incentives,

There are times when tax incentives can play au important role {n stimulafing

roduction. This fact should be recognized in the revision of the tax system
or peacetime needs. Its potentialities should not be dissipated by poor timing.
Today tax reduction Is;almost certain to raise prices by increasing consumer and
Investor competition for the limited supplies; it holds little promise of In-
creasing production above the 1018 goals set in the President's economic report.

I..R. 4700 gives inadequate tax relief for the lowest income taxpayers; the
relief 18 inequitably distributed. Another argument advanced in support of
H. R. 4790 is that It gives adequate and correctly distributed relief. Under this
bill, personal exemptions 1ire increase 1 by $100° to compensate for a calculated
$100 decline in the purchasing power of the average income after taxes during
the past 2 years.

These calculations do not provide an adequate measure of the need for tax
relief in the lower income groups. Under the stress of war needs, personal exemu:-
tions were reduced to emergency levels. It was then recognized that tire §500

capita exemption system would endanger the health and living standards of
arge segments of thepopulation it retained for many years. Fi an  economic
considerations do not yet permit exemptions to be raised to a level compatible
with long-term living standards, just as they preclude general tax reduction a
this time. The national interest nonetheless requires sufficient immediate relief
for those in greatest need to help title them over this difficult period. 1In this
respect 1. R. 4790 stands in sharp contrast with the President’s cost-of-living
adjustment plan.

H. R 4700 would exempt 6.3 million from Income taxation it comparison with
the 10.3 million exempted under the President’s program.  Moreover 18 miliion
additional taxpayers with the lowest income would _receive more tax reduction
under the President’s program than under 31, R. 4790. These are the groups
most urgently ir need of relief from the high cost of living. )

Under the President's program, 93 percent of the ineome-tax reduction would
go to individuals with net incomes under $5.000, This compares with §63
percent under g1, R. 4700,

The pending bill would reduce tire taxes of those with net incomes in excess
of $5,000 by $£2.100,000,000 as against $225.000,000 under the President’s plan.
It is my belief that we cannot go beyond a cost-of-living adjustment at this time.
The 22,100.000,000 tax reduction provided high-income taxpayers under H. R.
4790 goes far beyond this requirement. . L

The pending bill would also provide additional relief to the aged and the biin¢
fn the form of special exemptions. These and other low-income groups and
disabled persons are hard-pressed by high prices. The cost-of-living adjustment
recommended by the President is the most equitable way of providing tax relief
to all these grodps.

*H. R, 4700 equalizes income taxes In community-property and common-law
States at the cost of substantial revenue but does not equaize estate and gift
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taxes. The bill under consideration containg proposals designed 1o equalize
ncome, estate, and gift-tax lablitles among taxpayers o community-property
awd common-law States, . .

With reference to the pevsonal-lncome tax, the bill contatng a provision whicl.
woul d permit married couples filing Julnt returnsto divide their combined incomes
equaly | computing their income taxes. 'hid 1w designed to eliminate a Jong-
standing tax diseriminatio  agninst marrled couples veslding 1 noncommunity
property States.

This provislor Is addressed to a problem which has acquired fmportance in
recent years, Severa common-law States have adoptec «  munl s-property
laws designed primarily to give’ their resldents tax advantages previously en.
Joyed only Intthe original community-property States, As you know, | believe
that this subject should be given a high priority among the stractural changes
in the Federal-tax System.  In the current sttuatior.ohowever, it would be inwlise
to make this ar other major st lural changes which would vesutt In substantial
revenue losses,  Splitting the incomes of husbands and wives vould result inl gy
loss of . O7.5iNpercent of whilch would go to lndividunls witi net
incomes Inl excess of {5,000,

With reference to the State and gift taxes, the bill would repeal the 1042 estate
and gift tax community-property nmendmentis.  Thishwould . deerease the labili-
ties of married residents of those States by n relatively substantinl mmount, How-
ever, It is €lso proposed to provide shmilnr relief for residents of common-law
States, by amendments which It Iy hoped will produce relatively equal treatment
with community-property States..

Prior to 11142, residents of community-property States paid relatively lessestate
and gift taxes than residents of other-States. ‘The 142 aet, in vecognition of
fundnmental similarities in the family ownership of property i nll thee States,
«ought to correct this diseriminatlng situation hy equalizing the effects of thh
law under thedifferent concept | ©of property ownership. [t inereased the teans.
fer tax labilitter of community-property residents to approximutely the level
pald by residents of other States and generally succeeded i equnlizing transfer
tax Uabilities among residents of all States.

This bill would replace the pl ai radopted fm 1942 with a system_. which is ap-
parently intended to establish equality by reducing theetranster-tax linbilitles of
all persons to the level paid sy community-property residents before 1942, It ix
nty view that there g no valid basis for this change. While some difference: In
the Impaet of transfer taxes on residents of different States rematn, these do not
appear to lie of major significance, However, they could lie further narrowed
by relatively ssimple amendments withl: the framework of the present structure,

The proposal, on the other hand, would create new aveas of fnequality and wl. i

ninistrative problems that outweigh those remanining under present lnw,

The estate- and gift-tax provision, it hag been said, Is related tothe split-
income plait considered for purposes of fncome taxation. Any such velatlonship,
it it exists at all, is superficial.  The problems are not analogous or comparable,

In the income-tax field, residents of community-property and common-law
States are not treated equally.  The Income-splitting plan Is designed to remedy
this situation hy providing a single system of taxation applicable to all married
vesldents of every 8tate without exception. Moreover, It g also ..intendede
go beyond removing ti| eiscrimination between community-pronerty and . ommon-
law States by qualizing the now unequal tax treatment of family {ncome fron
earnings and Investments In all States.

An entirely different situation prevalls it the estate- wnd gift-tax fleld,  1'reset
law already achieves substantlyg equality of treatment jetween comnton-law nd
commmnity-nroperty States. o

‘Ihis bill would requce the revenue vieid of the estate nnd giff taxes by as muel
46l@ORA AND AN Tannamia ana 1 Sanntmanian ba ansmnal 10 00 qnibnnen sl
needed reductions In many sectors of our tax system. If. I8 also necessary to
require a large segment of the population to bear tax urdens which fmpinge
upaon their living standards. Under these conditions the transfer-tax provisions
of I, It. 47ro@onflict with fairness and sound fiscal policy. Any structural re-
viglon 1 the system to remove fnequitles should be accomplished {igwily caleu-
lated not to weaken or further complicate the:transfer taxes.

In view of the technical complexity of tilecestate- and gift-tax provision of
. 1, 4700, 1 am submitting for the use bf the committee a memorandun dis-
C";;TK the problem Involved in greater detail.

R, 4700 would prejudice much needed tax revision, It {g clear that jany.

of the tax revisions required to tnoderhize the Amerlean tax system will result
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in a reduction of revenue. If the vevenue system Is nrematurely Weakened, our
opportunitles to improve it would be dissipated.,

In 1ls state of the Uinlon message, the President Saig

"When tile present danger of inflatlon has mssed, we should consider tax
reduction based upon a revision of gyy entire tax structyre.” )

on several geeastons | have outlined ¢y basic prineiples Of taxation gg foltaws:

"1 believe that g sound tax system ghoul; aeet the following essential tests,
The tax system should produc adequate revenue. It should be equitable In its
treatment” of dinerent groups. It should interfere as Jittle> as possible with
incentives to work and to fnvest. 1t should help maintain the broad consumer
markets that ave: essential for high-level production and deplayment. Taxes
should be yg sSimple to administer ynq gy easy to comply wit.. as possible. While
the tax system shoule be flexible ang change with changing economic conditions,
it should pe possible to gehleve this flexibility without frequent revisions of the
basic tax structure, A stable tax structure, with necessary flexibility -ontine
largely to changes in tax rates und exemptions, will make it easier for business
anc (fovernment to plan for the future.” )

While we cannot safely undertake this year tne basic structural changes that
will uitimately be desirable que to the large losses iy, revenue that ype: entailed,
we enn adopt many technieal revistons which would move in 1he direction of
an fmproved tax system, | urge upon the committee the destenbility of under-
takhjg tile steps necessary to make such administrative and technical revisions
as Will clarify present fux'laws und correct some of the existing inequities without
any substantinl l0ss of yevenue, This ¢un and should be done at an early date.
Specitl  proposals along. these lines have already been submit ted by the Treasury
D«![mrhnunl 10 the House Connnittee on Ways and Menns,

I'a  confldent that sound tax policy can contribute itf at. important measure
to th continued prosperity of this country. I mNalse confldent that your
committee will give full consideration to the _lnancla requirements and obliga-
tlons Of this jovernment, These conslderations counsel against the adoptiont

of 11, R. 4700.
Following that statement, the Secretary has an analysis of the
estate- and gift-tax provisions of H. R, 4790 and a series of exhibits.
(‘They are as follows:)

ANAYLST OFTHE KSTATE AND GiFT TAX I’ROVISIONS oF H. R. 4700

functent of theeestate ana gift tax provisions of H, R. 4700 would be unde-
slrable.  Apart front. causing unjustified revenue losses (involving a large portion
31: tile total reyenues {ron{ these taxes), these provisions would nof establish
the equally of tpausfer tax treatment of community prolerty ad noneom.
munlt%' property which, is said to justify the revenue loss; they would open the
door fo tax avoldance: they would create new administrative. problems and
complexities; and they would lead tQ aisruption and gistortion Of well-established
methods of property disposition in common-law States.  Moreover, these amend-
ments are not required as tile collgtorlml‘t of the proposed income splitting pro-
viglons for husbands pynq wives under (he fcome tax. ‘Fhe following discussion
will amplify these objections.

Digserimination

It {3 the ,H-mmpm purpose of tile esfate and RIft tax amendments {n time bill
to restore Tle pre-1p42 treatment of community property under which each
Spouse 18 recognized as OWNING one-half Of the community property regardless of
ity source. Since mere repeal of the 1942 amendments governing the estate
and gift tax treatment of community property would revive the former dls.
erlmination £Xisting l'l favor of such property and against noncommunity nroxn-
erty, the iighly complicated provisions of sections ggy and 872 of the bill have
been added "jw nn attempt to provide equality of treatment for both types of
property; {.e,, 1t i intended to permit pushnnds and wives [ common law States
to divide their property equally with equivalent estate and gift tax results. To
accomplish this, section :gl provides, li. general, nmft there may he deducted
trow tile gross estate g¢ g deceased spauee the value Of certain futerests iil pron
erty passing to tile surviving spouse, but Not to exceed one-half of lime gross estate
reduced by elatms and gimflar deductlons. Where, however, the estate of a
spouse Includes only his one-half interest In community property, no marital de
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duetion would be allowed. Section 372 of the bill provides what 18 intended
to ba comparable %ift tax treatment, .

An analysis of these sections of the bill reveals that they not only fall to bring
about equality of treatment, but in fact produce inequalities not present under
existing law.” Thus, where in a common-law State the estates of husband and
wife are substantially equal and one dies leaving his property to the survivor, an
estate tax would, by reason of the marital deduction, ng)a¥able on only one-
quarter of the family wealth, 1.. €, on one-half of the decedent's half. However,
in the corresponding situation {n which the family wealth consists of community
property earned by both spouses, an estate tax would be payable on the death of
the first spouse to'die with respect to one-half of the family ‘wealth. Under these
circumstances, a similar discrimination would result as to gifts made by one
spouse to ti | ether by reason of the gift tax marital deduction. This dlserimina.
tion under both the estate and gift taxes is inherent in the approach to equaliza-
tion set forth in the bill.

Totake another example, a husband in New York who has earned all the family
wealth may give halt to his wife by gift, and, under the bill. pay ?ift tax on
one-quarter. At death, he: may leave his remaining half to the wife and pay
estate tax on one~c1uarter. A husband tn the amelsituation in Texas would pa
no gift tax but would pay an estate tax on one-half at death. The sum of the gift
tax on one-quarter and the estate tax on one-quarter in the case of the New york
husband would be less than the estate tax on one-half in the Texas case, because
of the lower brackets, lower gift-tax rates and two sets of exemptions. Thus, in
thistg/pe of situation, community property would be discriminated against; there
would continue to be inequality of treatment. On the other hand, where the New
York husband gives gne-half the family property to his wife during life, and the
remaining half to his children at death, he would pay a gift tax on one-quarter
and an estate tax on one-half of the property. The total taxes paid by the New
Y ork husband would exceed the estate tax payable by the Texas fusband who jeft:
%is half of the community property to his children and who wag not required to
pay gift tax on the half acquired by his wife by operation of law. In this case,
the discrimination would run {n the opposite direction, i, e., against common-law

roperty. —

p Djigfnzmlnnﬂon may aso occur where the yige dies first. 1 tile wife in Texas
leaves to her surviving husband her half interest im communit p,rope[t)(I earned
solely by the husband, she would pay an estate tax anlsuch half and the husband,
at |1 | death, woul{ pay estate tax on the entire property. The New York wife
would pay no taX at her death, antestate tax onlthe whole estate neing payable
upon the husband's subsequent death. In this situation. ti | éotal taxes pad by
theispouses {n Texas would be greater than the total taxes imposed will resﬁect
to the New York spouses’ property. Conversely, tin Tevus faintly would have
the advantage {f the wife |eft her half of the conmunity property to the children.
In that case, the tatal taxes payable hy the spouses owning community properly
would be an estate tax on the wife's half plus y. estate tax onlthe husband's
half, ng compared with a tax, computed at higher progressive rites and With put
a single exemption, on all the property of the New York husband.

. These examples serve to demonstrate that tile estate- anrl gift-tax amendments
fruthe bill will not produce equality. inithe transfer-tax treatment of community
and noncommunity property. Furthermore, a comparison of the tax copse-
quences under the hill' witH those of the present law shows that the hill will produce
Inequalities where they do not exist under the present Iaw.

Effect on estatepl anni ng

'he2 method by Which equalization g sought s inherently defective because
the amount of t’;m proposed marital educt?on wou}(f Jepgnd on the anount
of property going from_ the New York decedent or donor to his spouse. Thus,
it only one-third of is prOper}y goes tQ his snoluise, the amount of the dediction
would beequal to the val ue of such one-thixd. In the ease of community prop-
erty. however, each spouse acquires title -to one-half Ly operation of law.
Bquality, therefore, Would he obtained under the system of taxation proposed
in the bill only in the event the deceased or donor, gives his SPOUse gne-half Of Wis
property. Since {t is a frequent practice fn common-aw States for a weath
husband te. give his wife a life interest fm hig estate with remainders to his
children or other beneficiaries, equality of treatment would he)achieved only by

interfering to a large extent with this 1gng-established pattern of family disposi-

tlons. No such criticism many properly be directed agajnst time 1042 améndments.
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Estateand gift tax provisions not necessary to income splitting
The estate and gift tax treatment of community and noncommunity property
provided in H. It. 4790 g not, as has been suggested, a proPer adjunct of the
{ncome-gplitting provisions of the bill. The proposed system for income splitting
sbands and wives constitutes a single, Nation-wide plan for taxing income
from all sources, whether derived from earnings or investments or from separate
or community property.  Such a plan Is not concerned with local rules of owner-
ship of income. Insteéad, it oveyrides sich rulesand sets forth a uniform concept
for determining the tax on'tamily income. The estate and gift tax provisions of
the bill, however, do not create a single, over-all plan for taxing transfers of
family wealth. On the contrary, the bill provides one method for taxing trans-
fers of community property, based on the local rules of property ownership pecu-
liar to such property, and another method for taxing noncommunity property,
base on the local rules of property ownership uliar to the latter property.
The bill. disregards the fact that by according full recognition to tile formal dis-
tinctions between the two systems of property ownership, dISEaI’_ItI_ es of tax treat-
ment necessarily arise. It then attempts, as a means of obtaining equality in
the taxation of transfers of both types of property, to conform transfers of non-
cor nity property to the pattern of transfers peculiar to the community-
propery System, through the use of a marjtal deduction. Equality of taxation
cannot be successfully achieved through a hybrid-tax system, such as that created
by H, R, 4700, which implements rather than disregards the formalities and
technicalities of loca rules of property ownership.

Terminableinterests . . ) )

The hybrid plan for taxing transfers contained jn the bill g fundamentally
defective fn another jmportant respect.  Sections 861 and 372 disallow a marital
deduction with respect to certain terminable interests in property passing to a
surviving spouse, or transferred by gift. Typical examples of terminable interests
which are not deductible are life estates or annuities given to a spouse, where
remuinder interests P3ass 10 other beneflclaries, Thus, where a decedent leaves

Yy in trust, providing for the payment of the jnconte front the trust to his
wife for life with remainder to his children, no marital deduction may be taken.,
The apparent purpose of this rule g tQ jnsure that all the property of tile famil
Isincluded gy either the estate of the hugband or of tile wife.

Tile diffictlty 19 thet the busband may easly avoid this rule by use of other
typesof terminable jnterests which are deductible under the bill. The bill permits
the deduction of terminable fnterest purchased by the donor or decedent or by the
executor at tile direction of the decegent. This creates a wide avenue for avoid-
ance of tax ypon either spouse. Trhyg a person who wishes to provide a_life
Income for ;g spousewith remainder 18 his children Wwithout losing the benefit of
the marital deduction need only purchgse, or direct pq executor to purghase, a
life anpuity for his spouse with part of g estate and to thold the balance yp trusts
for the children. The value of such annuity would be a marital dedygtion from
the fJecedent's gross estate, and would not thereafter be includible n hig Spouse's
%;_ross estate. ‘The value of thg annuity would thus completely escape {a%gifR.

ax could similarly beavoided jy, thecase of other purchased terminable htarpatn
such asleases gpq insyrance proceeds payable yy, installments.

On the other band, j¢ the marital deduction were not allowed as to any gapmi
nable interest, SO that there would be deductiblg gply such property transferrad
t0 o SPOUSE qg Would be subject to transfer. (% i her E3RLE a further large area
of Inequallgl of treatmegnt as between sammandaw and mmmfplty—p;,gf)erty
States would be created, fy view of the fact that termingig\g nterests &Y be Red
ag Community property . Ih,]'.ﬁ giilemma appears 10 be tnharal( tn tha tanmalien.
tion” plan of the bill. * The 1949 amendments present no such problem.

Tracing of pronerte
-One Of the chief arguments advanced by pr.gponents of the repeal of the 1942
MEnts governing community praperty o the su Bgsed difficulty .. some
{nstances {p tracing such property to q,, SOurce hile 4, existing problem does
not in ac{| appear to be serious, this bill ;e Substitutes some new tracing

reglé}:rtleg%esrgi.l and 372 of the bill properly provide that no maritalI leduction

» taken as to separ hich was at anv time acquired ;¢ exchange 18¥
or Hrough partsﬁri)onq}?ﬂmmum Wg{_gperty. Itai,}f apparen? that, dfder e pro-
vislons, §t Will frgguently be nocosanyy 1O trace separ2te property passing between

¥pouses’ Dack to geq oOriginal source. Accordingly, to 1}, extent that the criticisms
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of the 1942 amendments based on tracing difficulties may be valid, H. R. 4700 Is
open to the same type of criticism.
Basis

In addition to thedifficulties in the estate. and gift-tax treatment of spouses, the2
Blan incorporated In the bill also gives rise to jncome-tax problems involving

asis for gain or loss. Under existing law the basis of property acquired by a
surviving wife by bequests, devise, or inheritance from her deceased husband
would be its value at time of his death. The bill makes no change in tue rule,
even though the marital deduction taken by the husband results in exclusion of
the property, from his_taxable estate. In the ¢gge of community property, how-
ever, the surviving wife's basis for her half of the community, however, the
surviving wife's basis for her half of ¢ghe community property would be fts cost.
to the community, sincesuch half was not acquired by bequest, devise, or fnherit-
ance. Where the property has appreciated in value this operates disadvanta-
geously to community property. ) . . . .
In determining the appropriate policy respecting basis, consideration must be
iven to the relationship between noncommunity property qualifying for a marital
leduction and the survmgg spouse’s Interest {n community property. ‘fhe plan
of estate taxation embodied in H. g 3&3{) treats property passing to a surviving
spouse and qualifying for a marit uction as the equivalent of 4 surviving

ouses' interest jn community proj . Accordingly, It may be presumed that
;pmllar basis treatment shoulc}/ b% gP\gtny to both typesof property. pSi milar treat.
ment, however, cannot be achieved if the estate-tax |olan of T It. 4700 is not
accompanied by a change {n the present provisions of law governing basis. he
bill falls to deal with this question.
If, in spite of their fundamental and serious defects, the estate- and gift-tax
rovtsions of this bill should be enacted, it would appear that a satisfactory basis
or determining gain or loss could only be established by eliminating entirely the
provisions of existing law which permit the basis of inherited property to be
determined by reference to the value of the property at the time of death, This
type of treatment would provide equality for income-tax purposes of both com-
munity and noncommunity property.
Q her technical defects

The bill in its present form does not deal with a number of troublesome
technical problems which must be resolved and presumably will be by amend-
ment. These Involve matters relating to proper alowance of credit for gift
tax in the case of property subject to the marital deduction, cases of disclalmers
of legacies and other matters. " However, even assuming that these problems are
satisfactorily disposed of, it must be recognized that their solution will unques-
tlonabIF/ lengthen and further complicate the estate- and gift-tax provisions of
gle bill, which already are far more lengthy and conpl ex than can be justified
y the tax results they achieve.

Exnmeu 1

Estimated effect of House bill (H. R. 4790) on budget receipts, expenditures,and
surplus, fiscal years 1948 and 1949

[In billion offdolars]

ndi-  Surplus e
[ht= de?

E
neeins )ty 10res (=)t
7.8
o4
Decrease undeHouse bi I, R 4) ... 1 1., ..
Fi e 1919 . . P
g%%glogw ............................................ 4455 8.7 4
ouse bifl ¢, )LL) PO WL ... 40.1 -2.2
Decrease Under House Di KETLR, 4700).eeueeeeeeeeeces o o .. . . .06 .4 T

de, asamended b f 1048,
! %ﬁhﬁ%@ltmg from Iarg%rtxtxlfuisﬁgr fnﬁoﬁf t&‘?efunds under ®. R. 4790.).

“‘"ﬁ‘-‘ Estimates under present taw are from the Budget Of the United Btates Governmentfor thefises
r ending June 30_1949,
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xHIBIT T
Wholesale, retail, and consumers' priceindexes, 1989 {o date
Wholesale Retall Consumers' prices (16315-39=100) |

Year or month prices 1 Wm-
(1926m100) ¢ 100) All items Food Clothing

Mont hly average*
1939.

77.1 99.0 9.4 95.2 100.5
7R.6 100.8 1002 90,6 1017
87.3 108.3 108, 22 105.86 106.3
98.8 124.9 116.8 1239 1242
103.1 134.0 123.6 138.0 129.7
104.00 137.6 1255 130,10 133.8
105.8 1414 12844 139.1L 145.9
1211 155.0 139.3 150.6 160.2
181.7 . 159.2) 113.8 185.8
107.1 143.1 129.9) 141.0) 149.7
107.7 112.9 129.6) 130.6) 180.5
1089 143.7 130.2 140. 1L 153.1
110. 2 144.¢ 131.1 1417 154.5
111.0 1457 1317 1426 185.7
1129 147.7 133.3 145.6 167.2
124.7 156.3 141.2 163.7 158.7
129.1 159.8 1441 171.2 161.2
124.0 164.3 145.9) 1741 165.9
1341 167.2 148.6) 180.0.0 168.1
130.7 1715 152.2 18R7.7 171.0
40. 172.7 153.33 185.9 1765
1415 1727 153.33 83. 179.0
1 172.7 153.2 182.3 181.5
140.6 77.2 156.3 189. 184.3
M7 177.2 156.2.2 188, 184.9
H7.1 71 156.0) 187.6) 185.0
- 178.7 157.1 190.5 185.7
l20. 179.7 158. 41 193,11 7
153.6 1814 160.3 %oo.u 185.9
157. 44 184.9 163.83 2035 187.6
1.5 184.9 163,83 201, 6 159.0
15.7 185.9 164.9) 202.7 190
163.2 167.0) .9 101.2
198-January .. 165.6 m 168.8 .7 192.1

1 For maderate-ineoma families §n large cities.
2 Not available.

Bource: Wholesale and consumers' prices, U. 8, Department of Labor: retail prices, U. 8, Department
of Commerce

Exnmir 3

Percentagedistributionof positive and negative savers, by income groups of
family units, 1946

Income groups | Allfargily  Kgouse  Zergsav-  Negajwe
100 7 4
L 2 2 %
) 2 9 2
S T03, i 17% 2 23
oy 1% 81 ) i
!.6005;:.?13 100 8% [0} 12

1 i . .

1 _,B_%ﬁﬂ)? HA&&%“R{‘ %{OII’?(%/O %%g%%el ﬁ%%ex of expenditures,
Famil, unitswith expenditures jn excess of money incomes.
Includes families of one or Mmore persons.

’L than one-half Of 1 percent.

Source: of Cons | L O 0 d Ownership of Selected Non.
i oV s Bt iuat STHABE S 0460 O1re
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Exair 4
Grosshational product and grossprivatedomestfo investment, 1929-47
(In billions of dollars)

Gross private domestic investment

ea or quarter nation
a product P New cone Producers Changesin

dursble  business
truction equrpment |nvent0r|$

103.8 15.8 7.8 6.4 16
90.9 10.2 3.6 4.9 -3
A - B -
ﬁ& 13 11 18 o

4, 28 14 25 -
72 6.1 1.9 32 .9
82 8.3 28 45 1.0
90. 114 3.7 5.4 23
B4.7 6:3 33 4.0 -1.0
00, 4 9.0 4.0 4.6 4

100.. 13.0 4.0 61 23

125, 17.2 8.7 7.7 3.9

159. 9.3 3.2 4.7 1%

192, 4.6 20 3.8 -1.2

210 5.7 23 5.3 -20

213. 9.1 31 7.1 ~L2

203. 24.6 8.5 12.4 3.7

220 27.8 10.7 17.9 -1

SEASONALLY ADJUSTED ANNUAL RATES

191.7 18.6 7.2 9.1 2.3

197.0 2.3 8.7 1L6 2.0
7. 5 27.0 89 132 49

218.6 30.4 9.3 18.7 54

221.0 2.2 103 168.4 1.6

oS4 S S ¢ S o
240.9 29.9 12.4 {& 8 -1.3

Nore,—_ guregere rounded and will D Inemarll add to totals,
Bou ®: U. 8. Department of Commer 0 4

EXHIBIT 5

Gross private: domestic{nvestment,; total and major components as per centagesof
gross national prodect, 1919-47

Qross private domestic. investment

Gross -
Year or quarter national ’
product  mowy  Neweon 4TS | Ghaeasio
(" equipment * nventories
41
1 s 3
100.0
1000 74 3t
i00.0 84 3
i g
100 57 iy
1000 o6 3
. .100,0) -4
100.0 A ] P
100.9 47
1000 5%
1% 4 24
100.0 u% -L7,
100.0} 2.8 13
100 o 3.4
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Bxuisrr 5-Continued
fenos PrIVAte dOMESLIC 4y 4netmons total and major components ,,, percentages of
gross national product, 1919-47-—Continued
[In billions of dollars]

Gross private domestic jnyastment

Gross — - ——— —_
earor quarer tbaRt ' New con Ip'j’f.’,"_@-@' f‘-lb)%gm

structlon equipment |, business

X 100.0 126 4.1 6.0 2.5
1 100.0 1.4 3.9 4.7 ~1.2
] 100.0 9.9 4.4 3] X!
1 100.0 13.0 [X] 6.1 2.3
1 100.0 3.7 45 6.1 31
1 100.0 5.8 2.0 2.9 -9
1 100.0 24 10 2.0 -6
b1 100.0 2.7 L1 25 -9
1 100.0 4.3 15 34 -8
1 1000 12, 4.2 6.1 1.8
1 . PO 100.0 121 4.7 7.8 -3
Annual average 1019-41 .............. 100.0 1.5 5.8 51 7

SEASONALLY ADJUSTED ANNUAL RATES

100.0 9.7 3.8 4.7 12

100.0 11.3 4.4 58 10

100.0 130 43 6.4 24

100.0 139 43 7.2 25

100.0 128 4.7 7 7

1000 115 4.2 7o -8

100.0 118 4.8 8.0 -7

100.0 124 5.1 7.8 . 5

Nore.—~Figures are rounded and will nct necessarily add to totals.
Source: U. 8, Department of Commerce.
ExmiBiT 6
Number of operating business firms, 1989-47
Number of Number of
Year orquarter § operating Year or quarter 1 opeaing
firms firma

3,134,100

3.24.100
3,860, 10.
L

3.657.8(
3,781,400

3 '%;gai o
3.871.400

1 Annual figutes areras of Sept. 300of theindicated year; quarterly figures argas of gheend of the quarter.
? Preliminary,

8ource: U. B, Department of Commetce,

g



Exmrsrr 7

TasL 1.—~—Compari Of amounts andeﬂ-fg,u rates,, tffl ndividual income g4z UNder present g4, 1 e Howuse bill (H.R. z29m. and the s zn per

credif,for selected amountsS of net income under' 85060
SINGLE PERSON -NO DEPENDENTS

Decrease in l De(i:rease in effec-
tive rates com-
Amounts of tax Effective rates amogg\rtesd Ofwtl?ﬁ paredrwlﬁsw i
ATat 2esnmna DEfOrE personal present law ent
exemption H H H $40 H $40
ouse ouse ] ouse
Present  bill ﬁ”mﬂﬁ Prosat DIl soper DN R DT SRR
law (H. tax aw H. R. ax H.R tax (H. R.. tax
4790) ~ credit 4790) 3 credit 4“w) credit 4790) credit
Percéns  Percent  Percent . Percen  Perc

0 0 Fy] 9 b 5§ $19 3.2 7%
$13 0 54 1 o 25 3 3.5 54
‘ig 33(75 7 3.3 2.(1) 3 40 %g 0
; 4. ] 40 X 4.4
49 29 a4 é, 51 ﬁ 40 41 41
8 B 9.2 g3 55 42 ﬁ? 42 40
}% @« 1L1 7 7.8 83 4.4 33
150 127 8.0 10.0 70 40 ar 2.1
213 40 4.3 e 12.3 2 40. 3.6 2.0
289 340 15,2 i1.6 13.6 91 Py 3.6 1.6
371 H5 16.2 12.4 14.8 114 40 3.8 H

& 349, 18.8 13.0 18.7 135 40) 3.8 .
®oE OB OB OB O noY

3 b -9 .
% &2 Y B3 v 154 40 3.9 8

I Revenus Aét o
%ww Eﬁgfedu 10 ﬁﬁg gmmtf&ﬁ"fo her nhe oo biind.

Ay W

4 Polnt ay,WhICh thetax under H. &, g7ap0sthe same as thetax under the $40per capitatax credit.

Tax decrease as Tax dectease as 8
a percentage of percent of uaet
tax la-

resent 100, after pres-
Buity ent tax liability
House er

T Hoppe $40 per
5. R tax (B R tax
4790) credit 4790} credit

Perl d Percent  Percent  Pereent

-0 X 3.3 33
659 gﬁgg 27 =7
47_2 70.2 41 54
450 2‘8'&"? 3(3 ;}_%
4.9 ffq ﬁﬁ 44
g?g 211 54 31
25.3 14.0 4.2 2.3
2.0 0.5 4.3 L9
2.5 3 4.5 1.6
2.8 6.8 tq 1.4
22.4 &8 H 12
2.1 : &8 11
211 43 48 i

™wr



welar

TABLE 2.~Comparison Of @MoOUNts and effective ratesof individualincome € oy Uner present,,. ousehill (H.R. ,mam andthe o, per
™ capital zaz credit, for selected gmowunts Of net income under S.I;n ?yg

MARRIED PERSON 3=NO DEPENDENTS

Decrease in Decrease ip effee. Tax decrease as Tax decrease as g
Amounts ofm Effective rates amoggrgsd of ?af tlr e(!at&% %?g: ar Ver(ienltgge li:f ‘p:mnatt:ﬁ erc( ne‘E

Netincome before personal present 1aw ef“ law £ ent tax liability

exemption House per per  House per  HOUS  emper  HOUSE  em per

\ $40 | 240 tan | ! en| 12 e

Peent bl G mee TR ¥ P T A TN I i

law (‘%o)Rl c% t faw ] crté‘(ﬁt ‘mlf‘ credit 4790? credit ‘B_mf\i credit 'F...E credit

Percent. Padﬂltt Per Percent Percenp  Pereens: Pereent  Percent  peespe
8 - s15 32 0 c?’; 3 b 32 32 '000  "00.0 33 3.3
% 6 63 27 10 55 37 53 0 82 39 57
i 53 4 : 3.3 21 oL 20 2R Lo 3.3 7.2 s )
1 g 78 39 2y P4 & 39 ; 0.0 60.2 42 51
80 84 44 4.9 2 80 40 44 a7 ¢ 526 44 4.9
1 @ 1 g9 £9 48 7 ] s 42 28 46.8 4.5 4.6
1B ] o - 5.1 £ oo 80 41 41 : 4.9 4.6 i3
16 10 9.5 53 55 84 42 40 449 21 46 44
285 1% 114 112 2 42 393 - H
5 5 Ees 69 1&&‘ 45 3z 281 51
380 23 <CU 89 i 141 80 PE 27 379 211 ] 31
ﬁ 328 403 138 9.3 L6 159 80 a3 23 27 12 & 53 27
426 o 7 10.6 127 163, 80 i3 2.0 w3 136 48 22
$4,500. 94 502 111 124 192 an . Le 2r. 1.5 5.0 21
R S 798 538 718 16.0 116 14.4 220 80 4.4 1 276 nn x o 18

1 Internal Revenue Code. as amended by the Revenue Act of 1945,
3 A O héaﬁh?g o the SLBWRION for Eitder he blind.
Ponx‘{nm ?ﬂnlésymwhnderg_ -4 €750 ' 5' D the T oo ¢ et Capita toX mmartte

IC

v,



8.—Comparison of amounts and e rate of individualincome tax under present g, 1€ House bill (H.g. 4790), and 4, $40 per
T =3 cégfﬁ% credit, for selected amounts of net incpome unlgg' s5_ooome

MARRIED PERSON 1—22DEPENDENTS

Decrease tn Decrease in effec- Tox decrease as Tar deciease a5 g

of tve rates com- centage of  percent of net
Amounts of tax Effective I (€S gcTrr?Hanrtesd Wi pared With pres-  prownt (% L | noome?;g( pres-

) o bidiy ent tax liability

Dersmal nr t 12w ent |aw
Net '”w&%%%‘t‘? on - ; ] | Fse = —— = House  $40per
Hoi Hou $40 House fous : o $ fo1 .
F’(’i%vﬂ: (Bbdl cgide Pf.f;%m 28 uggg s I m?gql Ly L @l b capital
Gign ot G i T omde g Bt GRRS ot BB

Percent Percent  Percent Percent  1‘ereen Percent Percent  Percent
Y 576 0 0 32 0 0 32 32 1000 "ieab 3.3 3.3
152 Gb %g 1.9 0 152 35 5.4 65.0 100.0 37 8.7
190 80, s 1 27 5'6 1!3(@) 160 3.7 583 58.00 84.2 3.9 8.7
2 1 125 . 42 g }gg 4.0 46 487 561 43 5.0
304 160) 144 8.4 4.4 4.0 144 4.0 4.4 4715 52.6 44 49
73 1633 87 47 44 1500 160 41 4.3 48.5 495 44 4.7
342 5 9.0 é? 4.8 160 41 42 45.6 46.8 45 4.6
3586 196 10685 9.2 g 5.1 160) 160) 41 41 449 449 5 4.5
361 2 2011 9.3 8.2 162 160) 41 41 4“7 443 46 4.5
380) 213 220) 95 5.3 5.5 1677 1 42 4.0 4.0 421 4.6 44
485 263 325 10.8 6.4 7.2 199 160) 4.4 . 65 410 330 49 4.0
.......................... 589) 3865 429 11.8 77 86 203 1 4.1 3.2 345 27.2 4.6 3.6

=

t Internal ww Code, as amended by the Revenue Act of 194¢

PAssumes onl gquse has income. . ) .
:il}\smmﬁ tax%ay » Not mttﬁg{Tto e al exemption for either the aged or the blind. )
« Point at whichthetax under g. R. 479¢is the same ‘a5 thé fax under the $40)per capita tax credit.

¢

IR

"W O0D}
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ExHiBiT 8

TaBiSO1l.—Comparigon of amounte and effective rates of individual income taa
under presentlaw ¥ gng under the $40 per capitatae credit

SINGLE PERSON-NO DEPENDENTS

Amounts of tax Effective rates Tax de-

Dec’;ease [')ect"ease Tax de- ey
neffec-  crease as @ percent-

amounts  yyvqrates apercent. age of net

Net income: before ol
Personal eXemPlion  present  papita  Present  caply  Compares compared | gregf after
law T law tax present present  tax present
creditt credit Jaw law liability = tax
liabifity
Percent  Percent Percent Percent  Percent
5.4 0 $38 5.4 100.0) 8.7
71 21 40 500 70.2 5.4
9.6 5.55 40 4.0 21 4.4
111 7.8 40 33 30.1 3.7
12,7 10.0 40 2.1 211 31
143 12.3 40 2.0 14.0 23
15.2 13.6 40 16 10.8 19
102 14.8 40 13 3 1.6
17.3 16,3 40 10 5.8 12
184 17.6 40 8 43 1.0
10.5 188 40 7 34 .8
21,5 210 40 D 2.3 6
.6 2.11 40 4 17
28.5 28.2 40) 3 .0 4
332 330 40) N . .3
34 303 4 2l '3
— 50.3 50.2 40 2 2
15,000. 58.0 £1.9 40) A ]‘
.. 63.5 .65 40 gt B
_— 0.7 40 R o= .1
79.5 0.5 40 B '
81.6 81.8 40
83.2 83.2 40 pe)
84.0 84.0 "

‘l}_nterqgl Revenue Code, asamended by thesRevenue Act of 1948,
1 Less than o,08 nercent.it

TABLE Z.-—Comparison of amounts and effective rates of individual income taz
under presentaqp * and under the g4¢ per capitatgyp credit

MARRIED PERSON -NO DEPENDENTS

Amounts of tax Effcctiverates 0 oaee Tox ,. Goidey

| n?’fem preasé‘as 2 percent.

Net income bef or e $6) Der ar&o'l;r;ts Le red peﬁj}“’ “i?., o Wnee[

pef'sohakenpt i on PrgNent ”ﬁ‘;‘; Prgsent ‘c‘apm)? “mpan p\l’lﬁﬁ . pargesent pr&m

credit credt ese Taw a‘\gﬁly i ag?liity

I
Per Percent t Percey

T TR
AN I

41 }32 ) 28 23 23
---- %g 16.1 80 14 2 }é
ag M o 14 2 16

210 2.4 80 6 7
%ZL,-% 21.6 80 51 %g ;6;
9.0 184 2 2 3 4

61 638 % g 2 2
- ONNE ¥ S WP y i

2B st ¥ w0

Br 881 B :

84.0 84.0 80D

Internal REVERUE (109, g @MENded by the Revenue x e Of 1oud

1
Axgrrmaa O sgguse.:_ income.
Lem T Naro.08 petoant,
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TABLE 8.—Comparison of amounts and effective ratesof individual i ncone tazx
under presentlaw * and under the $40 per capitatgas credit

MARRI ED pERSO,

Amounts of tax

Net income before

personal exemption Present  739sKT
Toav i
credit

Eflective rates

$40 per
Drogant  canlta
e e
credit
Per ngét I’utﬂu
5.4 9
0&2 1.0
i B
%2 %’-g
ns 222
3 f 28.7
, 334
48.2 419
5.4 5.2
62.3 621
76.2 76.
B
839 8.9

ee

Nammnnea!

- -IMecren |
amonnts  {nlaffeel

offax t

mpar
resent
P law

tinternal Revepie Code, as gmended by the Revenue Aqt of 1048

éfessaym; 061;'1. y',:: ;?,‘3;?“5"““ ncome.

9

e vewnnwwn

-2 DEPENDENTS

ingrates
mpah
presen
law

it

"m:én_é

DO ~NOTWN

la gl s d STAENC 3]
(&2}

- R & 0

|

‘1rax do-

de-Cr s€-
crease I

ecreass 88 3 percent.

pvm\;lt‘ a:q of net

(g0 0
nasent

nuoithy

l’:wéﬁ Pereent

100.0
BL2

= AooBNS
o

i e N RO N

'Za}ff‘ér’"
Pibility
mwmy

liabMity

-
g

st steb ot

Wb abRDIIEREHS

Manr: 1 —Mamaardonn Of @MOUNtS AN 4g,00 oa rates of individual income 4,
N fleot.ve | 7y v

under present law? and under the IHouse bill (H. R. 4790)

SINGLE PERSON *~NO DEPENDENTS

Amountsof tax

Nat tnanma DEfOTE l
personal exemption :‘Iaw Ll lfl!l?‘(lg
.8l 0
ol $
..... B B
w3
2 o
lem 21
i
- 23
dus
9,362 8298
25,137 22,482
S AJ4TT 890
ue) o
2000, i 172,437
1000 26222 250,242
‘ ottt e84

1 Internal Revenue Code, asamended by the Revenue Act of 1948,

1 8ingle PErSONs obtgin no benefit under

sAssames taxpayer is notentitled to thespeci

Efloctive rates | Tax de-
- l)ecltﬁase‘ llz,o‘é?ﬁ..”c c-l;ga?(sed ?‘1 cg?;e:l
o D ndiom! GRS | oo - Sofre

lav © " iedwith st fhtax afte’me

R.47o0D) present Y5 lisbility  sent fan
Taw fiability

Percgrg Percené . Percglrﬁt ”‘if{;’,‘f) Pcmrél.3
71 3.3 38 7 41

9 55 33 4 . ! 4.0
1T 6.7 44 39.8 50
127 8.0 1 H 31.0 54
13 10.6 /2 5 { %3 43
1-&3 12:2 } 4 %g %’g 45
wo BEOBY 38 o +4
19.5 18 219 37 187 48
316 g 3.5 16.1 4.4
2.5 s 44 g_? l;ﬂ, ;1'15

' . 12,
a8 .E o i oM
0.3 5.0 265, 53 y)’.é 107
LT S O R B
76.7 690 19,235 7.7 10.1 3.2
19,5 71.6 , 080 8.0 10.1 3.
81.6, ?3‘% m,g‘g 8.2 18 349657
&a ;g.o 61_'17’3 g'g 10.0 52.7
he oo Son of {..R, 4790.
e D thar the adet or the blind.
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TanLy 2.—Comparison of amounts and effective rates of fndividuall income tad
under present laio* and under the Iiouse bill (I, R. 4790)

MARRIED PERSONS 1—~NO DEPENDENTS

Amounts of tax Effective rates

s

Net Incoma. befaue i N o
PSRN v e Qe e S| ik ofnel
R Al ‘,"m‘(‘,,l,l‘ \  present  entiax  after pres
Tawy 1w, i'iabili tysentim(
Percent  “ercent Percentt  Percent l'nant
$1,200 38 0 3.2 0 858 3.2 100.
$1,6000 $40) 6.3 27 85 3.6 £8.0 :s.u
£ 2:00C 1065 9.5 5.3 84 4. 44.0 4.65
2,500 173 11. 4 6.9 112 4.5 39.3 8.1
$3,000. 239 12.7 8.0 141 4.7 37.0 5.4
$4,000 4265 1477 10.6 163 4.1 27.7 4.8
$5,000. 878 18.0 1.6 220 4.4 27.6 52
4000 742 17.4 124 303 5.0 20.0) 6.1
1,0786 7 135 01 6.2 318 7.8
.. )00 1,155, & 2L9 14.5 730 7.4 33.4 0.3
$15,000 2 28 27.0 17.5 L, 419 9.5 351 13.0
$20,000 . 4. 32.0 2.0 2,3588 12.0 37.3 17.5
$23,000. 8, 5890 30.3 22.4 3,493 13.9 38.8 2.9
$50,000. 1692 49.6 33.2 03 16.4 33.1 32.5
$75,000) 30,013 87.6 40.0 13,079 1.6 30.4 410
$100,0X , 904 63,1 45.0 3 164 18.1 28.8 49.83
$250,000 . 152,002 7.8 60.8 39, 248 15.7 2.5 6.
& 0 , 604 9. 4 65.33 49,185 14.% 17.7 68.1
- .4000.. 344,874 8.6 69. 00 2, 501 12.8, 15. 44 67,65
§750,000 339, 360 831 7.9 84, 203 1.2 13.5 A6
$1,000,000 73'5 899 84.0 3.44 105,810 10.6 12.6 @®.0

1 Internal Revenue Code, asamended by the Revenue Act of 1945,
¥ Assumes only 1 spouse has income.
1 Assumes taxpayer Isnot entitled to the special exemption for either the eyed or the blind.

TaBLE 3.—Comparison of amounts and effective: rates of individual income a2
underpresent lgw* and under the House bill (I, R 4790)

MARRIED PERSON -2 DEPENDENTS

Amounts of tax Fflect  rates v Tax de-
| e LDc bflf ee- creasee-  reases
in elléc- re se a per-
Net, Income before a%“ﬁ””‘s'fi‘vmo alper  centaze
peremal exemption .. . 1 - . “npthed; cénti ks of newt
law law 7 i resent  ent tax
aw R, 0 v | presens, prese ﬁability ait:: [res--
lh’nﬂlly
Per Pereent . Pecant,  Peagntt,  Percend
G e T Y Y
9.5 53 1677 4.2 44.9 io
------ 118 00 293 41 31 2 i g
}ﬁa 9.1 2511 4.2 254 4.
10.9 4166 533 322 6.22
18.6 iz &sﬁ 6.5 35.0 80
4.3 16.5 1,319.9 8.8 36.2 1.6
gg. lli' %g 2,233 11.2 37.9 16.8
18.2 20 e e By 8.4
5.8 39.11 12,0676 173 30.7 39.7
62.3 41.2 18,0766 18:1 20.00 409
6.2 60.5 39, 157 [ 5.0
7.1 65.1 40,2444 140 17.8 67.4
81.3 688 62.0!0 125 15.4_ 67.1
83.0 .8 84,212, 1.2 1B 66.2
£1.9 3 105 R8RS 0.8 g A7

1 Internal Revenue Code M amended by the Revenue Act of 1945,
L Assumesonly | \se h
¥ Assumes taxpayer fgsnot entltlsd to the special exemption for either the agedor theblind.
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ExHiBir 10

Hst:mated number of taxableincome recipientsiand their toral individual
ataav under present laws andl under ;40 ﬁo‘l' o;pua tao oredft. disri byteé%ff’,?é‘l

inoome Classes, in calendaryear 1948 (assuming personal income Of $200,000,-

000,000)
{Number of incoms recipients tn thousands; money amounts immiliions)
Number of income recipients Total tax #
Made D under th
00TeAS0 4 u

Net poome ol tn @mne q37 o TaKEHE %Emg-, e 00 440 par cap
o Ao e ok (e UMe Leeb
presant  nor caple  pep oap ]

w to ta tax ) cl o
cre%\lxcredn““" credit \"It Amount Peroant

A
teibution
URder Lueeneessessnansacansanes, 5,837  8,000,3 T4, $252. $19. $17, 34
73 HOUPOROPORN IO it 15:933.11 3’&@%3 s.ogo.] 519 (e v
t08.... e 15,0003 12,801,060 2,204.8 4,182, 7 RE 10132 33.3
780.1 5,303.0 Bg‘l.l 3,480, 5w/l 1 B1L.7 18,
isie swio o fwid gl a0 n
Under Soevecveneeneee. 40,7763 99.433.8 10,842.7 11,5248 8,030.86 9,983 $3.0
B 10icerierniiennsocasn 82 1, . o, g‘? 7
b Bueernesainivsenacannses 1 i ) U P .
Y 3 TR eI :g.@ E
i.))lw l’v“.i .o |‘_ 3'3 }l’l:g 1010, 1 oinn N I
N mo 1 3 m: 3}3;
IN. Tdover.coiiiiiil N | 12, §u ’
BAnd OVEN ... vrenrenenn 23,2941 2,241 ......... 9,781  0,403.1 228.0 7.0)
Grand total..... ........ 82,080.4 41,7166 10,%42.7 21,420 18,0200 3,9213.3 100.0
1 hter1a Revenus £0Ce, wamended by the Rovenus Act'of 1048,
O‘no m‘s-ﬁﬂ q‘m.lw S‘ﬁ"& ﬂsomzitva &Q O‘H,mt ong-torm Capital gains,
| Vasa than &K thaneand
an 0)<peroent,

Nora,—Figures are rounded and will not necessarily add to totals

Bxnaisir 11,~PFatimated number of taxableincome regipignt and their joial i
div__ sal ‘:,'f'”"’ tagunder preseny law * angd wader the &gmo‘ bilk (H. R, §700)
disindute act inoome olaasca, ¢y pcalenday Year 1948 (asewr personal

of $200,000,000,000)

INumber Of inaama rasintants [N thousands; money amounted in millions)

Number of tngotne ents Itsl Total tax ¢
(in thousands of dofiars)
e RNE) W) W) RRTE| ni

'Vlﬂﬂ'l-................. 'wum: o) I L ey 7,”'4 . e
Ih10.........................J Lima LM ..': ”ﬂ- 15 BL; ;-"‘9
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EXHIBIT 11,—Estimated number of taxableincome recipientsand their total ¢n-
d{vidual income taw under present latwo and under the Ifouse bill (. R. §190),"
distributedby net income classes ,in calendaryear 1948 (assuming personal
Income of $200,000,000,000)—Continued

{Number of income recipients in thousands, money amounts In millions}

Number of income recipients Total tax 1
Made D"”“E-‘h under
ot | & = Taxable hontax- Und House bill (M. R.
(in Yo Sgomopinse - v TaaRe GG el I under | Hader | iz
present  bils  Flogse abtR .
law Q;m’,‘ ”l"!‘ﬂs: 4700)  Amount P';“ﬁ’ﬁ,}_"
4790) tribution
8.1 608.1 - 2 1,825.4 638.7 m/f
xgo.s 1gv.a ﬂ«.g },%.g §2‘%z‘ 4
4 14 ‘w0 U 357 23
13 13 321.8 286.6 . g
.3 3 171.7 160,3 174 :
1 1 1249 1136 113 2
2,280, 2,411, 90,7181 17,6163 2,102.0 3.1
Grand total............. £2,050.4 45,7749  6,234.5 21,229 149979 6.245.0 100.00

4 Internal Revenue Code, as amended by the Revenue Act of ~—
s Includes normal tax, surtax and alternative ¢ay ON NEt Jana-tarm Capital gains.

Notx.—Figures are rounded andwill not necessarily add to totals.
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Estimatedrevenue, _: from each individualincome rovisionofthe bill (H. gJisributedby netincome . . in calendar year
s TV Hoyee . R. 47 y
o 1978 (ot pe e of o 00

[In millions of dollars]

Tax decrease fromeach yp4ividual meome 18X PrOVISION Of gramea bill (H. v ron)3

Total de- T T urtax
Net joome 135S 1y thousands of dollars) peRNda Tacrenes Allow mar Reductlons of tentative normal tax a
Housebill  the Addltlo'nanl Special rt«F I::xczmsetm ‘
: & ion for e PlgEen  pou ion Total $20L.60 plu
: exemption foF S ﬁ? .Sll:aﬁT‘E deduction  f | 33&%pe- / ot
400 ove' ag gﬂl . their © ro"g:unl 7 eent &fm
J— J— - — | } _] .
Ui - | e 96.5] 81 | TR B T
1to2. n269.5 521 70.8 a1 676.5  349.2 2.1
2t03 1'43.6 553.9 73.0 .1 0.5 8161  280.6 [
3tod 1.6 24.3 68 4 1 K3 . 4835 G187 7.5
4tos . I T 4580 1312 18.0 1 e 271 202.8 322 e
under l 41421 1.567.9 78.3 203 21 "332, 40, ars4
- _— = === =) =5 = —=—
t010 | 403.5 || 87,9 19,2 (,)f) 60 ¢ 68.1 AR.7 24| 4.0
......... R 638, 8.3 T4 10} 2961 0.9, 280
446.4. 2011 22 ) 24.4 23 197.4
324, 84 9 @) 122 4 172.8
| 1387 1.8 I ‘43 @ 8.3
I 352 2 @) & * 6? ) 2.4
17.4 A 2 - 16.4
, 13 o b 1.z
f 1768 7832 97
»1ma 1,021.2

The Provisions ; - estimated consecutively, each individual oss depending onthe cumulative effect
»Lessthan $50,000

Nore.—Figares ae rounded and will not necessarily add tototals.

o preceding provisions.

NI yna .1ap

o1
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ExHipiT 13

Comparison of combined normal tar and surtax rates under present latw® and
under the House bill H, R. 4790)

Burtex Net income Combined normgledax and surtax
deczense(—)
Present law ve_..... bill credner)
) . i in raes
Exceeding- Not excceding— Tentative gy.ennntenn 47%,% OQ"EFWQ’Q'-
rates & percenbn r Velth jogy=-S-

Percent  pereent Pereent Percent
13.

$1,000. . 3 0 -7,
$1,400. 20 10 2. +1.000w
$2,000. ) L “ 15200 —~3.800
$4.000. ey i 18. 7200 —4.180
g.% . gos) 24,70 2'% (z;g —g 470
10,000, < 32.30 29.070 =3 %‘i
412000 .ol 38 36.10 32490 ~3.610
L414000. ... 43 6. 765 -4.085
CSI6000.. L 47 41655  40.18'S
18,000). ) % ﬁg 4.750
20 0010 3 : : B8,
£22, 56 53.20 £/.880 -5
- $20,000 56.05 20. 440 . 0§
-$82,0000 .. LIl 62 53.90 53.010 ~5.890
38,0 5 A1.75, 55,672 ~6.175
..... 6585 a:l; osgi? -6, 8o
5 %ég 64,1285 -7.125
..... 7410 66. 600 410
----- 76. 09. 255 6%,
79.80 71.820 —~7.980
------ 82.65 74.385 ~8.265
84,85 76.095 —8.455
X 76.950 -8,
d 77.R0% —R A5

ternal od, ended by the enue Act of 1945.

A aVRHe fodn 30T Y il1® RNEBEAT i it of th 2
D S s e D s e
unaePthé Houise bill, “77percent.

ExHiBn 14
Estimated number of taxable incone recipients disiributed by the various pey.

centage:reductions provided under the House bill (1, R. 4790), ¢n calendar year
1948, assuming personal income gf $200,000,000,000

) - " | Nunbere
Surtax - income 'l'om:"‘:"o;fr){amxal iawx ‘Iﬁl“;f‘gﬁggﬁ;‘x Bndiint Lonerk.ant 14 axabl e
ansurtax present 1w tax 3§ r}é'f?.mem s

3opergent. .. . ... 923,700,
percent : %g%ﬁ%{emem' L éw’m‘]oo

0160 0 6 ber- $189.60001US in"er 1700008

cent of excess over cent of excess over

$340.). $7083.

1internal Revenue Code, asamended by the Revenue et of 1g45.

72605—48——4
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Chort |

CONSUMERS' PRICE INDEX 1939 TO DATE
All items, Food and Clothing
1935-'392100
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APPENDIX

Tanre A.— ‘stimated number Of taxable and nontaxable fncome recipients, their
#meeme and individual ¢ncon ¢ tar Under present jap In calendar year 1948,

assuming personalincome of $200,000,000,100

Number of
fncom_ -

ciptents
(thousands)
Total, all Income recipients, __, A 20,878
Nontaxahlg lncome recipiens. T | i
Taxable fnoome recipients 1o.a0
e o moral 050
gggjggf to alternative | : b?;l’xzvg

LInternal Revenue Code, as amended by the Revenue Act of 1948,
* Net Income before exemptions.

Awmon

tnanme

Hon

$147,032

Total tax
(inillions)

$21, 201

21,243

18,68
2 45y

837

$The number of persons payln'g normal tax Is estimated to hg Jesg than gpg'smaller than the pumber

paylng surtax.
4 Surtax net income.

§ Normal t income. . ) -
¢ Net lom%m c‘ap‘%‘l’a’?galns subject to alternative tax.

Tanug B.—Estimated number of taxable income recipients under present pqipl
their surtax ..et tncome and comyined norma| tax and surtax, distributed by
surtaX pet income brackets, ty calendar yeq) 1948. assuming personal income

of $200.000.000.000

[Number of income recipients In thousands; money amounts {n millions

Taxable fncome reeiple Surtax net Income In

T YU DU
i i
Burtax ne Income ents o, mylated from bracket surtax {n bracket #
brackets (in thone.  Dighest Bracker
ands of dollars) — -
Number Percent Amount *orcent Amount Percent
und 52,050.4 100.00 $88,440.4 67.88 $11,105.1 82,72
2to 11,100.6 21.80 10,499.6 12,19 2.104.3 0.42
4t06. 2,352.3 4.52 3,175.1 2 s 724 2™
6to8. 1,250.3 2.42 2,040.5 238 8832 207
~to10...... 92.9 1.78 1,602.1 1.85 514.2 2.4¢
10 to 13.. 2.6 1.39 1,242 142 1.9 2.10
12t0 14 50.4 1.09 294.9 116 400. 4 1.9
1410 18... 462.5 -89 822.2 .98 307.1 1.7¢
16to 18 385.5 74 600.8 .80 328.1 2,58
18t020. 3228 Q2 583.5 .68 293.8 1.40
0to0 22 276.3 .83 502.2 .88 2571 1.2
21028 27.8 .46 825.0 .90 462.9 220
2610 33 176.4 .34 040.4 1.09 883.9 2.63
Rto 3k ceeennann 120.1 i 645.0 A 410.6 L9
Bloid 99| 8 028 8 36 1.87
44 %0 50 3.8 A4 394.4 .48 20.7 1.2
OtaQ. €0.5 12 474.4 .85 333.0 L6
60 Y 40.2 326.4 .38 241.8 1.15
R . " 2R1.2 .2 14.8 .8
80to0 ... 10.8 Q4 165.8 .19 132.3 .63
90 to 10C 14.3 . 118.9 Bt 283 .47
100 10.7 .02 342, AQ 289.7 133
160 4.2 .01 142, a7 12.1 .58
Over 200...... 2.2 ) 401.4 A7 347.0 1.65
50,1084 210000 21,0562 10000

tinternal Revenue Code, asamended by the Revenue Aet of

1945,
I Normal tax and suftax were obtained separately by applying the. appropriate raigs t@ normal tax and
surtax pet income. 8inee normal tax net Income {g somewhay, Je., {tian surtax net incorne, {hese amounts
will differ slightly from the result obtained by applying the w:,pined rates to surtax net {ncome.

¥ Le¢ than 0.008 percent.
4 Excludes amounts subject to the alternative tax.

Nore.~—Figures are rounded and will not necessarily adq to totals.
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TABL. C.—Fstimated wumber of taxableincome recipients under present law,
their net tncome before exempiions,surtaz net income and total tax, distributed
by net income classes, in calendar-ycar 1948 (assuming personal income of
$200,000,000,000)

[Number of {ncome recipients In thousands; money amounts fn mililons]

Taxable fncome  Net Incomo DEOre | g.ivsav wat tnanma

recipients cxemptions | 7Tttt Total tax?
Net income classes
(In thousands of

dollars) Teroent- Pereont- Percent- Percent-
Number agedis- !'Amount  age dis- Amount azedis- Amount acexdis-

tribution tr bution tribution tetbution

1.2 84,2281 32 $1,327.2 $252.1 12

396 31,050.8 234 1komma 3,039.06 14.3

29.0 37,503.0 28.121917.2 4,182.0 19.7

L0 19,758.2 lg.o 12,840.5 2,489.4 117

4.8 L1029 4 7,008.0 1,81.0 7.4

2 95.60 103,043.1 78. 0 60,030.2 09.7. 711,624.8 4.3

28 9,451.3 7.1 7,600.0 8.8 1 626.5 77

12 90350 0.8 8,20.8.8 97 24641 116

.3 5081.8 3.8 4,830.2 5.66 2,144.2 10.1

3,422.5 26 3,288.0 3.8 1,878.9 8.8

1,458.5 1.1 1,35%0.9 1.6 980.0 4.6

423.0 ] 3%0. 8 .4 3218 15

2.3 .2 199, 8 .2 177.7 &
158.0 A 131.2 2 1249 :

Overs......... 2,284.1 44 29, 8.0 2.0 26,078.2 30.3 9,718.1 =

L !
Grand tota)... 52,050.4 1000 |132,011.7  100.0 88,108.4 1000 212429

I, Internal llevem# COde, a?artTrl]ended by the Revenue Act of 1915.

2InglLs RRUDE.LE® DERIIAMNR'EY on ot one.term capitat GATS.
4 Less than 0.05 percent.

Norg.~—Figures are rounded and will not necessarily add to totals,

Tapre D.—Number of taxable individual and fiduciary returns, tag and net
income, 191346, and estimated for 1957~48

Year N}‘é‘f}?ﬁg“ Tax Net tncome

%3__.-_8
5%

NE=90 0
ReRt

S8EF
22
&

7, 060, 862, 000

8ee footnotes at end of table.
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Tanir. D.—Number Of tazable individual and fiduciary returns, tax and net
i ncone, 1918-46, and estimated for 1947-48—Continued

Year Number of Tua

.| -40,337,203 114,500,018, 000 03, 150, 189,000
- 42,440,837 16,347, 479,0000 (O]
42,764,062 17,228, 933,000 [
$3.,840,633 . .17, 400, 000,000 [0
- - 44,000,

. D0 20, 600,000,000 Q@
46,000, 0C0 21, 242,870,000 132,9 1,677,0

1 Not available. Thetotal number of taxable and nontaxable returnsfiled were as follaws: 19133,357,508;

1914,357.818;:and 1918, 338,652, )
1l 63&;6 Ss'ﬁ?nclu ilr?gmggirpve_nalnes, additional gwessments, ete.) for the fiscalayear ended Juno 30 m-

me?\i‘ateig follpwing as shown in annual reports of the Commissioner of Internal Revenue.
s Not & zaftable

¢ Jucludeswar gxcest profits taxer of $101,249,781 on individuals and $103.887,081 on partnerships.
W: 'ﬁﬂabaae for Iﬁ?bz%g)atun&swmi&owr}cc?‘n}i ) $2,000 anﬁ“xl)vl%r.” xl.lerﬁwere 1B A taxable returns
! ant over, ) Aoy, 249, 3
if modﬂf’%ﬂ&’_ ﬂu? 25 nproant adnetion: BIRIEY Bypmat _I:ﬁﬁﬁl(“ TB ARt of 1924,
1. Excludes addition toliability un er the Current Tax Payment Act ugdamountlng 10 $2.555,804,000,
:)gbtlamedtrom collectors’ monthly report to Costunisstoner of returns filed.
stimated,

Source: Data for 1916-485rom Stattsties of Income.

Senator Barkrey., You read that with as much fervor as if it had
beena product of your own brain.

Th(? CrammaN, But without convictiop, ator. .

I do not suppose comments are In order, because the Secretary is
not here. Later, if any menber of the committee wishes the Secretary
to come before the committee, we will be glad to cal him.

Mr. Webb is our next witness. Mr. Webb, will you state your full
name and your business for the record ¢

STATEMENT OF JAMES E., WEBB, DIRECTOR OF THE BUREAU OF
THE BUDGET

Mr. WEBB.. Janes B, Webb, Director of the Bureau of the Budget.

The Cuaamy . Will you proceed with your statement, Mr, Webb.

Mr. WEBB. Mr. Chairman and members of the committee, you have
asked me to appear before the committee today to discuss Federal
expenditure. t will be my purpose to discuss the budget estimates
for 1949 and to indicate some of the trends which may be reasonably
expected for 1950.

Before taking up the figures for 1949, T should like to point out,
with respect tosthe fiscal. year 1948, that | can add little to the figures
presented in the 1949 budget. Those figures indicate 37.7 hillion
dollars of expenditures during the current fiscal year, ending June 30,
1948. Since the budget was submitted in January there have been
a number of developments which will cause variations in the esti-
mates, and, without doubt, other modifications will appear during the
next few mont hs. None of thesg variations is material enough to
warrant any revision of the 1948 expenditure total at this time.

With respect to the fiscal year 1949, I should like to sunmari ze tile
policiesa,:ﬂJ eEsumptions on which the budget wasbased. The genera
policy, expressed in the President’s instructions to the Departments
and agencies for the preparation of 1949 appropriation requests, was
to hold prograns for that year at o below the 1948 level. Excep-
tions were made only where activities no longer could be deferred.
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New expenditures were limited to those essential for the discharge of
international responsibilities or to meet urgent needs at home.

Further, the expenditure estimates for 1949 were based on the as-
sumption that prices and employment would remain at about the level
of last fall. Rises in prices inevitably will mean increased costs for
most of the things the Government buys. Likewise, a decrease in
agricultural prices or an increase in unemployment would mean that
expenditures would rie for such mandatory programs as farm price
sugporﬁ, veterans unemptoymerit allowances, and public assistance,

n his budget message, the ’resident Stressed that fact that the size
of the 1949 bbudget was determined in large part by heavy expendi-
tures resulting from the war and its aftermath. | should like to quote
two sentences from that message:

The plain fact 1g that our budget must remain high until we have met our
international responsih and can see the way clear to a penceful and pros.
perous world. Prudence demands that we plan our national finances in full
recognition of this fact.

Present indications are that this Nation will have uncertain world
conditions for an extended period. Practically everything we do to
meet these conditions will cost money and be reflected in the budget.
These facts have added significance when Federal expenditures are
projected beyond the fiscal year 1949.

Unless world conditions change drastically for the better, the Fed-
eral budget in 1950 will undoubtedly be large. That fact cannot be
ignored in any consideration of legislation on taxes. We Americans
have aways been optimistic. The hard facts of internationa life
do not, in My opinion, justify the degree of optimism which would
fmake it possible to forecast a 1950 budget materially lower than that
or 1949.

In the preparation of the 1949 budget the President reduced depart-
mental requests for appropriations _%y over $7,000,000,000. Further
reductions in appropriations are being sought by the Congress. At
the same time, however, individual members asrepresentatives of their
constituents, are being asked to seek funds for projects which are con-
sidered of great local importance. For example, in connection with
that part of the 1949 bud%et covering flood control and river and
harbor work performed by the Army engineers, over 100 Members Of.
Cangress presented statements to the House Appropriations Com-
mittee t0 support specific projects, many of which had been omitted
from the budget under the rigid criteria applied. | mention this
example, not in criticism but to emphasize what | believe is our
common experience that tile pressure for Federal expenditure shows
nosign of diminishing. ) )

,Exbpﬁndltléreﬁ in th%&)ugget for thefiscal year 1%%% welrle gstl mate((jj eaé
49.7 billion dollars. this amourt, 000, will be ex
under existing laws. The balance of ??bl?ﬂggo dollars will be Fr)l(?ere]lded
to pay obligations incurred under new legislation recommended by
the President. ]

The recently guthorized increased subsistence alowances for veter-
ans are egtimated to result in an increase in expenditures of approxi-
mately $150.000.00¢ in 1949. However offsetting savings may be
redlized if the Congress should enact legisiation to curtail avoca-
tional and leisure-time training.
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_ When the bud(?et was submitted in January, expenditures under new
international ai pro?rams other than the European recover)écfrpgram
were estimated at $140,000,000. As the needs have developed, it now
appears that expenditures may amount to as much as $600,000,000,
largely because of increases in theestimates for the Chinese and Greek-
Turkish aid programs. Similarly, the President's recommendations
on-housing. forwarded t0 Congress |ast week \vgl_ require somewhat
higher expenditures in 1949 than were estimated in January . Such
changes as these will necessitate offsetting economies in other pro-
grains if the 1949 expenditure total is not to exceed the January
estimate of 39,7 billion dollars. ) ] )

Perhaps the smglest method of showing expenditure trends is to
relate 1949 figures by programs to the corresponding figures for the |
current fiscal year. For this purpose | submit a comparative table
based on the figures as printed in the budget document in January.
Brief notes explain the reasons for major changes.

(The tableis asfollows:)

TADLE .- -Federal DUdges ependitures—Comparison Of estimated Federal Bldoet
ewpenditures, fiscal years 1948 and 1949, as thown in 1949 Budget docwmeni

{Inmillions of dollars]
Function and program yifiscal IM0 fisc  Change Explanation

Natignal ADefense:d o, def

Ir, Army, and nava. gefense. -

Present wograms............... 10,320 10,148 -173  Decrease in mlllta[r)y pay and
maintenance duetd [ower gyer.
age strenath; increase In avia--
tlon and Reserv

- ¢ Companents.
Proposed legidation............ 30 1790 +140 m-gnnnlwtor public works; aso
drill pay for reserve compo-

nents.

Universa training (proposed legis- 400 4400 F'us?tl: Sar cost to obtain supplies
tion). and to preparefor trainees.
Termina leave, stock-piling, and 297 ~83  Decreases lrﬁ.termln.al leave and
other. ?Iher Wf' lig}uldaﬁlon; lncrease
. - or stock- 3

Total, national defense........... 10,746 +2m9 orptine
Inteﬂuation af.fajrsan finance.
econstruction and stabilization:
It JrORrams; .
%%Turm ad@etol ;B uw -t Complein of presenty su-
) 3
2,45 4600 Exnoausl,l,c_l o?gunlted Kingdom

loan in_1948 and decline {o
Export-Import loans. =

Expenditures  from anticipated
4,00 S?Jeglemental appro?)’rllafigﬁ forr

440 +390 Includes aid tO y,.4 and other

prospective programs.

318 188 =210 Com letion of program.
p Increase Army relief for
W L qccumedh&eas e t assumpe
tion of ermsh dollar cost: for

_fuI_Ia/e_ar or ?u(t!m area.
Other . eeeeieeacmennnaneaannann Fipd 72 ~200 Liquidation o RRA pro-
gram,

Other. Internaliong, activities, in-
uding philinnine renabilitatic_.

Present programs......... . 987 378 488 Primarly increase in Philipplns
Proposed legislation a5 1 In‘gg’:\g%m%r%g{geaﬁder lan.
. o o g0 2 for JN construction of head-

! . international sffairs HATE uossesl, SXDAEON ofr(jr?]t_ef-
&N tnanee. Batlonal Sretion of benaits. to

Philippine veterans.
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Tasre 1.—Federdll budoetexpenditures—Qomparison of estimated Federal Budget
expenditures,fiscal years 1048 and 1949, asshow in 1949 Budget document—
Continued

{In millions of dollars)

m%rmf_@n 3484 Change Tertanattan

Function and program

Veterans Servicesana benefits. 7 |
Readjustment benefits and insur- 3,605S 2,655 si/] Decl.lnmg number gf claimants

ance, unemnloy-
Pensions 0385 105 Ingr%?&sf number on rolls. de-
5 > +o cllno(ngjbsrstence for disabled
studen
Hospital construction and medical o477 1,027 Al eleraJon In ernstruction; con-
gr)e v +380 tinuing rise ln pquent nad,
Generaladministration andother... 424 3166  -.y083 Reduced werk bad in arlmlnlso

iy et G
-4, '
education T vmlty pﬂ)gram

Totd, yaermS services and 6,632

Sociawelfare, health, and security:

Retirement and’ dependency " in- 767 -182 19488 abnormally high because
surance. artof 194Transfer to Rallmad
etrrement Board trust fund
: delayed to
Assistance to the aged and other
spe<2|al 'OUP 820 .
t programs (Federal ge. 04 +74 Ufwmrd trend in boIh beue(tt
wruy Agency and Agrleul 5t I !
public assistance program
Pro sed legislation............ Broadening and improving F8A
Pe « +ow public aé‘sstance ?] atgn

Pablle  hedlth, unemployment,
crlmemt%lml, and othec.
rograms. ............. 434 Acceleration. of Federal-ald hos-

P eglslatt ) | Qtl.i.aler n?c&myp rams.
oposed thon._.....ooil feenneenns 1 . _plan -
ests n l nLh 1COStS (nr national ﬁ%‘é’a’fﬁ
nsurance program and related

health grants.
Total, social welfare, health, 1,060 B
and security.
Housiig & i :
oul;ggegy'ngrcoodpgn%@ty facilitles:
RFC mortgage purchases. ... 70 Termrnalon of amho&tg to pur-
- chase -auarant home
) onﬁetron of construction.
- -1l dedmmg repayments of
Proposed legislation for g L e ﬁg S
hgusmg 2 o ocal pUbITC erbe 0 %PSJPQH o) %VMQ%
planning. ates and municioalitie for
plannmg rocal publlc works.
Total, fousing and  som u3 8 -
mon‘llv tanilis
Ed tlon jener meaach
‘19 Scanon and  General- i 91 414 Lagely increased matchlng re-
p(npooe research programs. quirements oy vVocational, edu‘
vatinal fr.ants under g
,Vatd ot approved Aug. l,
Proposed new aid for education 206 +296 Lat‘a‘g.v grants to Bmes -z ele-
and research. ";}
E 0 Nollonal Bcleneo
ouhdation.

Total, education and genera 77 387 4310
research.
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federal Budget

ecaopenditures, flscal years 1948 and 1949, as shown s 1049 Rudget document—

Continued

{In millions of dollar

Function and program

Agrigfnufo and aavicultural resonroes:,

ice spport, supp'y, and pur.
chasa lman i e Par

ation):
lwI!’r%nt Programs, .ee..eecceeas

Proposed legislation ....

Al other loan, aid, and develop.
ment programs.

Total, agriculture and ageleul.
tural resources.

Natural resources not primarily agri.
Aol energy programs ...........
Flood control (Corps of Engineers,

civil).
Reclamation programs (Intetlor). ..
Al other,

Total, natural pesources. 5........
Transportation gnd communication:.

Promotion of the merchant marine....

Other present programs ............

Proposed leglslation..

Total, transportation and com..
munfaatinn

Finance, Bommeroa.ﬂnd tndustry:
War Damage Insurance-............

an other:
Present programs ...

Proposed legislation ............

ipaDGe, commerce.

Total, i
and indastry.

Iabgmt programs

Proposed legislation...-

Total, 1abor......... creemae el

-247

8600

o144

4166
314

183

277

12

0422

1048 Nacal 1040KNlsca  Change
| year

2

6474 +198

“o)
26818

235

1,17070_ 1,620

3283

1,84

1,833

230)

117

24

o7l

225

1,403

18

1,6463

73

117

1100

1163

+447
—1033

+169

+18

+7

#19

Nonrecurring r_eeipts in 104413
frontsale ¢f ubanrsugar pur.
chased in : -

Possiblee eidRnbf revision {m
Ravity, ggrula and pri Csup.
e TEVEL

Net effect of increases In aericul-ul .
turaldl loan  and investment
programs and decreasegn con.
“‘-{j"““"“ payments and other
aids.

Mainly construction of improved,
new facilities. o
Incr requirements for eco.*
n%nel&sr%lgwn SJLI)JISUMGIIOH on
[QLeCts. derway, .
?rt n _e&" b;éo‘l‘?’s,ter |.i_c1 ion
¢ nef i earlier
ol pLgire i Started.
Inereases forSeveral resourcand
conservation programs, prl&(a'
pally Honnovilla Tower Ad.
ministraton. and other nte.e.
rlopDepartment activities.

Reduced ﬂovernmentn at]on:
through sal €and charter o
vesselgo private operators,

Principally increase {n construe-
tion raté on Fed?{—nl-ald [,ﬂgh-
ways and airports, and om
river and harbor. projects.

Ooetan weather stations gndiot her

ens.

Nonrecurring payments to mis--
cellancous receipts and jnsur-
ance companies of profits in
connegfion with di_ssol.utofon
War amage Corporation,

Liquidation of war getivitles;
dqecline in RFC | oa‘?mo busi:
ness.

Rent control gnd other anti-
{nflation activities; censuses.

State, public employment office:
andpadmi_ai,str%tign of Taft.
Hartley Act.

9“‘?‘? o "States, for f]ndusmul
sarely, alsQ eStablishment of

{air employment practices ot~
re

caniset
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TanLy IL—Federallbudoet ezpenditures—CQomparison of estim ed Federal Budget
rependiturca, flscal years 1948 and 1949, as shown in 19049 Budyet doe nent—

ontinued
Contlnu {In millions of doliars]

Function and progratr: Iﬁi;grml 'N)?egf““ Change

general government:
surplus property disposal, foreign
nngr domestie: W |
eSent Programs .veeeesseenses ar surplus progeatn  nearing
mmﬁs@en; TETTRNATON f
teinjrorery  atrareamrania

mnl:lu: dlsraet propert\,/ aus

Proposed legialatlon............ I .......... Cantlnggy

posy | 8% matnxﬂi'em@?'t activi.
ten i's” terrena it Aveomaa
men

. . cellation of 9.3

RFC payment of fnterest to mis- Mg mrno cancellaian,

cellancous receipts. ‘\E’p'% ﬁf:'llaﬁ of PFC holes

to&."‘l““’ (ntaraet s wennnia

A e iat programs oil w43 & oTect 8 DUMETOUS treinine
Propozed leglslatlon -......... 3 3 4 %@ﬁéﬁ" gtuerr L “5b&Ver ;nd

Total, general government.. 1,473 1,157 -316
interest on the public debt ............ 5,2000 +60 ' '.".?éﬁﬁf’ﬁ‘ﬁ&?ﬂ%ﬁ’p.ﬂ'ffﬂﬁ?
Refunds of receipts............o..oe.... 2,040 1,0 - el Decling Shlfj.'z s refundsto,,,..

porations.
1200 200 +80 :uvh,a,kn'g_r __charqescre sesin
rail and alr ch ._ges & “ﬁ I,
A and- _out_ . seas Other
ram {1: Mexlco, anta.

Reserve for contingencies ...............

Total, budget expenditures....... 2710 20 ma
Present programs includingg contln- 37,070 33,0344 -3, 13613
gencies), N .
Proposed leglislatlon...e..o..eeveenena.. [ w735 45,077

Norsg.—Figures Will not necessarily add tototals because of rounding.

Mr. Wess. Before leaving the 1949 figures, attention should be called
to a special problem which particularly interested the members of the
committee who served on the Joint Committee on the Legidative
Budget last year. A surprisingly large IE,art of 1949 expenditures are
required because of fixed commitments which are not subject to adjust-
ment by the President in preparing his budget and not subject to cur-
tailment by the Congress without changing the basic laws governing
many of our major programs.

After provision has been made to meet our national defense and
international responsibilities, which together are estimated to require
over $18,000,000,000 of expenditures, the bulk of the remaining
$21,600,000,000 in the budget represents charges which are not con-
trollable within agiven year.

The cost of veterans’ pensions, tax refunds, and interest onthe public
debt amount to more than $9,300,000,000. Grapistg State and local
?overnments account for an additional $2,300,000,000 much, of which
s determined by the amount of funds spent by the States.  Readjust-
ment benefitsfor veterans add another $2,600,000,000 an amount lgigely
determined by the number of persons dl?liﬂe under the law am? b

gneral economic conditions. The naturai-resources program, includ-
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ing atomic energy, flood control, and reclamation, amount to over
$1,600,000,000 and can be cut back substantially only if we are willing
to accept great economic loss.  Many other continuing programs would
be difficult to change on short notice.

Preliminary consideration of some of the problems to be faced in
preparing the budget for 1950 already has begun. While it would be
premature to specity the total magnitude or the amount of any major
item in the 1950 budget, Gartin trends are apparent.

Expenditures for European recovery and other proposed new inter-
national aid programs Wlﬁ) robably reach their peak of about $6,000,-
000 000 in thefiscal year 1950. Deliveries of goods for these programs
#ill not reach full volume until the latter part of the fiscal year 1949.
Since payments customarily lag behind deliveries the expenditure peak
will occur in 1950. Reductions in expenditures under the existing
programs for relief abroad will be substantial, but we cannot reasonably
expect that such savings will prevent an increase over 1949 in tota
expenditures for international programs. Under present plans how-
ever, total payments for international programs may be expected to
decline in 1951 and 1952, )

Expenditures for national defense may also have to increase in

to.maintain our pr t military strength. As wartime
%t%s&gl SP m(l)litary supplies g‘ng equipment )fm; exr%usted or become
obsolete, increased procurement is required.  Stock piling of strategic
and critical materials has been held back for more thran 3 years to
prevent interference with reconversion. An increase in expendi-
tures in this area will undoubtedly carry a high priority in 1950 and
subsequent years. Major realinements to bring about g more efficient
utilization of funds in the defense program are now in process. It is
hoped that the success of these measures will permit expenditures for
national defense under existing programs to be held at somewhere
near the present level. o L )

Inauguration of universal training in 1949 will involve increased
expenditures in 1950. The President feels that this measure is an
essential foundation for the maintenance of an adequate military
strength 'anél will, in time, reduce military costs. o
I 'New legislation recommended by the President in the domestic field
also points toward increases in the 1950 budget for certain programs
on which the 1949 budget provides only first-year outlays. 'The new
national health progiarm and the broadering ¢f public-assistance
grants, as Well as the stream-pollution-abatement program, would
cause acontinuing rise in expenditures in 1950 and later years in the
category socia welfare, health, and security. . o

The revised housing program outlined by the President in his nes-
sage to Congress last week will involve a more rapid rise in expendi-
tures than previously contemplated. The proposed aids to urban
development under the new bill would be financed by one-time pay-
ments, rather than by annual contributions spread over a period of 45
years as proposed in earlier bills. In addition, purchases of insured
mortgages may require substantial budget expenditures in the first few
years, followed by receiptsin later ypars when the mortgages are sold
or repaid.

E?(%enditures for agricultural programs are expected to run consid-
erably higher in 1950 than in 1949, largely because of the proposed
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higher level of conservation payments to farmers for the 1949 crop
ear.

Y ‘I'he veterans' program islikely to show a major reduction in 1950.
Expenditures for readjustment benefits under the Servicemen's Read-
justment Act will decline as veterans exhause their benefits. General
administrative expenditures should also drop. On the other hand,
pensions and outlays for hospital and medical care are expected to
increase steadily. Assuming that no major new benefits are enacted
into law, the decline in expenditures for the veterans' program will
continue in 1951 and 1952.

If taxable income continues stable, tax refunds will decline little,
if atall. Interest payments on the public debt will not decline appre-
ciably inthe next few years.

Expenditures for public works in the fiscal year 1949 are estimated
to reach a total of about $2,800,000,000, and will probably reach
$3,000,000,000 in 1950. They areestimated at about the $3,000,000,000
level in 1951 and 1952. Whether this figure represents a maximun
level will depend upon whether pressures for more new programs can
be held back urtil some of the present onesare completed. In thiscon-
nection, one problem will be the increasing demand to reinstate the pro-
gram for theconstruction of Federal build ngsthroughout the country.
If the $3,000,000,000 level is not to be exceeded, both the Congress and
the executive branch must exercise strict controls over public-works
programs.

Ifinally,1 should like to mention one further problem which.has a
direct bearing on expenditures, nlthough not in the manner frequently
suggested. Some advocates of economy in the Federal Government
have advanced thethesis that the surest way to bring about substantial
reduction in expenditures is to cut the Federal pa' roll. | have tried
to show that atvery large proportion of our Federal budget represents
fixed commitments.

Dismissal of personnel will not change those commitments. Actu-
ally, Federal civilian employment, although still around the 2,000,000
mark, represents an expenditure of about $6,000,000,000. Nearly two-
thirds oi! the employees and of the money involved are accounted for
by the Post Oflice Department and civilian employees of the National
Military Istablishment, If the pay rollsof all the remaining Federal
agencies were cut in half, a step that would make it impossible to carry
out the laws and programs authorized by Congress, expenditures
would be reduced about $1,000,000,000.

To sum up, the large budgets which disturb ug all are a reflection of
our national responsibilities in a world full of hazards and uncertain-
ties. From present indications these responsibilities will require large
budget expenditures in the immediate years to come. |f this general
outlook is correct, we face a common task of applying tile principles of
sound and prudent fiscal policy in budgetary matters.

The Cuua  ANMVMr. \{'obb. what art of the 1949 estimates of ex-
pendig'nres represent what, in your department, you call firm esti-
mates

Mr. Wens. Senator, they represent firm estimates all of them, as of
thetime they were made. Now, as I have indicated to you, there nre
changes that take place on a vast and complex undertaking like the
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oFr])eratin programs of the Federal Government, and many matters do)
change almost from month to month, and we follow them very closely.

Perhaps | could illustrate by saying that projections made a year
ahead as to thenumber of veteranswho will enter college, for instance,
have to be revised the nearer you 1get to the beginning of the college
year, when you begin to get actual figures.

The Crar  tan., As | understand it, in your Department you refer
to a firm estimate of expenditures as one where you are able to make
such studies of it that your estimate is closely accurate, is that correct

Mr. Weps, Well Senator, it isvery hard for meto draw a line and
say that those onthis side of the line are firm and those on the othex
are not. We are estimating 2 years ahead what the payments will he
under construction contracts. That depends on the amount of progress
that thecontractor can make. We make the best estimates that we ean, | ,
but you do have to judge within the area of whether you will have a

ood Construction s2ason or a poor one, o it isvery diflicult to say one
thing isfirm and another is not.

The Cuamatan. | shall not press you on the use of the words. Issit
not correct that many of your estimates do not rest upan complete and
thorough examination by the Bureau of the Budget, as distinguished
from those where you are in position to make such studies ns warrant
your saying that the amount of these expenditures will have to be
made?

Mv. Wenn, | would sav that everv item in the President’ budget
recommendations reflectsthe best knowledge and information available
in the executive branch as of the time it is made. That knowledge is
different for different programs. .

The Cuaman, Of course, let us assume that that is correct. That
still begs the question which | ann asking you. For example. let us
take the proposed expenditures for foreign affairs, and | am not mak-
ing any argument in asking the question as to whether they should be
increased or held as proposed or reduced. What isthe source of your
information as to the correctness of those figures

Mr. Wenn, We start with the work of the various departments of
the Government, We studied the work of the Harriman committee,
the Krug committee, the Couneil of Economic Advisers, even some of
the work performed in the legislative branch by the Herter committee,
and others, and we proceed to work with the departments who have to
submit and justify their estimates to Congress, to consider al of the
information available to them, the recommendations that they have
made based on that information. We thoroughle/ examine to see
whether or not those recommendations are sufficiently firm or whether
we will suggest to the President that lie implement”them by his own
recommendation.. _

.The: Ciratraan. Now, let ug test whether the recommendations in
foreign affairs aresufficiently firm. When was the Marshall plan first
announced ¥ L .

Mr. Wxan. My recollection is that it was last June that General
Marshall first made his statement at Cambridge. | am not certain of
that month,, but that is my recollection.

The Cuatrman. When did the 16 nations meet in Europe to con-
sider the Marshall plant
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Mr. Wenn. It was shortly thereafter, within the next month or 6
weeks, s T recall it. o ) ‘
_'The Cuairman, How long after that did they come up With the
figures which were submitted to the Government of the United States{

Mr. Wens. I do not redall that exact date. If you could refresh
my memory., | would give it toyou.

The Cnamsan, | would say sometime in the fall of last year, was
it not ¢

Senator Barxiry. The conference met in Paris in September, and
they made a report around the latter part of October, I think.

The2Criamasan. And thereafter, with the information in the hands
of our own Government, what did we do in the nature of studying
the projects of the program as we study, for example, long in advance
of authorization or appropriation of a reclamation project or a flood-
control proi'ect, so ag to arrive at figures which could be considered
as reasonably )

Mr. Wens, The studies that were made had to do, first of all, with
the valuation of the estimates submitted by the European nations;
second, with our ability to meet those needs. Those were realy
deficits of goods or morey.

The Cizamaan. Now, is it not clear to you, vith your knowledge
of how we go at it in figuring estimates on, let us say, reclamation
and flood control projects, that you couldl RGE possibly come up with
anything resembling tirm estimates for ERP¢ | am not intimatin
that they are too low or that they are incorrect or that they shoul
not be higher, but itis not perfectly clear to you that under the way
that we reach so-called firm estimates that it would be utterly impos-
sible for this vast project, having been initiated last June, to come
here and now have the status of something that can be counted onl
with definiteness and accuracy ¢ ) )
~ Mr. Wenp., Senator, my opinion is that one of the finest coopera-
tive undertakings that has ever been engaged in, in this country, was
carried forward in those intervening months and has resulted 'in the
recommendations to the Congress, 1 think they are splendidly done.

The Cuamrman. Let us agree on that; | hole that | have made It
very clear that | am not attacking what you have said. | am just
talking about whether within the time that 1 have mentioned, it would
be possible to come up with firm estimates of the type that we use
when we figure on our reclamation or flood control projects.

Mr. Wzss, They are certainly not as firm a calculation as the in-
tﬁrest_ on the national debt, but they are as firm as they can be made nt
this time,

The Cuairaan. Let usussume that that iscorrect.  Are they what
would be, use any vord you please, what you would call an estimate
which under experience will not be deviated from substantially up
or downt

My, Wens., My opinion is that thefirst year of operation under the
European recovery program will deviate little from the present esti-
mates. Now, in the second and third year, we have made proiections
based on careful studies of previous programs such as U _RRA, the

ost-UNRRA aid, our experience in the occupied countries and o
orth. | feel that many things can happen over a period of the next



56 REDUCTION OF INDIVIDUAL INCOME TAXES

12 to 24 months, and | do net. fool as firm about tile second and third
year, but on the first year, I feel that they are completely ronlistic.

The Cuamman, Do you think that the 16 countries thn met in July,
between that time and the time that they submitted their estimules to
this country, had time tosend out.field parties, projec. net _wtdprojects,
estimate the cost of them und ome up witl whar might be tormed
w estimate comparablo to those lhat. wo WSLin  onnection with our
reclamation anc flood-control | rojects

Mr. Wrian, No, sir, 1 would not my the information would b com.

The Ciamsan, All 1 nn driving at, as to that vast item wo are
act}lng on, moved by let us cal it intelligent and patrcletIC judgment,
is there not necesspyily large room for varintion up or down, under tl

’b%w&ég’ [¢] 3 u 1 nder the

W&% Wenn, 1 donot think that there isa lnige nrea. | would udd the
Cinformal? Hhiulimnant alen
he Ciramaan. 1 linve 1o objection to that, if by informed judg-

mont you exclude .that type of field werk, that type of thorouglh
groundwork investigntion .0 which we ¢ habitunted 0 in conmeelion
with our large projects here. Woul you exclude thi  type of work
from your statement ¢

My, Vewss, Ot meindicate on. fact, and that is _aanl when you ar.
operating within time limits such al my atl) eara. ve her today, with
the necessity of including some statement for you with respect to the
noewthousing vecommendations anc bearving in mind that expenditines
are an sRtitely different thing from appropriation requests and au-
thorizations, my estimate to you on the domesti  housing progran. is
not. based on careful., defailed chedules; it is based on bronc experiene
witl that kind of it program,

The Cniamyan, Tell ill another field which yor have just men-
tioned, you .lo not have what might be call d a firm estimnt  of

expenditures, is that not. corrpetd o otain ettosie | ot

w Wann T4 16 wnstainde
say for the first year thero are relutivoly nurrow possibilities of devia-
tion,

The Crtairman. If that basic work has not been done, qut of which
you call calculate the cost of a house or calculate the cost,of a dam, how
cal you say that it ig firm within narrow deviations?

Ar. Venn, L say that {)artl,y because in our'study of the nesenta-
tions of expenditures unde the Iiuropear recovery progrm . we defi-
.itely had the objective to examine as closly, ag we <.« tit(. .o portt-
ing data and not to include items that had any er s (@ ubt about
them. We did eliminate items there. i

The Cuairaran. Did the supporting data include tile plans and
specifications for specific projects?

Mr. Wenn. In some cases they ave specific projects.  Generally, they
are rather broad plansinvolving the economy of 16 nationsand deficits
of payments. o

The Crrairman. Wald you net sey that that allows wide field for
adjustment under experience, up or dow ¢

r. Wenn, | would certainly say that athorough study of the work
of these committees that | have indicated might permit different
people to arrive at different opinions. You asked my opinion. My
opinion isthat it isgood work and that the estimates are realistic.
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The Ciamman, | will agree with you in th{ objective of the work.
All that T amlnsking you is whether the Surem of Il Budget or
whether 'ou consider that this is an inviolable figure or, due to the

el nddivend an
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il

Mr. Wenn, § consider i1 this country adopts the objectives of the
program and desirtg4o implement them, the expenditure Wil be not
ess than those indiea ed in the budget.

The Ciiamman. Offconrse, the expenditures might not h) less than
those indlicated in the budget, but.they might no have necessary
relation to the projects which are in mind. 1 have no doubt tha
when we are through, the expenditures will be those indicated in the
budget, but |y’ trying to findlout whether, and so far | have not
succeeded, you believe that. i, that, field out of the necessities from
which the estimntes were prepared there necessarily must be a larger
ormalarge nrer of leeway up or down,

Mr, Vemn, Th trouble | have, Senantor, is thnt we have token out
mast of the leeway downward in Hresenting a progran which is down
to atvery firm basis, . .

The ~nanCNItAIL suggest that you did it on the basis of generality;
| suggzest that when the 16 nat on irst made their estimntes, they were
grossly swollen from the American viewpoint and flint Mr. Clayton
went. over and told them to stop their nonsense and bring tile figures
town to something within the range flint night be acceptable in the
United States; and that flint reduction was made on the basis of
generality a1 not. in a reconsideration of the details of specific
wojects.  Am | right or wrong?

L r. Wenn, I think that you are vight. T might say this, Senator.
I have with me tod. | the head of our estimates division who gave
detailed consideration to the material submitted to us who can tel you
the procedure that we used in following those, if yon wish to hear the
factors flint were involved, )

The ¢ .mman | may wont to question you on that. | do net
now wish to unnke a debate on the hill that is coming upbefore the
Senate today. | have been very careful to make it clear that per-
sonally | favored the objectives. I hope that | have made it very
clear that | am not. naking any suggestion here that the amount
should he greater or less. % am'stmp ¢ trying to diivve at the way
in which the figures were ucmmplis’h d, leading to th end point
which | 1m making, that there are large areas in this budget of yours
that are adjustable.
 Senator Barkrry, In that connection, | was getting at the variables
in an estimated budgetary expenditure under the European pm[.irmn.
If Congress should Tail fo adopt it the $4,000,000.000 plus woulc be
eliminated. . . .

The question of individual projects will be determined by the Ad-
ministrator. He'will pass upon those things after the expenditure has
been authorized and in the very nature of the case the Budget Bureau
could not anticipate a decision by the Administrator of the European
recovery plan as to any given project, | imagine. )

But based upon the theory that Congress will authorize the pre-
gmm and based upon the theory that the Administrator will make

Lo

ue'and diligent and romﬁt effort to carry it out, in view of all the

conditions, you figured, with all those who were assisting in arriving
72605—48—35
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at areasonable amount to beincluded in the budget that this amount
was as nearly correct as could be arrived at in view of all these cir-
cumstances. ~ Isthat truef

My, WRRB. Yes, Senator; and these plans are devoted toward im-
plementing an objective for an authorizing bill. Not only is a great

eal of information being submitted to Congress for the purpose of
supporting the authorization, but immediately following that there
will be agdetailed information asis available with respect to the actua
appropriation itself and a great deal of information about specific
projects will be included. But the general plan cannot be confined to
specific projects that are foreseen over a 4-year period.

Senator BarkiLey. The Administrator ‘might turn down a project
which would eliminate the expenditure for that, and heemight approve
another one which would completely absorb that expenditure, so that
you have to strike what isas nearly a fair and general average as pos-
sible in order to have any budgetary recommendations at all on it.

Mr. WEBB. That is right.

Senator (eorae. May | ask the Director if he will furnish for the
record at this point, in connection with his testimony, the exact
amounts included in the President's budget for all foreign aid, not
only European aid but aid in the occupied areas as well as China,
if any, Greece and Turkey, if any?

Mr. Wens, Yes, sir,

Senator GEoraE. In other words, every item that is included in the
President's budget.

Senator Byrp. May | ask that that be furnished in the names of
the recipient countries, how much each country getst

Mr. Wenn. We will give you the best information that is available
at this time.

Senator Byrp. Furnishing information on where the money finaly
goes.

Mr, WEBB. Asnearly as we can. Some of the programs, like the
far eastern programs, are not completely developed.

(The information referred to follows:)

rof Budget estimates | ., . __ programs (including
revisionset January budget where ofed)
{Immillions of dollarg]

Fiscal 39 Flacal 10407
Program |y
Appes- < g BXxe YInohloappea .- Rx-  Yrobl-
W ¥ pendionggRg, 30! nendts triiee

ellet assistanco to war-
davastated countres.... .
Foreiga (interlm) ath

{ippck-Turkish gid--
Phil m“:"w:vmdgg? 0.
E ARSI S
ufe™ Aflen-
Subtotal

8ee footnotes at end of table.
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Tapty 1L.—Summary of Budget cstimatessfor foreign-aid programs (including
revisionsof Janunary budget where noted)-—Continued

A1In millions ot dollars
Fiscal 10483 Fiscal 19499
Program tonrae o | e T aneen .92 Traahil.

fi
ndi ated pria JMKB: pendls  gated
Rres  biance ] Bin  i78° Tores bdance

so0d
65
Latl i - 2
Latin Amerd nill-
R o T B S
Farcastern reconstruc- _
tion ¥ | 218 0 255
.95 03 891
100497 5,448 5,310 673 LT 8RB |7 & ...

1 Bank's amounts not kq),t. on USUAl nhlteation hacte )
000,000 0f ol ligations under conteact and other gblizatlon aLyharity.
e ot I»m(;)k-ldo '(l&o_ ls‘.urt.;‘m& ,“m'o.rl,\'nprr:]‘.tz’m... gh{lﬁt {\' and V.
rures under ¢ A '@ N g . .
[} “lmétéc‘;"m'“ attjcﬂ ;ﬁﬁ&_‘&'};‘ﬁfé‘é éﬁéumgere %‘P Bm‘ll"iﬁ‘om_ but not actually obligated dug
wArm¥ allotment svstem.
¢ Preliminary estlmatetsubmitted by Jepartment of tho Army, not yet.teviowed.

the Committee on Foreign Relations? . ) )

Mr. Wens, | do not know what the latest information furnished by
General Marshall is. My understanc?l ng isthat he gavethe Committee
on Foreign Relations a letter x month or so—muaybe 3 weeks-ago
in which he mentioned the amount, $570,000,000 foi China and stated
that the other programs would raise that figure to about $1,000,-
000,000

) Now, since that time he has made a statement on the Greek-Turkish
ad. The estimate has not yet been submitted to Congress as a fina
recommendation to ¢he Congress, specifying the detailed amounts, but
| believeit will come shortly. .

Now, asto the detalls Wl¥h respect to other than the Greek-Turkish.
aid, no conclusion has finaly been reached about that. An puthoriz-
ing bill is now before Congsess.

s that what you wanted, Senator{

Senator Lvoas. Yes.

The Cnarman, Senator Connally i

Senator ConnaLLy. So far as the amounts that are to be allocated
to the various countries, there has been a good deal, according to my
view, of confusion and uncertainty about that in the published lists.
And in those published lists some of those countries it s anticipated
will not receive anything. They are in the plan to try to coordinate
and organize the economy of western Europe, but some of those coun-
trieswill probably not need any aid, will not be extended any aid to
themselves, but they cooperate and assist in the rehabilitation program
for that area.

So | do not know whether you will be able to givea list of how much
isgoing to this country and"how much is going to that country. Of
course, that is going to be largely determined by the Administrator
when he gets his funds and gefs his organization and takes a general

Senator Lucas. May | inquire whether that saving is included in
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view of the whole situation and sees where the most urgent needs are
at tha moment, and works out his program gradually over a period of
time.

Mr. Wenn, | understood Senator George wanted the amounts over
and above the European recovery program, that he was not asking that
this extend to the details of the European recovery prolgtam_

Senator Georak, | do not want any speculation. simplg want
what is included by way of foreign aid in the President’s budget.
Now, that is not speculative at all. gYou have it in there somewhere.

Mr. WEenB, Yes, sir.

Senator Georag, | would like to have it tabulated and put in the
record here. That to include not merely the aid to the 16 European
countries, or China, but also uny expenditures in the occupied areas
in Germany and Japan and Korea.

Senator ylhmn. Does that contemplate furnishing a break-down$

Senator Grorae. No break-down at all. Simply the items that are
in the budget iswhat | wanted to get at.

Senator Bymp. | want to suggest a modification, that that aso
include full information as to what countries get how much.

Mr. WenB. Senator, rather complete information has been supplied,
in connection with the European recovery program. You do not de.
sire us to break down that at this timef You are thinking of the
additional items over and above the amount recommended to youf

Senator Byrn. Not at all. | am thinking of the bill now before the
Senate. | want to know how much each country is to receive under
that bill.

Mr. Wens. ‘We will do the best we can.

gﬁe tabhe X1, p. 68; table 1'V, p. 64; and table V, p. 66.)

Senator Byrp, ' assume you have that, because you have an aggre-
te amount right down to the dollar, that you say cannot be re-
duced—I mean others have said that in the Government-without.
terrific injury. That being the case there must be a break-down some-
where. [t iS obtainable as to what these countries get, the specific
amounts they are to receive.

Mr. Wens, | think | understand what you want. We will give you
the best information we have. | thought Senator George's question
was arriving at the total amount which the budget expenditure would
require,

ator BYRD. That would be another request.

Lf you can, | would like you to furnish that assoon gs possible.

}b‘ée table II, p. 58; table IV, p. 64; and table V, p. 60.?

The CuairmMaN, Senator Brewster

Senator BrrwstER, |n addition to what Senator Byrd asked for, |
think the figures regarding countries are very significant and im-
portant. But | think aso the question regarding projects, such as
sh}Pping and other items which are included in it, are also very sig-
nifirant *

L will say that following the chairman's suggestion this started, as
| yecall, originally at $27,000,000,000; was then reduced to $22,000,-
000,000-

Senator Barkrey. Started at $29,000,000,000.

Senator Brewster. Was then cut to 17 billion dollars and then the

17-billion-dollar figure was wiped out and we got down to the 6.8 bil-
lion dollars and then the 5,8 billion dollars.
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The alocation among countries is one item. The allocation among
economic reconstruction and economic relief, the two items—relief and
rehabilitation—I assume must also have been taken into account by
your studies in order to determine the totals; were they not¥

Mr. Wene, Yes, sir.  All the information that we had.

(See table V, p. 66.)

enator BrewstEr. | have read all_the releases, the Harriman re-
port and the other reports and the State Department report and it
scems very difficult to determine what Part iscoming from this coun-
try and what form offshore countries of the Western Hemisphere, and
I'think the latest tabulation on which you base your figures wo_uid be
extremely important in appraising the point ‘which the chairman
milies %V to th_lq rg delz)endnbl_hty. "
r. Wesn., Thank you, sir, . b that i .
e itl‘lforma([ion You, sir. |gavs¥|l‘ol%lvtv§: at in the record

Tasi.m L aled=forcign-aidi cxpenditures, by type and source of purchased

{In millions of dollare]

Fisca year 1048, s e ear ), source
Yy purc?]'a’?se source€of  Fiscal Y purém&e of

Program by type of purchase Other Other
Ite  Wes
Upls, Vstom Ot Total Yaed Wetempomer Tou
here
1. EXIBTING

1. Relief assistance to war devas-

tated countries. 260
Food. ...... .. 148
Fertill

gricu
Fuel, . 19
M edic
Shippi

5
ng....... ..

Transfer " 10" internationa %3

children’s Emergency fund. 40

i

299

Administrative expenses...
Not distributed..............

2. Foreign (interim) aid............ 17 95
3 1

e “‘;

3
% "

133
2] 3
i5 ' 71
1) soil () 3%9'S  1,2500
5700 H00) ) 248 748
" 84t 2 ) 1 112
O . B ¥ 4

lcccc

)
16
161* 1 1, "
[ % (-).)l g '%
oy m)l ,E:Q’ 4 133
Y =

e |

J

Machinery snd 401
Shipping.”.... 151
Cad 7
’\huw 89
etal 7
Food 1o
Not distribtited "~ 2
Repayments anid” oth 11

fjustments...
Beo footnotes at en
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Tanr IIL.—Rstimated foreign-aidiexpenditures, by type and sourceof purohase—
Continued

{In millions of dollars]

Fiscal year ég%s, source of  Fiscal Year (049, source of
— purchase purchase

Program by type of purchase &f‘lf;:; {)\Wer
United Westeen Other  Total  United Wes.... nevas  mmens

States  Hemls- States Hemls.

phere phere

1. EXISTING—CON.

8. BIitish 108N eeeeeeesemeeesennnes ol w |
6. Aid to Greece and Turkey ....... 20 il

Military supplies and train

7. Philippinerehabilitation.........
Public works a

_Public services and fraifing..
8. Philippine war damage (pay-
meat of claims)... .

Csh contribution Z"I"_'(Tl-o o Tor oy o I) ) 7

10. UNRRA.
FCIothing, textiles..

[ 11 T,
1. PROPOSED)
1. European recovery program ......

Commodity totals shown below are fn terms of estimated shipments
for period Apr. 1, 1948through June 3, 1949 %xpressed in prices
asof July 1947, To get toestimated expenditure total for entire
program,” the over-all aGjustraents shown beov were made for
avelage price increases, shl; lnsgsavlng.s. enterin plgdlne of ship-
mentsfinanced from pre-EHRP sources, andtime lag between ship-

ents and payment.. These adjustments have not been broken
gc‘zwu by commodities, ro that_expendllure estimates for each com-
aoduy are not available at thistime. Commodities for western
ermany 19be;jinanceq’from.lhgappjropnatlon ‘‘Government and

elief in D ae in the detall below, but ad--
Justment is Made tn The fotal.

United Btates  Cjyon i ivre” Other Total
e 1,310, 3,18
. 65 .

76

i
151

Beo fOOtNOtEs at end Of table.
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Munr  TTY Ratlmatod faralon.ata €XPeNditures, by type ,,, dsource .y purchase-
Continued

{In millions of dollars)

Program by type of purchase  Uritted gtates ‘ et e | Other Tota

. PROPOSKD—OON.
1. Eur 20—y Drogram—Con,

. [ L]
IFrglgght, &ars - 2>
ndustrial_equip!
Not distribui =g 702
Shipping...- o
Total . 3,878 2,60
Minus G roment
lief {n occupied areas ®) (O]
Total shipments at July
Price inoamsancsdaiy i vl -l 1238
v AT . 5
SavTior;(alson hi]
Timeglag b’et,vggen shipment ~ ..__. o
andgaymon.,......._.... R
Entering” pipe line of ship-
ments forward from pre-
ERP sources. ~600
Rounding -2,220
Net expenditures.. 4,800
Fiscal year 1948, source of  Fisoml year 1949,, source of
purchase purchase
Urited e Urited s
ni ern ni ern
States Hﬁmls- Other  Totd ‘iares Hemis- Other Total
pnere phere
2, Aid 10 ChiNAL +eeemmeeeereeaenns a4 21 e% 248 157, 4085
4 22 79 107
2
105 105
16 2 © &
62 ........ | ....... 62
@ *
OO S 113 S 40 150)
2 12 H
[ | . 8
U Ky 1 4
QOther. .. s
8 Latin-Amarfoan Tlttary coopera.
tion: Military supplies .
....... i
25 Ost’ 1786
= ) m g o
1 30)
0 Cy [ 10
(4| ﬂ- 1 5
iy
1l
o] | 82
. 4,7581
Granatotal.____________.. - - 7,008

1Less than gepn oo,
Included under other. X
aDivision of pyrehdd by area not available.
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Senator Barxrey, Would it really make any difference ag far asthe
budget figure is eéoncerned whether’it cones fron this country or an
off-shore country, if we have topay for it#

Mr. Wenn, If” you add those lust words, except that Senator Byrd
has indicated @& desiie to see the internal structure. )

Senator Barxwry, | understand. But inasmuch as we are obligat-

inge GLISBIVES Lo PUTEIAR ARG Hh ik ETer In this GUOUY, 06 Sp1Rg

nthav nnnntaer ha ¢tha namn
a variation according to the price we would have 10 pay in diffor-
ent countries, but you have to overestimate the over-all.

Mr, Wesn, That is right.

Senator Brewsrtrenr, | Wwant to make clear to the Senator from Ken-
tucky that | contemplate we may get a little more participation from
our comra_des in the Western Hemisphera and that is why | think it
is of possible significance. I

Senator Barxrey. | hope so. So far as our own legislation and
program is concerned, it contemplates the payment,

Senator Brewster. That, | gather, jsto {;e determined.

_ Senator Byrp, Mr. Chairman, | would like {9 make cleal my ques-
tion. Asl understand, the total program 1s$17,000.000.000. the EUro-
pean recovery programf? . .

Mr. Wepn, Lhat isthe total estimate on which the plan was based.

Senator Byrp, My inquiry was directed at the distribution of that
entire program, not only the expenditure in this fiscal ear, or the
next fiscal year. . .

Mr. Wepn, We will give you the best information that we have.

(The information requested is as follows:)

TABLE 1V.—Break-dotwn of total ERP program by countries gnd fiscal cars

[The fQIIowin% table shows the estimated composition of the full 414.year ERP program
H countries and fiscal years. It has not been possible to estimate” with_ gxactness how
nuch of the total needs of each country will, be met by sources other than ERF appropria-
tion (InternatiGghat Bank afd PFIVA® credits, unexpended existing credits, assistance Prom
other Wes%ern #Bemgs here coun[lrles etc,) The total expected from such cgurses cannot
therefore, be ? oA QB ﬁy coUNtres but jg shown gy an over-all deduction from the total
requirements for all eauntries.1

ESTIMATED SURPLUS (4) OR DEFICIT (-), OF grp COUNTRIES ON CURRENT AC.
COUNT WITH TOTAL WESTERN HEMISPHERE. BY COUNTRY AND BY PERIOD,
1948-522 -

[In millions of dollars]

Total,

Country J&%i’la’s 104840 ﬁgglf‘g%m 1000-50  1asnarl 1om1og@2 (zgt‘é‘rd

—43 —~151 124 ~200 -167 ~152 713

—14(_)2 -9 ~645 -337? ~3y ]?ﬁ’ ~1,41

3 162 K7 7 -1 =1 ~552

-30 o ~15s 122 M 1 —497

~310 =1,000 ~1,400 178 - —253  —2,024

- ~134 ~183 ~11. =00, - -414

~37 ~157 +104 ~15 - -7 473

~ -10 &3 =9, =L R, 38

-107 780 9 ~750 ~618 ~g02  —2913

-8 —650 4 -018 ~ —400  ~2512

-6 -4 -8l +33 +39 0 8

-4 -76 - ~68 —49 2 -2

—19 -8 =74 ~38 A 24 ~168;

B S A B T

woden ... -t - . o
7. gwﬂ%e‘r‘m@ . 420 ] 730 > +2

- — -

Turke - =y .
18 United kingaori= 2 R -—ztoo Yy QY PP
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Tapts 1V.—Break-dow) of total ERP programby countriesand fiscal years—Con.

ESTIMATED BURPLUK (<) OR DEFICIT ) OF ERP COUNTRIES ON CURRENT AC-
COUNT WITH TOTAL WEHTERN IEMISPHERE, BY COUNTRY AND BY/ PERIOD,

1048-62—Continued
’ {In olillons of Tollars]

’I‘Ia! ],
Country SaPiLtal jormso0 4t 191000 quont fios-rr 42!
el 0 62
20. British dependencles ... ) a1 o
(lonmm 1055 | 70 915 47?1\ 2,49
21. Lono . -~ 15 - - - e -2,
- R - - 77 <a
% vXF;:aHCh : -2 Zoi N 14 14 14

24. Combin?d halancr: ‘on
l%l"l At
SHIEY rirleoa) —~8,062 —53U —412%

: 1 ngs _
2 AM'WMMQ’?)’.P-‘.‘L"' .Ho]l 40| 4100] HUmM 4w FE +3%

W Total adjusted for
savlngsonshlmﬁngg —l,owl —f;..'ﬂsl —7,062 ~5200 ~—4,001) ~3,278 —20,49%

71.. Adjustment” for
%lw ....................... - 160
8. Adjusted balance (up- "
X | e| ......... P m - s -8, 7 -39 3 84 -22,0386
29. dJusilm er prices
ua E—:dg tra o -115 ~49 4142 458 4916 +1071
Adjust alance ,
(Tower level) ....... ~LIM 0,75 8577 51 -3,, 4822 —_2317 —19.424
an. R? n{n/llus'cd timates w . —tﬂ [ A ~3.5 —'34
in billionsof dollars).. a e <56 Z5 65 4.4 _3 6 2211

The last item Is an estimate of the net deficits of the participating countries with
the Western Hemisphere. The following further adjustments are necessary to
arrive at an estimate of United States apropriated funds needed:

{In millions of doliars)

At 1919 19560 gysl  ges2 Total

s , 058 3,462 2,777 19,4244
Range of net deficits (item3Labove)...... v eis b o uﬁ' to

Add German bizone Needs from outside

30 12 “00
=il 2O 5P
£ -4 0
-321 2to ¢
—520f ~4,105

13s | 542 tn . 5] o
1Y 4% 38 %0y 17,758
It is to be expected that favorable price and other factors will reduce the cost
of the program below the hlﬂ er figure i the range of estimates. However, it
would he unwise to count on the full measure of price declln% and other favorable
factors reflected fn the lower flglure The estimated 414-year requirement is,
therefore, $17.000.000.000. This lies between the high and low estimates and
would cover somewhat more than gwo-thirds Of the contingencies which are
reflected |y, the range.

The Cramsran. Mr. Webb, will you agree with me that due to the
necessary imperfections in the estimates on our foreign-aid programs,
due to the shortness of time in which to prepare them, that it becomes
necessary that we lodge the largest discretion with an administrator
of the ERP program There is no alternative to that, istherel

Mr. WEBB. | think wide discretion will berequired.
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The Cramsan. So that, if not the Congress, the director of til e
program will have to exercise his iudgment as to what can and what
should be spent in the fiscal year 1949. Isthat not correctt o

Mr. Wess. Under our system, Senator, as you know, the adminis-
trator, or whoever is responsible for those funds, must come forward
to Congress with a plan as nearly complete as he ecan make it and
justify therequest for funds. )

The Cuamryman, You are talking about the mechanics of the fundt

Mr. Wrss. Yes, ) i i

The Cnamraan. | am talki n% about the range of the director's dis-
cretion. His discretion may Dbe upset by the C°'§l'°§*§ it m,, be

proved by the Congress. IYIo may receive additiona directions {from
the Congress. o

Mr. Wesn. That is right.

The Cramaran, But under the nec structure of the ERP pro-
gram, due to the fact that what ni ght be called firm estimates are
Impossible and due to.the necessity for haste, the director must have
a wide range of discretion as to what to spend during the fiscal year
and where fo spend it.

Mr, Wess. | think so.

Tile Cuairyan. Is that not correct

Mr. Wess. | think so. ] ) _ o

The Cramaan. So that there is a field where either in tile hands
of the Congress or in the hands of the director there is a possible wide
range for adjustment.

Senator MArTIN. Mr. Chairman, may | ask a question?

The CaARMAN, Yes, Senator Martin. _ _ _

Senator Mawrtin. Mr. Webb, as | understand it, there is now quite
alarge sum that might be considered for European relief that comes
under the budget for the armed services. |sthat correct? .
~ Mr. WEBB. There is an item that is called government and relief
t|Jn é)ccupied territory which runs to around $1,250,000,000 in the 1949

udget.
_ Senator MartiN. Could you give us that set-up-the amounts used
in the various countries? ) .

What | am getting at, Mr. Chairman, | think the Congress and the
people of the gnite_ States are entitled to know tile over-all total that
wilt be used for relief and rehabilitation of distressed countries.

Mr. WEBB. Yes, gir. We can furnish you with that information.

(The information requested Is as follows:)

TaBLe V.—Estimated foreign-aid expenditures, by countryand purpose
(fnmiition: of dollars]
Fi sc1948S Fiscal 1949
Program by countri es | | o

Relleff srue  MHE ol

1. PRESEINT
1. Rellef assistanco {0 war-devas.

tated gOUNtrles ... et ea s } 60)
(71} T [ PR, 24

Auswdas T 180 l ........ | 1&
Chirg........ 7 7

hi
Not distribute
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TABLE V.—Estimated foreign-aid expenditures, by country and purpose—Con,
{In millions of dollars)

Fiscal 148 Fiscal 1949
Program by countries Reeon- Recon.
strue- MU Total  Reser stw- Tots

1. PRESERT--con.n.

9. Foreign interim aid) .. 375 3nH
1953 19
Fg?no 925! 1255
Austrla . 39
. 1003 16
3.occupied aress............. ég;o
Jermany. 628
Avarnas J8 Qo 1
an
107 137 125 12
- [0) —0 ; ‘
4. Bxport-Import Bank ............ 736
Loans presently authorized:
eﬁn me\{'lea 1382 97 97
L, 500 150 160
14
25
5
202 2
8
105
8
32
Iulr‘key, L. 32 . 18
T T SO, 22
'":’__. i 1% 14
dl 18
il ¢
Umllstrl uted - 26 2 2
New autharization. 67 325M 328
Repayments andl other ad-
Justments.. .. oenoeennnnn. -202 —158|...... | =&
8. Britishloan: United Klngdom I PR 1,7 0
\. Ald to Grecoe and Turkey....... 88 19000 275 37 82 19
85 120 37 52 89
?urﬁey .70 2?5 30 30
7. l‘hlllpplnorehnbllltatlou Phillp-p-
8. Pﬁ’m I waf'd """ €. Philip
pin m) no ...?ila% ........ p— A t . 5. ... 123. .. 123

9.1 "
Q}Efna(tr%SF d_sﬁz"fw %mc‘gl'ﬁ

10.UNRRA...

Vkm nfan. o
ugoslavia |

Subtotal,
1017 2618 1900 4722 047 it} 82 2,47
Beo footnotes at end ¢ table.
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TanLs V.~Estimated foreign-aidiexpenditures, by country and! purpoge~—Con,
{fa millions of dollars]

Fiscal 1048 Fiscal 1049
Program by countries i Recon- MIL, Reconc, Tota
i s?irgﬁ- | h\rya Total ™
I1. PROPOSED
) = 300 500 .aio.... 4,000 ... 4,000
P A,gqeeéﬁfﬁéqv?w_rzrp_g_r.am.i-_-;-..' ----- G .0 e B MR o5
3. Aid to Greecr and Turkey (divi-
ff&" between, countries nor vet
ided) ..o I loeeaenen ce 1800 150
g.- Alﬁ'iltOA’I‘ﬁoslle,, it B - Lo e eeiienn 2 1 LRl 13
. A T mili o
L!fiorrll (div%f)‘n“bdw cm ries
N0t Y&l declded), svvavvn voens ceeeeneneneaene. 2 2feen
8. Far-ow rwj)nslru tion (dlvl.
sion een Japan, ngrgja. and .
Ryukyus Not yeg decided)” ., | I | 25 L I S 175.. .. 175
Subtotal,
grams... 2 541 403 4,190 IR 4, 7811
xisting vogram .- 1900 4, 72M 1,547 7183 82  2,34M47
4 Qrandtotal ., ............. 1 ores ., 192 53166 683 .0 240 7,098i;

i $300,

] &)ﬁ’rﬂ?i‘/‘{nm;%%wn below aregn ferms ofestimated shipments for period Apr. 1, 1048, thrugh Jung 30).
10 expressed (w prices  e(July 1947,
aliadjustments shown Delow Werg made for pl
nnagoed {rom pre-E R souroes, and timo !
?_o‘e_een roken d

Toget toestimated expenditure. lotal for enfire Drograny, 1 overagteaVlu
. 3 pe line hipments
agbetween shipments and pa)'/'r'ne%‘t's.m%flllsé udllua(igbﬁln 53 h{ﬁ(‘lf.e

lown” by countries, SOthat expenditure estimates foreaChcountry are not avalable at this

) Qermany (EXCIUSVE of GARIOA)........... -
Total shipmentsat Jul 5 prices.....
1,% Plus: Price incrgese sinceJLYIy‘%‘é Y AT &?522

Koty
avines 8 shionln~ ___ ... .. 100
L. Tlg%‘; tex) Beteeen sHipment aud
3 Fnteripe j‘-‘?’;ﬁ'm{ﬂ'ﬁf Shipments-a: ™
T3 e~ ‘rompre-ERV sousces...

. 1,700 Net expenditures................. 4, o

The Crranaran. Mr. Wehb, on housing, when you appeared before
the House Ways and Means Committee, did you not testify i1 sub-
stance that the figure which is in the President’s budget vas neces-
sarily o rounded, rough-estimate figure because nt that time the
detailed statements had not been prepared?

My, Wess, Which figure was tfmt% On the housing figure?

The Cramnman. Yes, . o

Mr. WEBB. | believe that iss0. My recollection is that | used an
estimate of about $150,000,000. Is that the igure? Oram I thinking
about a different program

Mr. Reeve tells me that the testimony at that time was that tile
figure of-yes; | used the figure of $150,000,000 in 1952. That is
correct,

The Cuairman. Did you not testify, in effect, that you could not
put a sound estimate on the whole programthat was in mind because
the estimates had not been prepared?
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Mr. Wens., That is correct. That is a projected program.

The CriamkaaN. And because it is projected, or at least despite the
fact that it is projected, you did not have the basic trench-digging
estimate work in hand to give a reasonably accurate fi ure so far
as the field of housing is concerned, under the President s program ?

My, Wenn, That is correct.  And in the meantime the President
has submitted an additional message which was the item | referred
to this morning.

The Cuamman. | wish he would stop that habit.

Now, as L. understand it, the President’s budget has proposed ex-
penditures in it of approximately 5.7 billion dollars, which will
require authorizations as well as appropriations; in other words, they
are beyond existing functions of Government. Isthat correet?

Mr. Wenn. Yes, sir. That is right.

The CiairMan. So that there aso is a field where the Congress
will have considerable leeway so far as its judgment of the poﬁci&s
and necessities involved are concerned.

Mr. WenB. They have complete discretion, Senator, to adopt it
or not.

The Cuaryax. Something you said a while ago, | do not believe
that this would be your fina conclusion, | gathered that you were
rather inclined to believe that if we adhere to the desirability or
necessity of a program we must, at the same time, close our eyes {o
possible waste in that rogram.

I reached that conclusion because you disassociated, in the course
of your statement, these grand international and military objectives
and then finally you reduced the possibility of savings in pay roll to
a billion dollars, and under your theory that will result in a very
drastic reduction in pay roll with possible impairment of function,

Cannot the pursuit and elimination of waste, go hand in hand
with the declaration and achievement of fine objectives?

Mr. Wenn. | think it should.

The Cuamrman. In other words, it should apply to our foreign-
aid program, it should apply to our military program, it should apply
to every program that you have mentioned that involves such large
sums of money.

Mr. Wenn, T think the great problem of making government really
work is to find a way to do the things that in our democracy the Con-
gress approves, efficiently and economically, so that we have the sup-
port.of people rather than criticism on small matters.

The CnairmMan. So that in our search for waste we are not pre-
cluded from looking at those with the grand objective, as well asthe
old routine functions of government. |s that not correct?

Mr. Wean. L think you should examine them very carefully.

The CramrMan. | assume that you believe that this budget is ir-
reducible, but that you have also conceded that the Congress might
not consider it so and might consider that there is considerable waste
al the way along the line in @l of the mgor fields of governmental
activity.

Now, what are the funds which are unobligated, carried over into
fiscal 1949, which do not reflect in the President's estimate of ex-

penditures?
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Senator Tucas, Will you repeat that last question, Mr, Chairmani
The Cuamnman, | believe there are some unobligated funds which
might, under authorizations and approprintions previousy made,
be expended in fiscal 1949 but which do not reflect in the President’s
expenditure budget. | am trying to %et the magnitude of that.
Winn, Senator, or page 212 of the House Ways and Means
Committee hearings, | inserted a table giving tile balances available
E.%/ agencies, including tile loi:isluti\'o,judICIaI,, andlekecutive branches,
showing the obligated, unobligated funds, and the balances on July 1,
1948, which woulla expire and not he available in 1949,

The Cuamman, What T am asking yov is. what part of those obli-

¥nnoxx)\‘sbr?1)ave been omitted from the President’s expenditure budget
or 19

Mr. Wenn, The July 1 balances that have been omitted are those
which would expire af the beginning of the fiscal year, and could not
be S{Jent in that year. ) ]

The CramsaN, Are there any which would not expire under the
terms of which the President, in his discretion, could make expendi-
tures in fiscal 1949 which expenditures are not reflected in his budget
for fiscal 19491

Mr. Wensn., We. have filed with the Appropriations Committees
rather complete sets of tables—I believe they run to amost a hundred
pages—which show the details of all those funds. "The Budget itself
carries expenditure estimates to be made from all funds, including any
which may be carried forward into this year.

You understand that each one of these, that is, whether or not it can
be obligated, is determined by the specific law which sets up the fund.
_ The Cimammax, | understand that completely. So what | am put-
ting to you is, which of those unobligated funds which have not ended
by terms of law by fiscal 1949, if any, have been carried over into the
lI)Dr&si?dent's expenditure budget for fisca 1949 and which have not

een

Mr. Wenn, Would you like me to supply you a table for the record

The CHAIRMAN. Yes, ) ] .

Senator Tarr. Why would you omit any expenditures that you think
are going to occur, from the President’s expenditure hudget

Mr. Wenn, There are no expenditures omitted. The Senator is
referring to funds that will be unobligated at the end of the fiscal year.
and which may be obligated inthefollowing year. He isnot referring
to expenditures.

Senator Tarr. He asked you whether you omitted any of the ex-
penditures under those funds in your expenditure budget, and | say
why should you. ) ] )

Mr. Wesn. | do not. | saidbefc vou came in that no expenditures
were omitted from the budget.

Senator Tarr. No probable expenditures. | suppose some of these
funds might be spent more freely than you think they are going to be,
might they not ) . .

Mr. Wenn, The budget is the most redlistic and complete estimate
we could make at the time it was submitted.
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The Cr amyan. May we then take it asa firm nssuranco that there
areIno unobligated funds that would not extinguish in fiscal 1948,
that this will e expended in fiseal 1949

Mr. Wenn, Let me look at this table for a moment.

The Cratizstan, All cight.

May | make myself alittle bit elear. If you have not put, in the
President’s budget unobligated funds carrying, over from the previmi
fisca year, which you intend to spenc i fiseal 1049, it is perfectly
appurent that you expenditure budget for fiscal 1949 is grassly dis-
torted,  Now, I am just trying to find ont which of two things is true:
Either that there re no obligations of that kind going over, or that if
there are unobligated funds of that kind going over hat they will or
will not. he spent. in fiscal 1949

Mr. Wenns., Senator, the hudget does not normally carry every detail
of the obligability of funds. It, curries the appropriations and it
carries the expenditures to e made _tinder those.

Now, here nren grent many details of just when funds expire. Wo
have ipplied a complete statement of that to tile Appropriations
Committee, and I have it here.

The C1 matan, Mr. Webb, | think you are on rather shaky ground.

Senator ‘Tarr. Why do you not aaswes the question, Mg, Wakk?

The Crramaran, Joes not your expenditure budget contemplate tile
(-.x\um(li(ur(-s that you are going to nake in the fiscal yearty

Mr. Wenn Yeo, sir,

The Ci m ranx. Then would it not include nnobligated funds that
passed over from the preceding fiscal year

Mr. Wenn, 1t would inc ide any -

The C amman. Then we should expect to find those in the estimato
of expend itures, should we 10t.?

Mr. Wens, Right. And they arethere.

Tho Crramyan. And if we nssume that they are not in there, then
we have had what is the equivalent of 4 Executive resci ion Of the
amount,

Mr. Wens. Let,me ask Mr. Lawton to answer that question. Ie has,
prepared th it table and has been in this work for many years,

Mr, awron. Some of the presently available funds will carry over
for expenditure beyond 1949,

TheCramyan. | am not talking about beyond 1919, T ar talking
about 1049, I will come to beyond 1949 later.

What is the earry-over of unobligated funds into fiscal 1949 which
will be spent in fiscal 1949, and which do not reflect in the President’s
budget of expenditures?

Mr, Lawton. | do not know of tiny that do not reflect in the Presi-
dent's budget.

The Cuamaan. First, will you give ug a table which will make that
ve y clear?
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(The information requested follows:)

Tante Vi—Relationship of estimaled expenditure authority to eatimated erpendi-
tures, flscal gear 1939 (based on the recommendations in the 1939 Budget)

[0 mtlions of dolkus)

Dispasition of expettd{ture
maflability -
Estimated |77 T I‘”"‘”‘
N . mnemus . . etfmnted
Rource of expenditure availability avarhble | Estinated P'::llwul‘h;l IO
for 1919 expendi avallable | BOT vl
tures in atter June | tbleatter
BN
General aud speelal acconnts, otlier than statutory
public debt retinanents:
Approprintions for thoe f'mr:
Kpeeifte approprintions recommended to Cone
[ L3 N . 21,581 20,004 3,607
Indefinite  appropriations  tecommended  to
Congress, csthmate . 3t 30 10
Suppletentol appropriatiots to e recom-
mended to Congress, tentative foreenst 2T 1,643 465
Permanent appropriationx under existing law, |
ostimate... ... e e e e 571d 54 S s
Subtotal, nppropriations for the year. ... .. 32,781 8, 364 LN . paX)
Other authorizations avatlable: I N o | ’
Reappropriations of balanees, not otherwise
avallable, recommended to Caongress 1 1
Appropriations for 198, to be fuunedintely
svallabloand used ot .. .0 0 7 w0 o .
Balance of authorizations to uge publie deht
receipts for expenditure, estimate ... . L 280 ... L 2610 (.. . ...
latance of appropristions aleeady enactod,
avatlahle for oxpenditure, estimnte;
Obligated 721 5,378 1L,AR 5
Unohligated . e e .- 2,070 615 1,51 0
Balance of anticlpated sup}ﬂunmuzn apphropria-
Hmlls for 1848, nvatiable for vxpenditure, esti-
mate:
Oblliated .0 L0 L 847 R1p AR -
Unoblignted.......... 0, 000 3,70 e .
Total, general and spectal acvounts. ... 51,508 AR, 085 ny
Checking accounts with U, 8, "Freasurer, other than | | ’ N
cancellation of Government corportion notes:
Cash balance In checking accounts with ‘Treasurer,
"ofﬂmmci.......i,bb ..... T diriis etimaie 0“)”1) a3 1L TR
alancs of unussd borrowing authority, estimate. .. 0
Inercnze (n borrowing authority, ostinate.......... ' w} 89 8,01 1,038
l(epﬂf"ll‘l\h of horrowing, not'affecting botrowing
authority, estimato. ...l T30 130
Total, checking accounts with U, 8. Treasurer. .. 10, 403 113
Qrond total. oo oennnnn.. eeevvemeeneeneeeee] OG0T G0,060 | 2037 | 1,47

¢ This amount consists of a $2,640,000,000 batance of an authorlzation treated asa publie debt transaction,
,600,005,420 of obligated balances In appropriation und fund accounts, and $908,157,208 of unuhllgulc«(
a.klu)xgs l:\ ppropriation and fund accounts.

uct.

Nork.—The foregolng tablo excludes the appropriations, balances, and expenditures for statutory publie
debt retirement:

Permanent appropriations for fiscal year W49 ... ... teetmmccennronsss vee $024, 703,000
Appropriation and fund balances brought forward, availablo for oxpenditure in 1019, .. & 957, (S0, 81
‘Total available in 1040 ... aeneressaness 6, 581,843,631
Expendituro for statutory debt cment {n 194 .- o4, 763, 00
Balance available after June 30, 1049. ... etetteaantieiaeaaae, . ... 5,937,080, 631

I

Tho foregoing tahle also asof July 1, 148, In explrod accounts, estimated
at $625,330,507. Ualances In expired accounts are availablo for expenditure ondy tn paymeut of obliga.
tions which were fneurred iy the ,)tlor year or years for which the appropriations wero made: therefore, no
expenditurcs are estimated from these unobligated bal, "o led bal such

will automatically be carried to surplus on June 30, 1049, end Junb 30, 1950,
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The Crramsan. Second, if thern were nny such, which do not. re-
fleet in the President’s budget, expenditiive budget for fiseal 1949,
may we nssume that that money wi,l not. he spent in fiseal 19492

Mr, Lawrox. That is right.

The Criamesan. As nmatter of executive policy? s that vight ?

Mr, Lawrox. That is right.

The Ciamatax. You will furnish the data?

My, Lawron, Yes, sir,

Senafor Barkrey, What is the teechnieal definition of unobligated
sum?  We approprinte money, Sometimes it expirves at the end of n
fiscul yenr, ‘( is no longer available, it eannot. be obligated after that
date, 1t goes baek into the Trensury into the general fund.

Other approprintions go over beyond the fiseal year in which they
ave made,  They may go fora yenr or 2 or 3 years., "T'he string out. over
a period of years. Which eatogory of obligations or unobligation do
those two situations come into! :

Mr, Lawron. An appropriation that is made for a fiseal year must
be obligated within that fiseal yenr if it is to bo spent at. any time.

Senator Bankery, And that obligation takes place by the executive
depnrtment ¢

M. Lawron. Yes, sir.

Senntor Barkrey, In fact, it might entirvely Inpse if the exeeutive
department did not. obligate it or spend it, or obligate it for expendi-
ture in_that period,

Mr. Lawrox. That is right.

Senator Barkrey, 1Cmay not be expended in that year, but it must
be obligated?

Mr. Lawroxn. The averages of appropristions are approximately
seven-eighths of the appropriations expended within the year, but
they must. all be obligated,

A great many approprintions for public works and some for other
genernl purposes, speeifie legislative purposes, are made on the basis
that they are available until oxpvmlmll. Those appropriations do not
have to be obligated within the fiscal year. ‘'hey do not expire for
obligation, but remain available for both obligation and expendi-
ture until the appropriation is exhnusted,

Senator Lucas. That last type, that is in line with what the Congress
has said you should do.

Mr., Lawzon. That is right. The_appropriation act specifically
states that it is available until expended.

Senator Brewster, There is one specifie illustration that may per-
haps bring this out. The approprintions for construction of air-
ports, in which there was an authorization of, T think, around 50 or
60 million dollars, which the President last fiseal year revoked and
said that none of it should be spent durving that year, was all carried
over.

Now, you estimated in this year, in this year's budget, I assume, the
expenditure of much of that fund, did yout

Mr. LawroN, We estimated the expenditure of funds for the con-
struction of airports for the Federal airport aid program. We esti-
mated expenditures from obligated balances of $15,000,000,

Senator Brrwsrter. Do you have the figures as to how far that es-
timato has been realized? My information is that it was very little.

72005—48——86
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Ou of $756,000,000 that has been authorized so far, only $13,000,000 has
bee obll_?ated to dute, SO that it seems likely that very little of that
woney Will be used thiscurrent fiscal year.

Do you have the figures on that# _

Mr. Lawzox, 1do not have the figures here with respect to 1948 ap-
wuprimtiots, TS is @ .01 expenditure that | am referring to.

Senator Bruwstet. You have estimated for the next fiscal year

Mr. Ween. Of expenditures, Senator,

menaiop! l%uu\’a'lt‘!m.'- Yes: l]; Qnde{ St;’;\n

~untor Tare, Puge A3 O the Budget. . .

Me Liwron, We Ve %‘!‘Qﬁ_é}i_edlmlffnggsiono will be spent in 1g49.

nator 3xxwaver, When was that estimated

Me Lawrox, [hatisincluded in tile budget. _

wbijater Brewwrna., The |atest testi mony we have is that only $13,-

wiil bt abligated up to this past month, which would make it
v Vooidhoult to st ad 21,000,000, would it not?

Mr. Lawron, it aybe. L havenot examin  that program recently.
But there do remain -i wonths for obligation and expenditure within
the | ar.

senntor Bupwsran, T understand, ) .

Senntor’ BagkLey, What hul)pm\a in this case, We ?Fp[oli]l:lr"ﬂ‘m a
lot of money for flood cantvol for th. fiscal year 1048, The Presidont,
by Executive order eliminated wlot of it nd then restored some of |,
Fut it has not all . sen restored,  What happen to that spedfic ap-
propriation for any particular flood-control project that tho President
ay Executive order eliminates  Does that expire at the end of the year,
or does it go over inta the next yeur? _ _

_Mr. Lawron, It continues availahle until expended, The President
did not eliminate tile expenditures; he delayed them, _
f Selznator Barxrey, And it may be obligated during the following
iscal year . . .
1\1,-,yLA“~r(m, It mpy be obligated and spent during the following, or
severa. following, fiscal years. _ ,

Senator Barxury, L0 view of his order postponl.nﬁ or delaying, it
could mnot bo “.)liﬁnted in the fisca year for which approprinted?

My, Lawrc g, That was the purpose of it; yes, _

Senator Byrp, Mr. Lawton, the budget is entirely on the expendi-
ture basis, of coupse, , ] o )

Mr. Liawron, i‘he budget includes, in submission both appropria-
tions and expenditures. The figures that are normally referred to, the
30.7, is an expendituce figure, _ _ o

Senator Byno, It has nothm_P to do directly with authorizations ot
obligations or anything else. That is the amount of money that you
estimate will be spent, actually spent, out of the Treasury within the
next fiscal year.

Mr. LawroNn, That is right, . ,

Senator Byro, That jg an expenditure basis entirely.

Senator Tavr, In making an expenditure, do yon therefore inelud.
(1) what yoy estimate will ho Spent out of a now appropriation; (2)
what you estimate will be spent from funds tﬂat have boon obligated
before the 1at of July but not paid out; (8) thi..gs that you estimate
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will be spent from appropriations which carry over, even though they
have not been obligated? |s that right

Mr. WeBB, Yes, sir. )

Senator Tarr. Expenditures items are made up of those three sepa-~
rate items. Are there any others?. ]

Mr, LAWTON. There are expenditures, of course, from the checking,
account of corporations that enter into the budget on the basis of cor-

orate authorizations for expenditure, and there are expenditures

rom authorizations for programs which are treated as public-debt
transactions, such as the British loan and things of that sort.

Mr. Wenn., And some, what we call no-year appropriations, that
carry forward, such as the pubic debt.

Senator Tarr. That was included in my third category. )

The Crniamraan. Has there been the dightest doubt in'your mind as
towhat | want? )

Mr. LAWTON. No. Senator. What you want isthe amount of unob-
ligated funds that caine into 1949 and that will be spent in 1949, and
whether or not there are any of such funds that are omitted from the
bud{;ﬂ that are actually expected to be spent.

The CHAIRMAN. Right. _

Senator Tarr, In estimating those expenditures, do you ask the
departments, or do you estimate on a percentage basis what percent
of the approprintions are usually spent! How do you get those esti-
mates for expenditures? - .

Mr. Wenn., They differ with the differing programs.  We do utilize
al the information that departments have. But we have, in our Esti-
mates Division, men who have had broad experience with things like
these big public-works programs, and we make our own estimates of
the expenditures.

. Looking at the broad program, you usualy can do a much better
job than 1f you tend to add up the individua items that go in it.
So we utilize both types of information.

Senator Tarr. You take akind of a Gallup poll?

Mr. Wenn, No, sir; not exactly. We have developed some criteria,
Senator, that have been very helpful over a long period of time in
judging the amounts that will be spent.

I might say that that is a difficult problem to handle with the heads
of the executive departments when we try to make our expenditure
estimates completely realistic, and they “feel that they can maybe
move a little bt faster. _ _

The Cramryan. Mr, Webb, if the President's supplemental request
with respect to the 1947 budget had been met by Congress, how much
would the estimate, the Presidential estimate of expenditures in the
fiscal year 1947, have been exceeded?

fr. Wesn. Let me seeif | have any figures here on that. You mean
for the fiscal year 19479

The Craryax, Fiscal 1947, _

Mr. Wens. No, sir. | do not have anything as far back as 1947.

The Cuamatan, Will you take the [ist of the President's cupple-
mental requests thgt weré not embodied in the budget, as presented
for fiscal 1947, and put them in therecord, plenset

Mr. Wrsn, Yes, Sir.
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(The information requested follows:)

To furnish to the committee the information requested, as to the amount by
which the President's original estimates for 1047 would have tcen exceeded had
all supplemental estimates req tested by hint been enacted, will require a detailed
analysis of each supplemental request for that year. This analysis has started,
and “the committee will be furnished with the tnformation at the earliest pos-
sible date.

The analysis referred to Is necessary because the budget for the fiscal year 1047,
submitted in January 1946, contained (1) estimates of expenditure based on the
specific recommendations for appropriatlons set forth In that budget and carry-
over balances; (221 a lump-sum estimate of expenditures front anticipated supple-
mentals to be submitted at later dates; and (2) estimates of expenditure basedl
on proposed legislation for which supplemental appropriation estimates would be
submitted following enactment of the legislation.

The supplemental estimates actually submitted must be analysed to determiue
those that fall into one of the foregoing three categories, those that involved
restorations of cuts made by Congres 11 items included fn the budget, and those
that were for purposes not_contemplated wWhen the budget was originally still.
mitted. This littler class will represent the President’s proposals for additional
expenditure above the uloUNt originally contemplated.

The Cnnamarax. What is the situation in that respect as to fisca
1048¢

Mr. Wenn. | supplied n table to the House Ways and Means
Committee with respect to the 1948 budget.

The Cuamrman. May we back up)so that | can ask you what was
the expenditure estimate for fiscal 19481

Mr. Wenn. Originally submitted, sir{

The Cuamyan. Originaly submitted.

Mr. Wenn. $37,528,000,000.

The CrzammyMan, Then how much woul that have been exceeded
had the President’s supplementals presented. during that fisca year
for exponditure in that fiscal year been granted?

Mr. Wesn, | will have to furnish that. | do not have a list of all
of the supplementals that were submitted here.

Senator BarkLEY, You assume that none of the supplementals were
carried in appropriation{ ) . . .

The Cuairman. NO; I am asking for the information as to tiie
requests made and asto if the requests had been granted how much
the expenditure budget of fiscal 1948 would have been exceeded.

(The information requested is as follows:)

Millions
Estimated expenditures iy 1048 budget _________ o . 437, 528
Estimated expenditures against supplementals (total) ____.___  ________ 1,945
1. Amendments to the budget through December 1947 (met). $1,044
2. Anticipated supplemeritals 0 be considered by 2d sess,
80th CONY wco e . o 901
Deduct expenditures against supplementals submitted to restore cuts by
Congress lit the estimate ot $37,528,000,000 {n line 1 above.....c...._ - 857
Estimated additional expenditures (N€t) ..o cccmmcccmceae 1, 088
Total expenditures it g11 estimates were enacted _____ ... 38, 616

Senator Barkrey, | think you ought to include in that table the
amount of supplementals that Congress approved and appropriated

money for.
The Cuiamatan. | have no objection to having that included.
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My, Wenn. T can give yvou the total of the supplemental. This is
1948. T can give yvou the total of the supplvnwnln‘s submitted by the
President, and the total is £3,116,120,000, rounded off.

The Cramyax, During the fiscal year 19181

Mr. Wens., Yes, sir,

The Ciraiesan, And those represent requests made after the orig-
inal budget was submitted?

Mr. Wenn, Yes, sir. Some of those were included in the original
request as anticipnted supplementals,

The Cuamaax. Can we have a figure on that, as to those that
came then and those that came after the original submission?

Mr, Wenn, Yes, sir,

(The information referred to is as follows:)

Tanry. VH.—-Summary of supplemental appropriations for the fixeal ycar 1948,
recommended 1o the first segion of the Eighticth Congresa and the amounts in-
cluded az anticipated supplemental appropriations in the 1948 Rudget, sub-
ntitted in Januwary 1947

Recommend.! Antielpated | Excessoftee.
od to Mith fnthe 1018 | ommended

Agency Cong,, Ist budeet over antlel.

0SS, (table 10) pated
Legisistive branch $7.559, 703 47,499,913
The Yuliclary . . 1,835 40 1,835 40
¥xecutive Office of the President 120, 049, (00 -5§2, 279,000

Funds appropriated to the President:

European interltnafd ... 167,000,000 1. 597,000, 000
Assistanoe to (ireece and Turke ... 400, 000, 000 400, 000, 000
Tieliol assietance to war<levasted countrics 350,0m0,000 || 350, 000, 000

Surplus property, cure and handling overs 75,000, 000 85,000,
Defense md liquidation .. . .- 700, 000
Independent offices ... ... 157, 402, 100
Federal Recurily Agency. —49, 430, 261
Federal Works Ageney —10, 236, (N0
Department of Agriculture 9, bR, A, 058, 900

R:;erlmem of Comninerco 104, 191,000 39, 1R3,
partment of the Interior 45,010, 500 45,019, fon
Department of Justice. . R, 740,000 R, 740, 000
partment of Labor ... &, 400, ™0 2, W00, 660
Post Office Depurtment 162, 384, 100 162,384, 100
Department of Siate L 340, 881 86, 412, 000 —3,102, 118

Treasury Depart ment 187,270,000 | 31,643,000 | 155,508,000

Setalilieh

ary t
Ofice of Secretary of Defense. . ...
Department of the Afr Foree
Departiment of the Army
Department of the Navy
District of Cotumbia .
Qovernment corporation 39,400, 000
Reserve for contingencics. . - 25,000, 000

L.t iees ettt 'a.umm.ﬁ' 723,301,500 | 2,392, 735,053

WX 180, 000
710,40

1 This minus figure is due to a requested reduction of $20,750,000 for War Assetz Administration and
$33,000 for the Cotineil of Economic Advisers in the estimates recommended fn the 1948 budget.

The Cnaeyan. What Presidentinl requests have there been since
the budget for fiscal 1049 was submitted that are not included in the
original budget for fiscz1 19497

Mr. Wens. Would you like Mr. Martin, the head of our Estimates
Division, to answer that, Senator{

The Criamsan, Yes,

Mr, Wenn, I would like to give you the hest information we have.

Mr. MarmiN. Senator, in the preparation of the 1949 budget there
were some items which came in too late for inclusion in the detail of
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the budget. We included, however, a contingency item in the budget
of some $125,000,000. The largest amounts involved eancerned 5?9
Post Office Department., where information as to the increase in mail
transportation’ rates did not become available until December o4,
There was a1 considerable proportion of the contingency item charge-
able to the Post Office budget. )

The Cuammaan. Doesthe original budget for fiscal 1949 reflect the
additional requests that are coming in for Greece and Turkey

Mr. MarmiN. The bud[f{ot. had $440,000,000 of estimated expendi-
tures, | believe, for other foreign aid. ]
r'l‘ko (')u.umum. That would , Korea, China, Greece, Japan, and
Turkey

Mr.yMARTIN. Yes, sir.  And the present estimate | think is $600,-
000,000, in view of the current developments.

The Cuamrman, Arethere any commitments, so far asyou know, for
assistance to South American countries, or to any countries to the south
of us, that have not comein yet?

_ Mr. Lawron. Yes, sir. There isan item covering a bill now pend-
ing before the Congress for military aid to South America, which has
not been submitte(f N

The Cuairaan. IS that an administration measuret

Mr. LAWTON. Yes, Sir.

The Ciramraran, It wasnot in the expenditure budget for fiscal 19492

Mr. Lawron. It was in. The appropriations estimate has not come
up yet.

! he Ciramaran, | am driving at the amounts that were not jn which
arenow covered by supplemental. requests. . )

Mr. MARTIN. There are very few, Mr. Chairman. The increase in
other foreign aid is an example of an understatement in the budget.
Most of the supplementals that were sent up in House Document 504,
which is about $3,000,000.000., represented items which were either
specifically set forth assupplementals to ?0' ng programs or as antici-
pat ed supplementals by one-line itemsin the budget.

The Ciairaran. You will give us for the record the exact overage
so far developed by the request for supplements fqr foreign aid or for
foreign military expenditures in connection with the budget for fisca
1949,

Mr. Ma min. Yes, Sif; thatisover and above the amount directly set
forth in the budget or included in our contingency item.

(The information requested is as follows :?

Estimated expenditures for fnternational aid other than the European recovery

program have ncreased $160,000,000 since the 1040 budget was submitted.

Senator Lipoas. M. Chairman, before you leave that inquiry——

The CHAIRMAN. Surely.

Senator Luocas. May X inquire of Mr. Webb or someone of his staff
as to how much Congress appropriated for items for fiscal 1948 that
were not included in the President's budget $

Mr. Wenn, We could supply that to you, Senator, _

The Cramman. | think that is avery relevant figure and might be
putin.

ee table 1X., p. 82.1 .
nator L,uo0as. l?(wou d liketo havethat for 1948 and also for 1949.

Nore.—No figures for 1949 are available since Congress has not completed

action on any 1949 Appropriation Act.
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| would liketo ask at this point whether or not you have compiled
figures to show whether we saved any money in fisca 1948 on the
recommendation of expenditures made by the President of
$37,528,000,000

Mr. Wenn., Semetor, we supplied to the House Ways and Means
Committee a statement of all changes in the 1948 budget which took
P_Iace between the original submission in January 1947 and the revised
igures in January 1, 1948, and indicated by short notes what had
brought about those changes. | would be glad to supply that same
statement for your record if you wish. _ )

Senator Lwoas. | wish you would. And if you can give me the an-
swer at thistime ]l would appreciate it.

(The information requested is as follows:)

Tant. VIIT—The 1948 dbudget—Comparison of estimates of Fedrerall budget ex-
penditures for thefiscal ycar 1948, as shown in 1948 budget documnents

Immillions of dollars)

19480 10400 .
Function and programs budeet bua4get Change Explanation
document document

National defense:

Atr and Army defense 6,820 6,204 l.un%lﬂ'. congressional action and
inability to recruit,

Naval defense..........c.cveeeenns Refleets enngressional action and
P d legidlati l)l:];wlrllprogramg. of authorizin
1OpOSECIEQISAION .- voevmeev e 192, '|‘ pa%gr miﬂtary an%

. naval public works.

Termina leave, stock-plling, and Unanticipated supplemental for

other. Pmny-o r of

stmk]-.nlllv 2 Aand
thlqm ation expensefom

‘Potal, National defense.......... Ll 10746 - g
International affairs and finance:

Reconstruction and stabiljeation:
Present programs.

Om'rurkuh ald (act of 275 New program_ proposed after
s January 1417,
Otherl. ... ... .. 2,459 Mainly {nerease tn withdrawals
undér loan to united K{ngdos
I se of higher prices it
Proposed legislation: dollar shortage.
Euragean recovery pro. oy New program proposed after
ram. o \Lanuary 1047, .
other ald legislation ........ Other forefeymaid programs, fn-
' cluding aid to China.
Forelen relief;
Interim afd (act of 1047).. ..... 3755 Nti\;lvnug{og,r%‘m7 propose after
10477, '
Post-UNRRA........... . 250) 272 Scheduledx mn';expendltures de-.
) ) 615 Jolayet10 10483
Army (occupied countries)..... 9983 Crop “failures abroad, Increasod
[)n.rﬁs and assu 'ptton of Brit-
sh dollar costs fOr bizona) area
of Germany. i
1281 272 -109 Mainly decline jn_estimate for

expenditures.
Other Intespationsl activities, n. UNRRA exp

clydine Philippine rehabjlitation.. .

PreSent programs..~.. 0 u33 7 ~50  Maifly OWRF #Ri8 of expend!-

tures Philionina rehabilita.
- or?Pngfam,.

Proposed legislation............. FUUTUUUURE 435 Manly for Uswlg\ war agi
claims and 'loan for United
INamons headquarters construe-
on.

Total, affairs

# and finance 3,5100 88333 +2.023

8ea footnotes at end of table.
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TABLE VIIIL.—The 1948 budget—Comparison of cstimates of Federal budget es-
penditures for the fiscal year 1948, as shown in 1948 budget documents—Con.

[In millions of dollars)

1948 1010

Function and programs budget  budget Change
document docutnent

Veterans' mvlm and benefits:
FEASONE et 2,402 2,088 -437
Insurance...  ........... 73 164} -+81
Readjustment benefits.............. 3462 331 -1

llosrlnu other services, and ad- 1.3185 1,071 -244
nistratlve COOLS.

Tot"al., veterans' services and ben- 7,343 -711
efits,
Socj atelfare, health and secutjtv:
Retirement and dependency fosur- 490 7677 +277
ance.
P §
Bifegecd comaion, 1o budsct:- b MW 4
Total, social welfare, health, gnd a4 L0 Taa
security.
H OUE[&QB‘HHQE{@H&HJGCIMQS ..... 2500 -89 -339

Proposed legislation, 194&udget... 14 -14
Other..ueeeeeeeneen eeeeaeeeas P -73
;I;%tlﬁllegousng and community 5399 113 _428
Education and general research........ 88 77 =1

Agriculture and agriculjural resousces: ,
Prrieo iupmﬂ, aupplp. and pur- 241 -

'Ammadis

Aennrattan

Other.. tos1 |l 881 —190
Tatal, agriculture and sgrieul- 1,881 ot 77
tural resources.
N?Mal resources not Primarily agrfeul. e +78
Transportation and n:
P%motlon of the Thereha It‘ ine. 204! 12, +124
Other ..cuieemeerannns reveneceonsnes 3,820 -0t
Total, ttansportation and eomn 1,0 3 43

munfoation,

8ee:footnotes at end of table.

Explanation

Reducnonl estjmate of
on _tgls and in averelge'":',:,’ffr
Pé& f fransferg lr} !mst 2""‘

demml from joe47

SaIp. deettie tn uncmn men
nomq l sVin € e lon

|”.§Blllt‘f 1o Ak hospiel ogp
T U SO’
COnSIrUCUOn COStS

A complete gea,
"p"'?'h“o#a road tax '.(:m"‘tc
fions to rallroa:l trust funds not:
enacted until 1048 3.
INGRASE tn P deral matchine ro-
mlm nis rants 0 Blates
for pu iC a55|s ance.

Majnly Teg reductlon. of RFO nur.
ofhome marteages g
anteed by Vewrans imiots

ch:
ption, (gw REGALS, o
u.t]jgrl,ty [t} 10 further eom.
Enammem of pendlng housing
1eg|slat|on delayed.
Net_chan: ange
gram esll mat‘es

NUMErous pry--

Redticion fn poropriations
rincipallv fof P rary
Congress; Clag In mnslmc‘

tion (Hloward University).

R outlays for agfkuluumh
ﬂfcﬁup fgk?@.cw@us« i
RSt 81,

sugar pliichased tn JUae 1047./.
Ma'”l deereased appm ﬂumms
for dminis

tra lonﬁﬂ(ﬁ@” econmvnuo
f} 1and-use Program

d control
M, nly '""f"*.'ﬁ,.'.:‘cﬂ‘?cw i

Elimination gy i \[g ll( e C m1
volvin ex-
ﬁ”ﬁﬁﬂ g?authoglty to operate
lvf'al ng/ reductions tn npl)topﬂs
1ons Jor vhgllon alds m&
Fgr prn‘f\‘/‘lsmn of avlfﬂlon facill:
tios.
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Tanre VIII.—The 1948 budget—Comparison of estimatessof Federal budpet e~
penditures for the fiscal year 1848, as shown in 1948 budget documents—Con..

{In millions of dollars)

) 10483 1049) )
Function and programs _ budget  budget.  Change Explanation
docuntent document
et T T and T T
Retlrement of matler War Plants 100 15 Retirement  estimated for 19483
ﬁorporatlon ital stock. was made In 1947.7. -
Other "present ;grafg)grams ............ 310 333 Net effect of Increases and de-
creases {1 varlous programs.—
Proposed legislation - ... ...cuunn... 10 24 2roposed” leglslatlon “fm 194818
‘budget for~Cansus. of BUS S,
in"1919 budget mainly for anti-
inflation program.
Total, finance, commerce, and 420 372 =54
industry. - -
| oo . 1183 97 21 Reductions In apprapriations
- - pnn(l:loally for  employmont
servico,
General government .....eeeveravacan-- 1,492 1,473 -19  REECES Teductions In appropria.
. tions and ‘adjustments,
Interest on thg public debt ............. 5,00000 6,200 +20 Mainly duo {0 higherishort-term
- = “interes rlnta? at}d paytmen; gr[
accrued Interest on “termin:
i feave ;ondscagﬁed by veterans.
Refunds of receipts..... 2,008 2,040 ~16 More recent esfimate permits
Reserve for contingencies 28 120 +93 R meeasotn 13 ane_giF
¢ for contingencies............... 25 U A" Post
B A e e

gafding foot-and-mouth discase
Sornurd] n Mexloo,
Total, budget expenditures...... 37,628 37,728 +200

Note.~Figures do not necessarily add to totals because gf rounding.

1+ Shown nticipated Jementa|, If 1 dget document.
%ﬁﬂ‘?ﬁ mﬁ@%g ;%Poﬁﬁ%gzé%%ume%%udga document.

Mr.d)?zgm Between January 1947 and Januarg 1948 the miljtary
expenditures were reduced downward from $11,256,000,000 to $10.-
746,000,000, or a reduction of $510,000,000.

The first item of the Army and air defenge was duo largely to con-

ressional action and inability ¢o recruit. I would say of that $322-
ﬁ?gTQ_m probably half of it was ""‘ﬁ’ to congressional action and half
of It to inability to recruit upto authorized strength.

I could go down through the two pages of this statement and give
you that kind of information if youwish,

Senator Tarr, That is printed in the House records?

Mr. Weps, No, sir.

The CnairmaN, |Sisabout two pages of records?

Mr, Xes, sif,
Squ‘ o VI o%‘l"d ou object to having it put in th d 1
v HAIRMAN U It put In the recor
r. I Wantl_iﬁt)%e reC(Jer if | may have it, Mr. Chairman,
but | would Tike to have the final answer on the difference befween the
President's estimate and what your records finally show that we spent.
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(The information requested is as follows:)

TapLe IX.—Ohanges (n the 1048 budget—January-December 1047
(MilllonspnsJ

Authorizations

Typo of change Newcons  expendie

Appropria- tract tures
tlons § authorlza.
tionwe
Janu BEE. .. oo aansmae et et a e e e nrnnnnan 31, 992 $1,842 37, 68628
Aa-rng\"/L?(.)nS du’ {6 Changes I [eCOoMMendations: ¥ $ 37,6286
%, Amendments t0the Budget through december (net) 1,0711 4083 1,044
. Anticipated ~ supplemental recommendatlons to be
considered by second sessionf Congress ............ 7,027 1799 1L
BUubtota).. . s icciiiciiietieiiciarer e eeeenn 0,208 o’ 1,9486
. RSMFBHI‘«'S. due to changes between fiscal yearand In program
'l.l T propriations delayed tOIM8 ................... 360 633
2. Transters of ex, endttur?s by Wﬁep fiscal Years ..o.veiciieinas 45
3. Changes {n estimates of outlook for Governmnent pro-
r%jm_ and revisions of related permanent and
ndefinite apProprialionS....eececssecesssccanenes 301 .. 518
Bubtotal.....aueiiicriiiciircerereceen e {1 PO . -210

. Revisions due to copgressiona action:
1. Red,ut_:tlolns {n authorizations which may be regarded

B8 ARV, . oees e eeieieiaiae N . -=1,601 ~-1,m
2. (a) Reductions in suthorizations which willi require
0 ets“i:( deICIency apPrOPIIationS..cuvesesssvas -1,074 l -0
(b) E?llma olfsets by _efic.ency 3, propriations
Or antlelpated con__act authorizations). ... 8877
8. Reductinns overninent COrporation expendit . ~38
4. geglsalom of ?ulhollutlonho earlier years........ . 1833
8. Substitution of contract authorizations for spproprias
RIONS. «.eveveessresosenrssansasnsnssensanasanscosalossosmaussss | 180 fomrenenn o
6. Increas 1483 211
BUDLOLAL. ottt ~-1,438, on —1,88
[ haing = e
Total, 1040Budget. . mlll 5631 37,1828

BIndides and appropriations to liquidat tract lons. Totals may not
ad z?arg%%la_uom ppropriati quidate contract suthotizations. To! 24

Mr. Winp, Do you wish me to pick it out now ¢

Senator Luoas., Have you not the total figures now? The Presi-
dent said he wanted $37,628,000,000. The Congress cut that down.
But | am wondering whether or not, after all if we did not spend %ust
about as much as tf'e President requested. Have you that figure

Mr, wess. The estimate shows an increase of about $200,000,000.
But there are many variations within thetotal and that was what T
meant to indicate here.

For instance, the foreign-aid program shows an increase of $2,000.-
000,000 in that year. Now, as to just which of those were initiated by
the President, and the particular modifications made by Congress,
would take some effort. .

1 could supply astatement without too much delay. )

Senator Byrp. That is the total recommendation of the President
for the fiscal 1948 for expenditure in fiscal 1948. That will give us a
basis to go on. You have atotal budget of $37,528,000,000 and sup-

plementa S.
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Senator Tarr. You gave as supplementa $3,116,000,000, That is
appropriations. How do you figure expenditures against those?
That: Iswhat L would like to get. )

Senator bynn, | think we ought to get first what the P’resident rec-
ommended in al, upplemental, deficiency, and regular budget. And
then figure against that what wag actually appropriated, and then see
whether the Republicans deserve credit for the economy or the Demo-
crats. | donot believe there ig very much economy in if,

Senator 'I'arr. YU said the President asked for $37,600,000,000, 1le
subsequently asked you said, for supplemetals of $3,116,000,000.  oes)
that include both tiie Iast session and the special. session, when it was
bout a billion dollars, and aso those made about for this current
fiscd year? Isthat rightf

Mr, Wens, Yes. ) )

Senator, the thing that is causing me trouble—

Senator Tarr. 1 at is a total of $40,600,000,000, whereas you are
actually going to spend $37,700,000,000. So we are going to spend
$3,000,000 000 less, it seems, than you estimated. Is that a correct
statements o

Mr. Wpn, Senator, some of thoseare duplications.  (See table VII,

. 77 ang table 1X, f), 82.) Thenthere ix another item which | am
Ea,vmg a little trouble with, and that is revisions of estimates under
going programs Which were not reflected by either Presidential action
or congressional action, such as estimatesof tile number of veterans
who would take certain amounts of training.

Senator Tarr, | can calculate this if you can reduce your Presi-
dential supplementa things to expenditures. My critidsm of the
argument | aIJust made to you is that the $3,116,000000,, I take it, is
supplemental appropriations requested, or isit supplemental expendi-
tures requested ¢ -

Mr. Wens, They are the appropriations. . _

Senator Tarr, We have no figure to shqw what kind of expenditures
that were contemplated in fiscal 1948. T think your statement, that
Senator Millikin originally asked for, ought to show that as to each
item broken down. I want to show how your expenditure budget for
1948 has been changed by all these things, your original estimate.

We have cut some of that down. You are going to spend $37,700,-
000,000. I do not know how much less that is than your estimate of
expenditures. _ . _

r. WV Irhave qn estimate in my hand that_starts with the fig-
ures Of appropriations tequested in J%nunr_y 1947 submit ion, whic
Was $31,202,000,000, Now, With aboyt 10 different changes, involving
both congressional actions, changes in estimates, additional submis-
siong by the President, we wind yp with total requested appropriations
of $30,813,000,000. o .

Mr. Weldon Jones, the head of our Fiseal Division, can give you
complete information about that statement, how it was made up and
the items in jt, if you would likethem to, Senator, i

Senator Tarr., YoU are confusing appropriatiQns with expenditures
again. 1f we are going to stick or expenditures let us stick on ex-
penditures, and reduce your information to that.
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Mr, Wenn, | can %1ive you the expenditure figure opposite each of
the appropriations also. )

"I'he expenditures start. with $37,528,000,000 and end with $37,727,-
000,000 m increase of $200,000,000. )

Senator "Farr. 1t would have been more than that if we had appro.
printed everything you wked for, and estimated in your estimate of
oxpenditures,

Wenn. That is rig rt.
Senator "Larr, That has been reduced. Who is responsibl  for re
ducing it
Seo table 1X, p. 82.) )
ator Byrn., You haveyour first recon  ndutio 0f $37,528,000,-
000 of expenditure, 1S that, correct?

Mr, Wemn, That is right. _

Senator Bynn. ‘T'hat.is expenditure in fisca 1048, Add to that all
the further recommendations of the President, not for approprintions,
but. for expenditure in 1948,

Mr. Wenn, That is right. )

Senator Bynn. I'nke tho total of that and then take tile total of ap-
yopriations anc see what the difference is, nll expenditures,

Mr. Wenn, I can give you that figure. Would you like it now?

Senator Byun. Yes, i o o

Mr. Wesn. Or an expenditure basis tile first 1948 budget submission
wits $37,628,000,000, Under amendmeonts to tile budget through De-
cember, includlngll both appropriations and contract athorizations,
additiont expenditures of $1,044,000,000—

Senator Bynw. |s that what the President requested 1

Mr. Wenn, Requested by the President. That is $1,044,000,000,

Senator Tarr, How could it be that? We had = billion dollars
aone in the special session for the European temporary relief and the
increase in German occupation. Those alone, without &l tile addi-
tional that came in the last session, and the more than half hillion
dollars requested in the President’s budget. o

Mr. Wenn. That is the next item on my statement, Thisfirst figure
was madé up, you understand, prior to the regular session. This was
made up the 1st of January.

Senator Tarr. | beg your pardon. o

Mr. Wess, | have here the second item anticipated supplemental
recommendations to be submitted to the second session of the Congress,
$7,027,000,000. ) -

Senator BYRD. Not for expenditure in fiscal 19481

Mr. WEBB. Not entirely.

Senator Byro. What we are trying to do is to find out what the
President recommended for expenditures in fiscal 1948, what tile Re-
publican Congress did toward authorizing that, then we can determine
%f tk;ere hasi been any economy and if there is who deserves tile credit

or it,

Mr. Wess. Let me giveyou that item on the expenditure basis, based
on both the appropriations and cont:. st authorizations.

Senator Byro, Do not mix it up with appropriations and contract
authorizations. That is very confusing to the public mind and to
everybody else. _

Mr. Wens, Those were the President's submissio: .
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Senator Byn . | understand. When ho submitted it he said how
much was going to be spent in fiscal 1948.  That is the figure we want.

Mr. Wenn, Add to the $1,044,000,000 a figure of $900,000,000,

Sonator Luoas, What is that for?

Mr. Wenn, The entire fiscal year 1948, .

Senator Bynn, All that money he recommended to b spent in fisca!l
1048%

Mr. Wenn, That is right.

Senator Bynn, Isthat the tota. of it! )

Mr. Wenn, Yes sSir; $1,945,000,000, ‘That isa total of-

Senator "T'arr.  ‘here are SOME nore in_ this session.

Senator Tuoas, Let usget the first session first.

Senator Byro, What is there going to be autwrized that the Presi-
dent asked to be expended in the fiscal year 1048 at this session?

Mr. Wenn, T'o mako this statement completo, L have to give you the
revisions due 10 changes between fiscal years, in program outlook.

T'he changes in the 1947 appropriations which

Senator Byun, First let us get he vrecommendations for new expen-
(llim'vs ii this present session to be expended in fiscal 19048, What ig
that

The Ciamman, Senator Byrd, would you mind if in addition to
what you have asked for, they did the same thing for fiscal 1047 and
48 and as far as we have gone, fiscal 190491 In other words, th Presi-

ont’s extension of requesfs fOr expenditures in those fisca years after
t gﬂorrlgmﬁ'. braget was submiou !
o Voenn Rish
(I information requested isqg follows:)

For 1047,7.0¢ statement on page 76,

For 1048, see tubles VIT, VIII, and X, pages 77, 70, and 82, .

For 1949, supplemental estimntes submitted to date gre Within the estimates
Included fn' he 1040 budget,

Senator Brewsrer, M, Chairman, before he leaves-l assume he
will be back in the morning?

I'he Ciamman, L0 the morning? . )

Senator Bukwsren, |llustrating "W point which you have made as
to certain elements of 'nﬁablllt‘j in this matter of egfimptes. | aSSUNR
even o does not claim ommiscience. | have been Tascinated by (he
variance in your estimates. | assume in the European Situation’ they
must be even more unstable because of the pressyre.

I have before me your budget of a?/ear.ago, in which there was ap
actual approprigtion of $45 goo,ooo or airports.  You estimated pp
expenditure of $4,000,6i0. Now | have the current budget, in WthF]
you actually spent less than $600,000 although you estimated

Yn other words, on an appropriation you estimated an expenditure
of 10 percent, you actually realized an expenditure les than 20 percent
of what you estimated. )

Meanwhile, you have gone b"th;"gi- ahead and have got now $77.-
000,000 appropriated and you are asking for $40,000,000 more. Y OU
estimate now for this curfent year, $21,000,000, although ayear ago
you estimated $30,000,000. . . ] o "

Inother words, | ¢hink it smply illustrates that it is very difficult
for you to anticipate what is going to happen in any given ‘situation,
certainly where any contingencies are involved.
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Mr. Wesn, That isright. | would be glad to give you a statement
on that airport program, Senator. )

Senator- Brewstrr, I Would like to have your current estimate of
what you actually expect now. You hav estimate: §21,000,000, but I
think you will find it is considerubly less than that if you explore.

(The statement requested is ag follows:)

Operating expenses for the first 7 months of the fi eal year 148, indicate
that the expenditure estlmate of 821,665,402 for the afvport program contained
int the 1040 budget t considernbly in excess of the expenditures which miey
now beoexpected to mntervinllze, ‘I tuntlon develops owlng to b slower
growth of the program than was orlginally anticipated.  Beean  of the many/
uncer tit ties  ttending the orogrammnnd in cons qu nee of the delay  brought
about through the necessity of major project o\'lulons: in accordnnee witl m
substantinl reduction in the budget requested for fiseal yer 1048, the- ex.
ecutton of grant agreement with  onsors ha  not procecded aslrapldly ns was
antlelpated,  Although grant agrecments tire heing excented, at thig thne, at
a rapidly nccelergting rate the end result will bhe a substantin  decrease in
expenditures for fiscal year 1048, Reexaminatic of the expenditur  estimates
In the light of the foregaing, facts indientes that probable expendituves during the
current flscal year will not exceed 812,000,000,

Senator Lucas, 1 think his egtimates lire about as close. perhaps,
as some figures from Congress,  But | would liketo go totl floor, 3.
Chairman—-

Senator Brrwster Not o1 _revenue. at any rate.

Tile Cuamnan, | would like to ask two brief questions. I'hent we2
call excuse the wit ness. _ _

We are about two-thirds the way through this present fiscal year.
Are your expenditures which have been made so far more or less
than two-thirds of those which you expect to make during the fiseul
year? )

Mr, Wenn, They areless than the two-thirds.

The Cuainman. Substantially less?

Mr. Weunn, Yes,

The Cuuamman, How much$

Mr., Wenn., Severd billion dollars.

Tile Cizamaran. Do you expect to make that up between now amid
theend of the fiscal year? » )

Mr, Wean, Yes, “There will be additional expenditures that occur
in_the latter part of the year, certain interest payments and other
things fall more heavily in the latter part of the year. .

Tile Ciramaran, Let me ask you this: In figuring your expenditures
what level of income do you adoptt

Mr, Weon, They are figured on different bases, Senator. The gen-
eral level that was used in the quﬁet were tile prices of August 1947

The Ciramsan. Those were high prices? _ .
hMr. Wens. Yes, dthough | believe they have increased some since
then, . .

The Cuaraan. Have they not reduced considerably in some areas?

Mr. Wnn.. | do not believe they have gone as far back as August.

The Cuamraan, So whatever the level that you take, that aso is
subject, to the fluctuations which occur after that.

r. Weps. That is n?ht. | pointed that out.

The Crramraean, |nother words, if prices wore to go down you would
not have to spend so much.

Mr. Wess, For thingsyou buy.
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The Criamyan. For the same objectives,

Mr. Wesn, But certain other items in the budget would increase
and tend to offset those.

The Cuamnan, That would depend entirely as to what the price
level_ js on those items,

Mr, Wenn, Things like farm-price support.

The Crrlmar N. 1€ you had a drastic price recession you would not
have to spend so much to accomplish the same. )

Mvr, Wenn) But sone other problems int the Government would in-
crease _nddend to offset those.

The Cnamy N, | have nodoubt about that. | am simply talking,
about buying goods. If the cost goes down, you do not have to pay
as much mone for the same goods. Is that not right?

My, Wenn, _hat is right.
e\/}(}éﬁtClh\ll!.\(AN. If it goes 1p you have to pny more. That is quite

Senator Brewster. Can the gentleman find any reasons for opti-
mism? You gave a rather pessimistic view. Theme must be sone
things intgour vast range of knowledge that are encournging. You
can’try tomorrow nmrnin;g/tu dig up one or two of those.

" General Lord. who WS YOUT {istinguished sredecessor in the nrovi-
ous liquidation of war, was also hel pful in that direction as to how we
could solve that problem Your tendency seems to be ta find all the
reasons why it is utterly impossible and(Idam sure you want to be as
thelpful 1s you can.

Mr. Wenn. I Wes going to sy, Senator, that having devoted @
great. deal of effort to reducing departmental requests by some $7,000,-
00,000 before they ¢ameo to you! T would hope you would take that into
consideration in considering whether or not | have beer easy.

Senator Bui.vsrrr, We appreciate thar. al right.

Mr, Wens, - They used to tell me about General Lord-that lie had
anice way of doling business. Lt somebody wanted to see him, he
would say, “I'ind out what they want, and tell them they cannot have
it.” 1 have not done that in this budget.

Senator Brewsrenr, Perhaps we need to find another (Reneral Lord.

The Criamyan, If there are no further questions which the mem-
bets of the committee wish to ask, we will excuse the withess.

Senator BYRD. | have one.

. would like to have Mr. Webb be prepared to answer tomorrow as
to the budget for 1950. There are @ number of references here as to
the increase between the budget of 1950 over 1949.

I would like to_have him answer specifically as to what part &f the
$7,000,000,000 which thePresident qid not approve the pequests—what
part of that was for mITI tary purposes.

Mr. Wenn, | will be glad todo that.

Senator, | have one problem, and that isthat | am to appear before
the Senate Apprapriations Committee tomorrow morning.

The Cmamran, Would you be content to have that put in ¢he
record {

Senator Byrp, | would like to examine him on it if ha is going to
appear again before the committee.

he Crramraan., We had no intention of calling him again unless
you wish him called.
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Will you be content with that{ . )
Senafor Byrp, That will pe all right. | can get it by corre-
spondence, i .
The Cuamran. And as to the 1950 expenditures, that especially
will be completely in accord with the diversions of: Congress,
Mr, Wens, Yes, sir,
e{}fhee Cl .mmaN, S0 that these gloomy forecasts, | hope, may not
redize.
tl'%{ Wess, It Is our common experience in trying to hold expendi-
wSeharorn, . | would also like to have you include in your

notation for the record the precise figures for the European program
concerned with shipping. I have had a great deal of difficuly in
finding out what was contemplated in that whole field.

Mr. Wess. | would be glad to do that.

(The information requested is as follows:)

ESTIMATED mrpixa COSTS UNpka IRP ProarAM
1. ESTIMATE oF COST INOLUDED IN STATE DEPARTMENTRISUBMISSION
The BRP program includes $1,700,000,000 for the donal cost of shipping during

}hﬁ 4-year period. This cost is broken down by year and by type of cargo, as
ollows:

M Fisoe) year Dry cargo Tanker Total
10 ciiieercenoerneneane easacsenninensranentine $500,000, 200 #79,000,000  $570, 000,000
300,000, 00 160,000,000 o0 000
brvi  ceeeesessstessessesecsecscasisessnsssiansiesan 230,000,000, 00138600;000 348,000 0t Oft
L0 - i mmeiiasseseceeeseeeesean 130. 000. 000 180. 000. 000 210.001. 00
TOtl . ceereenmeenenencsnermenearosaaniocranceons 1,220, 000, 000 435,000,00000 1,708, 000,000

As emphasized In the forma submission to “ongress, these estimates arve
based on a number of variahle factors, principal among which are the level of
ocean freight rates, and the over-all level of traffic under grp, _The ahove data
assume the level of freight rates in effect as of July 1, 1047. There hag since
been some decline in rates; §f the present level contifuies, shipplug COSIS TO[ he
program wauld be somewhat lower than estimated above, HoOwever, there {gno!
assurance ﬂ1at !luf. resent level will actually continue tn effect. In fact, there
{g a strong possibi J% that rates will rise when shipments under RRP commen..
n volume, unless the requested authority to make surplus snips aalable to
forel BN PRBFEACES AR, TNEIB AN AA PRsle 2 BESel argvising the el

The above estimates also assumed ghe sale to the Buropean nations of the 200
surplus vessels requested by them in their Paris report. The State Department
has estimated that, fn the event that such transter 18 not effected, the dollar
cost shown above would be inerensed by about $300,000,000, s Indlcated below:

[YZTITI

- . of doifare
Additional dollar freight: Cost (gross) - 432
Less offsetting dollar costs snvalved Initoretkn purchase _nd operation:.

(o; Do\v% payment for vmggq ko p nd op . 32

.8} Annua  installments....... 14

(o) Dollar expenditures for port charges, etea v mvmremenmecmaeanennn 86

Total oftaet o e o et s 112

Additional dollar freight cost .(net)«..t.. 300
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1t should be noted that some vessels have already been transferred since sub.
misston of the RP estimates. Recent information from the European nations
indicates that their present requirement would cal for the purchase of only about
100(ndditlona’ vessels.

1. BAVINGS POSSINLE THROUGH CHARTER TO FOREIGN OFPERATORB

In additton to the 200 vessels assumed to bk sold to the European nations, the
EREP progran rﬂmmuondml to Congresd proposes the transfer by charter of not
to exceea 300 syrplus vessatts, The (winar sn\{) ugs mude posaible by the transfer
of this number of vessels has been uumuml y the State Department at about
$240,000,000, ns indicated betow; -

[Y 7T VPO

of dollars
Bavings In dollar freight chdvrges (gross) ... N —————————— o 338
Less dollar  pernting costs (port charges, éte.) ... e m o ——— PUS 1}
Savings (nut) ..v ............ P T i e = = - 24
Thus, the net doll‘r shipping codt uchr ump, uuumlng both iale and chatter
as Indicated nbow.,y'ould be: allows )
Total dollar ' BN U 11
Lesa savings thrgl gh cbarter of 300 vesfalf..-.. BN = .
¢ %g with D!Oy Vi . =
LI CIVITTINY quq‘ I L VoL ¥ Loy © A cemeram e —————— A
The Cumm‘@u. We Wil __._ Yntii 20 10(' tomorrow mornin,

'l‘hereu]l)on Jht 12:09 " m,, tINiT amitt ourned, to reconven
Tuesday, Marc) 1048 at Oa.

7200048 - 7
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TUESDAY, MARCH 2, 1048

UNITED STAYEH SENATE.
C MMIPUEE ON FINANCE
Washington, b.c.

Tho committee Met at 10 a, m., ursuant to adiournment. in roon
812 of the Senate Oftice Building, Senator Eugene D, Millikin (chair-
man of tho committee) presiding,

Present: Senators Lillikin (5mirnmn of the committee), Brewster,
Bushfield, Hawkes, Martin, George, Barkley, Connnlly, and Lucas.

The Cnamaan. The hearing will collie to order.

The first witness is Mr. Hanes,

Mr, _unes, Will you please come forward{

Will you give your full nan e:and occupation?

STATEMENT OF JOHN W. HANES, FORMER UNDER SECRETARY OF
THE UNITED STATES TREASURY, NEW YORK, N. Y.

Mr. [Hanes. My name is John W, Hanes, My address is 1 Broad-
way, New York City. .

The Cuammman, You were formerly connected with the United
States T'reasury .

Mr, Hanes, L was; yes, sir, ) )

Tho Cramaanx., What  agvgour positijon with the Treasury?

Mur. Yangs. | was First Assistant Secretary angd later Under Secre-
tulF of the Ti@ﬁﬁ\lr$

Th Cuaman, ~10Ceed, please, Mr. Ianes.

Mr. Hanks, Mr, Chairman, | am appearing hero today in response
to a request from the chairman of your committee, and the views |
EXpress are my OWn, _

onator BarkLry., You used to b hero with the Treasury, but what
is your present connection $

Mr. HANKS. | an at the present time chairman of the finance com-
mittee Of tile United States Lines Co.

Senator BarkLey, Thank you, .

Mr. Hangs, First, | would like to mention @ matter Which concerns
me deeply.  Thisigthe general, confusion that isevident in the publi
mind concerning the tax-reduction bill now before your commitigg
for consideration.  The IMpression hag been spread that, for the
most part, the individygl, income-tax payer will go scot free under
this bill and that all income-tax payers are being given huge tax

reductions. . :
“Thig bill,has been labelgd as a major fax reduction measure, but

nobody has brought out the fact that ¢he tax reductions proposed
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will, in fact, not go very far toward bringing our people back to
anywhere near a peacetime basis. Admitte Y, We may nNever return
to such a basis, but | believe it would be worth while to examir  the
facts for n moment und see just how small n Step toward prewar tax
levels this bill brings us, ) )
For instancg, t@&& as an example n M man, With {2y de
endents, Wha has a net jncome before })urg«nml exemptions of $15,000,
n 1030 his tax Was $831. By 19 [ _his tax had been tripled to
$2,476,  Thrugh suceessive increases in 1pg2 and 1943 his (ux was
brought “5) to n el Of $4,265, -

~Under the present bill his tox would be $2,320, or about equal to
his 1941 tax and three times his 1939 tax,  Wher We congider thal
inflation has lowered the value of the dollar by at least 40 percent
during the war and postwar period, we see that the tax reductions
proposed in H. R, 4700 will. do very little toward restoring the living
standard of w man with the $15,000 income to the prewar level, or
even to the level of the early war years.. ) ]

1 am attaching hereto atable, exhibit A, which gives the effect Of
these changes for a $5,000, $10.000., and $15,000 man.

('I'he table mentioned will be found on p. 100,) .

In considering this problem of tax reduction, naturally the first
question which confronts us is, "Can we afford n tax ent?” Last
spring, when Congress, was considering the quesiion of tax reduction
TRro%s o Tetter 16 your chaiman, Senator Millikin, and to Sentor
George, expressing my belief that the Federal Government wauld
show n very substantial surplus for the 18-month period, January 1,
1047,t0 June 30,1948.  You may recall that at that time the I'reasury
was estimating a deficit of 2.3 billion dollars for the vear ending
June 30, 19047 and a small surplus of 200 million dollars for the year
ending June 30, 1948. _

| predicated iy statement on the assumption that the Congress
would reduce Government expenditures materially for the fiscal year
1948.  On that assumptian. L stated my belief that the surplus for the
18 months beginning January 1947 und going through fiscal 1918
would bo between $9.000000,000 and $11,000,000,000,  holResident
has since declared that Congress reduced expenditures by $1,5600.000,.
000, a figure which, for sound reasons, has been disputed in many
quarters.” Tile President also stated that total expenditures for the
current fiscal year will be higher than originally estimated in the
Budget document. -

Nevertheless, the Treasury has three times found it necessary to
revise their revenue estimates upward.. The actual result was a.surplus
of $750,000,000 instead of a deficit.in the last fiscal year and the antie-
ipated surplus for the current fiscal year has now been increased from
$200,000,000 to $7,500,000,000. It seems that this estimate is also too
low.

Thus the officialy estimated surplus for the two fiscal years-last
year and the current year-will total $8,250,000,000. Thisisfar above
the amounts | would have expected nnder the high expenditure levels
of thisyear and last. My forecast, however, was far more accurate
than the figures used by the President as a basis for histwo vetnes of
last year's tax bills passed by,large majorities in both Ilouses.
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The size of the errors in Treasury estimates does not. leave room for
much faith int i lestimates nowwpn forward by the administration for
ti loarrent fiscal year and for the fiscal year 1949, )

At the President’s budget seminar in"January, Secretary Snyder is
reported to have said that the revenue calculations were based on a
level of personal incomes of $192,000,000.000. Later, the Secretary
stated that the estimates were based on personal incones of *“about
$200,000,000,000,”  According to the reports of the De mrtment of
Commerce., personal income in the third guarter of ealendar 1917, the
first (marter of the present. fiscal year, was at an unnual rate of $200.-
400,000,000. The rate in October was $20 $,400,000,000, and in Novem-
ber it was $201,000,000,000.  On February 12, the Depart w  of Com-
meree issued wstatement,giving the December figure as $209,700,000,000,

These figures indicate that the Trensury estimate for fiscal 1918 i
once more too low and that we may expect a surplus | arger even than
the estimated $7.500,000,000. Ir fact, at the hearings before the Ways
and Means Committee, n Treasury staff member stated that, if personal
incomes totaled $205,000,000,000 for the year, we might expect an in-
crease in revenues of $1,100,000,000 (p.,91).

The evidence since Jecember indicates that, this level of incomes ig
still being maintained.

For instance, in the budget, the President estimated that income
taxes withheld hy employers would increase this year over lnst yeac
by 13 percent. I'h increase up to December 31, 1947, was 17 percent.
Therefore, the increase in the lagt 6 months of this fiscal year would
iced to e only 1(er cent tomeet the President’s figure.

Senator B. nkrey. Would it disturb you, Mr. wes, if | asked a
question there? .

Mr. tIa» 8. No, Sir, ) )

Senator Barxrry. In connect ion with that, you have probably see
the statement jraued Within the last 2 weeks by the Department of
Commerce. that _he national income for last year was $197,000,000,000,

Mr.  axes, Yes, sir,

Senator Bankrey, How do :owreconcile that?

Mr, Hangks, That is the average. )

Senator Barkrey. YOU are ;Be;akmg now of what would happen if
all the months were as good as December?

Mr. Ianes, That isright. | think the gepartment gives g figure
by months, and 1 can give it toyou if you |ike,

Senator Banrkiky. ? do not_care about ity months,

_Mr. Hangs. The average figure was $197,000,000,000, and the last
figure in December wWas $209,000,000,000, which, of course, was about
$10,000,000,000 higher than the average or the year. ) )

lhe Ciramuan, IS it not also correct, Mr,” Hanes, that, in esti-
mating the revenue for fiscal 1049, the trend of thelast few months of

1948 isa very tkl,ghly important factor?

Mr., Tanes, Yes, Sir; very indicative.

However, tile Treasury statement of February 26, the |atest qvail-
able, shows that the increase since January 1 over the compara%le
period last year'is thus far actualy 1514 percent. In February in-
come-tax withholding collections are running 17 percent ahead of
February of last year.
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On January 31, at the end of the first 7 months of the current fiscal

year, net budget receipts were nearly 11/ billion dollars ahead of the
corresponding period last year. Monthly receipts from withholding
taxes during this 7-month” period have averaged nearly 120 million
dollars more each month than last year. Knowing that the Mareh
gaxments will reflect the increased” income of COIpOLaRtiRRS during
9247 over 194a, and will thus exceed last year's payments. WE may
confidently expect that revenues in the current fiscal year will sub-
stantially exceed the President’s estimates. .

With tonsideration of these factors, it seems evident to me that the
total receipts for the fiscal year 1948 will reach 47.5 billion dollars.
Under the present expenditure estimate of 37.7 billion dollars, this
should |eave a surplus for the current year of 9.8 billion dollars,

The President estimated revenues o the next fiscal year, 1949, at
44.5 billion dollars and the surplus ot 4.8 billion dollars.” The staff of
the joint committee, in the House Ways and Means Committee report
on H. R. 4790, raised this estimate to 47.3 billion dollars, a figure
which seems conservative. | The seasons given in the report appear
Fo n et(_)}, soynd, and there isno question in my mind that this revenue
eve‘ will be reached OF even exceeded. Thus the 1949 surplus would
be 7.6 hillion dollars, if we assume that the President’s expenditure
Eroposals remain unchanged. But the Congress has now ygied to

old expenditures in the next fiscal year 10 37.2 hillion dollars, &
reduction of 2 billion dollars below the President’s figure. It the
Con ress should succeed in this intention, the surplus for next year

WRHRHTR Pl U Y Ares a total of 199 billion dollars for the

two fiscal ¥ears, there is evidently ample room for tax reduction. The
question of whether we can afford atax cut must thus be answered with
an emphatic “veg.» .

Last spring | stated that the general feeling that the debt must be
reduced during this period of prospQrous business was most whole-
some. | agreed with that opinion at that time, and | am still in
agreement.  Hwever, surpluses of the size that are now in préspect
mean that the Government iS taxing the people far phgyond its needs.
| believe stroré%c}( that there is suf icient latitude, not only for debt
reduction exceeding any amounts anticipated by the administration
last year, but for substantial tax reduction. )

INOr doesit seem unreasonable to expect that t1e Congress can w;,sel.y
and SAfely reduce expenditures in the next fisca year. The Presi-
dent’s budget contains over 5.7 billion dollars of proposed spending
which the Congress has not yef guthorized. * This'involves programs
on which Congress has not yet exnreé‘xed its views and, consequently,,
the opportunity for redugmg. expenditures is much greater than it
was Iaste)(ear._ ﬁQ cut of g1 billion dollars wij|| still leave the budget
at alevel which amply {akes into amount ‘the uncertainties in the
world situation and A meriea’s responsibilities both ¢ home and

“bm“fﬁé past few weeks the drop i n coinmodity prices has naturally

raised 2 question oftwhethet we are égl{ortﬁ ptfe.ri gd of slo¥vi ng dgﬁ\évtn in
i1 638— IS‘drop Was r e Tirst sign or a 1on.
Ibl\l/sghldlik‘g{%ﬂrwgkeafgﬁoo servationsyon thlspom?. IRTI
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First, the size of these price drops and their effect on the rest of the
economy do not warrant drastically revised estimates of Federal reve-
nues, particularly for the current fisca year ending June 30.

Second, so far as the next fiscal year isconcerned, if there isto be a
slowing down of business, then there is room within the surplus to
curtail somewhat the large amounts now available for debt reduction
and thus provide sufficient leeway for tax reduction.

Third, the most reliable business economists are pretty well agreed
that the pattern for 1948 is fairly well set.

I'he Cuamrnan. IS that fiscal ‘or calendar year?

Mr. HANES. Calendar year 1948, I am speaking of.

Thehigh volume of business activity and its continuation are Iar,g,e,l,y
dependent upon capital expenditures by private industry, and al indi-
cations point to about the same amount to be spent in 1948 asin 1947.

In this connection the proposal of your chairman, approved by the
Foreign Relations Committee, to set’aside $3 000,000,000 of the 1948
surplus, to be earmarked for European expenditures in the next fiscal
year, provides an additional safety factor or margin which would
insure that debt reduction will not be neglected next year.

Againlooking 2t the 1949 picture, it may be pertinent for me to quots
the statement of Secretary Snyder before the House Ways and Means
Committee last spring—hearings on H. R. 1, pages 18-19:

If, however, at a future date business should pe operating at less than eapacity.
| believe that j, could be stimulated by tax reductions.” Such tax reductions
should be so designed as both to stimulate business incentives and to increase
mass purchasing “power on which business prosperity ultimately depends, |
believe, therefore, that 1y any such future revision of the tax system considera-
tion should be given both decreasmg tax rates and to increasing person
exemptions in a'manner calculated to distribute the benefits equitably.

| believe that H, R. 4790 isprecisely the kind of program that meets
these requirements of Secretary Snyder. | submit further that now is
exactly the right time for stimulating pysiness incentives.

T know, from my own observation angd experience, that the present
tax laws preclude individuals from saving amounts negessary o flow
into business to keep the economic ball rolling. | have yet to gee MQIE
convincing evidence of this fact than the data oy liquid savings pre-
pared by fi,ek Securities and Exchange Commission periodically.

According to the latest quarterly survey of the volume and composi-
tion of individual savings, the liquid savings by individuals durifng the
third quarter of 1947 amounted to approximately 2.9 billion dollars.
and with adjustments for increased jpyentories of unincorporated
business the amount would beraised tQ 8.1 billion dollars.

What form did these savingg taket Pri nci.gallﬁ, individuals

increased their holdings of cash gy deposits by g billion dollars.
They increased theiy ity in private and in Government insurance
by about 1.6 billion dollars am?there were smaller increases in their
investinents in savings oans ciations.
“‘X’f’.ﬁ?ﬂ‘f&’ S i their mortgage indebtedness on
nonfarm residences by 1.1 hj|lion dollgrs gnd reduced their holdings
inGovernment gggurities to thg extent g¢ 900 million dollars. | quote
from the study the following very significant conclusion:

Lodividuals holdings of gtate' and locd government securities jnereaseg by
$100,000,000, While their equity n' corporate and other securities |ncrea&] by
000.
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In other words, in a period when liquid savings ran at the high rate
of $3,000,000,000 quarterly individuals added only $200,000,000 to
their corporate securities holdings.

Theevidence in recent years is even more startling. We find that in
the 8-year period 194047, individuals actually reduced their holdings
of corporate securities by 1.3 billion dollars net. In the same period,
while individuals were cutting down their corporate security holdings,
liquid savings increased in the astronomical amount of $182,000,000,-
000. If an_ proof is needed that current tax laws are preventing
savings of the type which would be invested in equities, here it is.

, Thisisthe time of the year when corporations in large number pub.
lish their annual reports.
~ The Cnamman. Mr. Hanes, isit not afact that numerous companies
in this country have wanted to float equity securities and have been
unable todo so and have been driven to taking on indebtedness

Mr. Hangs, That is an exact fact, Senator, and | understand that
there have been a great many issues registered with the Securities and
Exchange Commission for sae to the public that have been w th-

rawn.

| do not have theexact figure, but | think it would be interesting for
the committee to have it.

The Curairman. Wewill have dataon that |ater.

That is thedocumentary evidence of what you are talking about ¢

Mr. Hanes, Exactly. 'l think it isa very important figure to have.

| wish that tax experts of the Treasury and others would examine
threse reports, for they represent the raw material of American enter-
prise. Analysis of these annual reports reveal how a business ac-
Wgy functions and why an increase in profits tells only part of the

ory. - . . .

. C’f,'nmmy, in apeno_d of bus_negg expans jon-and the problem is
aggravated when the price level is rising—profits are rarely reflected
in a corresponding increase in theratio of cash to current liabilities.
The amounts provided through undistributed earnings and deFrec_in-
tion fall far short of the amounts that have to be expended for in-
oreased accounts receivable, inventories and plant expansion. This
means that funds have to be provided from outside sources, either
bank loans or the sale of bonds or equity securities, _ ]

. Since the banking: authatities are concerned with the increase in
bank loa;, and business jtself hhesitates to reduce the ratio of net worth
to debt, the outlet through the stock market is of special importance.
The deplorable state of the stock market explains in part why cor-
porations have s)ald what seems to be a niggardly part of their earn-
ings:in dividends. As stated in the annual report of one large com-

any-—Burlington Mills annual. report:
P V\/ﬁh #\e . ,_;_,Et,ﬁn markets P and less absorption power at rea-

gonable values, there will be no source of fynds for renewals and modernization
aplessdey are arbitrarily set aside from pirofits, and no prudent manngement
coulq attord tfgl ag}an otherwise. L e . )

e WE NAVE AVICIOUS Circle. gfy oo amant IS CAUGHE ina dilemma.
When the demand for its products ealls for plant expansion it finds
"thattthe tax laws place obstacles in‘its way in attracting additional
Junds, On the gther h'?(nd it inabjlity t expar resultsin unemploy-
thent, business is attacked for not furnishing adequate employment.

S TORPS PRSRS PPN
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Here, Mr. Chairmian, | would like to call your attention to the ex-
hibit which is marked "Exhibit B” attached to my statement, which
is an editorial from tile New York Times, dated January 21, 1948,
entitled "Capital, and Mr. Harriman."

1 call your attention especially to the last sentence of that editorial,
because It clarifies thisissue better than anything | have seen yp to date,

With your permission, | would like to have that inserted in the

record.. ) _ . .
The Ci1;, ragan, It will beinserted at this point.
('The editorial is as follows:)

Exximr B
[Editoria) frOM the New YOk Times, January 21, 19481

CAPITAL, AND MR. HaARRIMAN

Testifying before the Yiouse Ways and Means Committeo in opposition to
Republican tax-reduction plans, W. Averell harriman, Seeretary of Commerce,
argued that §t would be economically dangerous at present to divert capital. into
private investment at a rate higher than that now prevailing. To fncrease that
rate, said he, would necessitate a “painful readjustment” later.

Now, j¢ may well ho true that industry can raise funds tq cover the replacement
and expansion needs regarded as desirable under present infiationagy conditions,
It 13 by no means as clear that §¢ can raise such Funds on terms which arg eon-

tstent With the needs of a stable economy. In 1944 security 1ssues floated n the
nvestment market for purposes Of raising new capital amoun}g 10 8.5 bﬂll,on
dollars. The total ,,,cu.de(?"z" illion dollars gy bonds and notes, One"and five
tenths hillion dollars 1n common and preferred shares. That 1 alfairly heathy
ratio of debt to equity capital. But iy the first 9 months of 1947, whilé the rate
of financing was almost identlca) With that of 1946, the pattern showed a pro-
nonced change. . In the latter period 2.5 billion dollars of the new issues took the
form of borfowing and only é billion dollars equity financing. In other words,
where corporations had folnd it necessary to raisg but 57 percent of their new
capital through borrowing, jn the first 9 months of 1947 the percentage nas risen
to arﬁund 71 )erc?nt. . .

What o tHese Igures suggest? They suggest, first, that 1, boom times, such
as the present, corporations do not cease expanding because of a shortage of risk
capital, they merely shift to less desirable mett o?u—-‘ne[hods Wwhich, ,uhlong
continued, would almpst. certainly make the "paln}u adjustment” of which Mr.
Harriman speaks vasH’y more serious than otherwise. They suggest, second, that
we have already reachied the saturation point so far as financing through equity
capital 1g concerned. Ay, Harriman, as'a matter of fact, admits that the trend
toward Tinancing througFl credit 15 an unhealthy one, but observes that It has
“pot Vet reached the danger point.’ )

ety well. pet US ares, for purposes of argument, with M. sarriminn’s
diagnosis that afﬁwough the E'ane_nt 1 Sick §tg condition Is not yet critical. W'hat
1s t0 be said, then, for a1y, Harriman's going bgyond the point of defendi ngi the
present tax structure and supporting the Presi billion
dollars to the corPoratet ) llr('lerh?

On the face of figures which ne himself presented your Ways and Means 9}?}‘3

ent's proposal to add 3.2

this reposterous suggestion.  Those figures are gy analysis o
ﬁl hcc?ds oy %h?cl? %%?poratlilons Eﬁ’nanced thgr exp (%stur&s '}:,' 1947, The ex-

145 billion dol|ars for plant and equipment, 7 billion dollars
PSP qﬁ\%ﬁfoﬁ/dg&eélrgement, andd'? Eﬂﬁga c%l?grsapor e&ﬁgg\ tradg rece?vab es, a
total of 20.5 billion dollars, Of this 28,5 billion dollars no less than 15 billion
dollars was met out of retained profits, Of the remainder 4 billion dollars was
raised thr%tégh new lgsues, 3.2 bﬂ[l.on dollars through bank loans and g billioo
through trade and other “payables,” In other words, the chief source of Aingne-
-y ? amost the only sourceec?f legitimate risk eapital—was [etained profits.
vm e he himself admits that to0 much risk iHvestment. 1g dready being
financed through the medium of n?m-lnk securities and other forms of bortqwing,
the Secretary 'of Commerce blandly ﬁoproves the President's plan to ﬁk c0
porate profits," and thus de}l a crippling blow to what g todgy amost the &

source of business eapital, 3t Smply doesn't make sense.
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The Caamyran. Is the sentence to which you refer the one starting
with the word “yet”?
Mr. HANES. It starts with i other words"' and reads:

In other words, the chief source of financing—and amost the only source of

legitimate risk capital—was retained profits. Yet, while he himself admits
that too much risk investment ig already being financed through the medium of
nonrigk securities and other forms of ‘borrowing, the Secretary of Commerce
blandly approves the President's plan to "soak corporate profits," and thus deal
a crippling blow to what g today almost the sole source of business capital. It
simply doesn't make sense.

Mr. Chairman, the time hascome when it is the plain duty of every
patriotic American to throw aside the superficia thinking that is
destroyi ng that way of life which created this vast productive machine
of ours, Tax laws which steal from the individual the fruits of his
labor will produce stagnation in this country just as it has done in
England, France, Italy, and elsewhere. Socialism and capitalism
cannot live together, and our obligations are so great that we cannot
afford any further experiments in socialism. There is no country to
which we can turn for loans when these experiments fail.

As | understand it, the position of the administration is that tax
receipts over-all should not be reduced at thistime. If achangeis made
inthe tax structure, the Treasury argues, relief should be concentrated
in the lower income groups and offset by a corresponding increase in
corporate taxes.

he CrAtRMAN, Mr. Hanes, | might suggest that that is hardly the
effect of the administration proposal. The compensatory excess-profits
tax will not commence to compensate for a year or two after the ef-
fectiveness of any bill of that kind.

Mr. Hanges. That isright.

The Cuamman. So thereis no compensatory effect at the time when
under the arguments by the administration there should be such an
effect?

Mr.HANES. That isexactly right. In fact, tax from corporations is
in some cases 15 months away from payments.

The CHARMAN, That is right.

Mr.HANES. The President, in his message on the state of the Union,
in harmony with these conclusions, requested Congress to reduce indi-
vidual incomes taxes by $40 for each member of the family and to lift
corporate taxes by $3.200,000,000 to compensate for this reduction.

The doctrineis fallacious. fn my opinion, substantial tax reduction
would revitalize risk capital, it will help maintain employment, and
through increased production it will lower the cost of goods and
services to the consumer. It is utterly inconsistent, in my judgment,
to ask for higher production and at the same time discourage business
expenditure.

A lower scale of Government spending and the application of the
resulting savings and a portion of thecurrent surpluses to tax reduction
can be ¢ur best insurance against a downward deflationary spiral or a
depression.  Lower taxes will create savings with which to invest and
agsume business risks, which, in turn, will encourage labor and jyanage-
ment to expand and to increase production. Both in the near future
and in the long run, greater production is our strongest bulwark of
defense against inflationary pressure on the one hand, and against
deflation and alower standard of living on the other.
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The House Ways and Means Committee has made an excellent state-
ment on H. R. 4790, and } would liketo quote one paragraph from their
report:

In the opinion of your committee production must be the ultimate answer both
to the Immediate inflationary Problem and the long run goal of achieving a higher
standard of living. Incr production requires the wholehearted cooperation
of all segments of our economy. To accomplish this goa the productivity of
labor must be Increased, the initiative of our business managers must be stimu-
lated, and profits after taxes must be of sufficient size to attract investors into
risk-taking enterprise. ' Your committee believes that the present high, wartime-
tax rates represent on of the chief obstructions to the achievement of this higher
level of production.

This is a statement which deserves wholehearted endorsement on a
nonpartisan basis.

The Cuairaan. Mr. Tanes, with the exception of the editorial to
which you refer, | assume you do not now care to go over the rest of the
attached material?

Mr, HANES. | believe it is self-explanatory, except for the editorial
from the New York Herald Tribune which | also attach there as
exhibit C.

That wasan editorial entitled "Venture Capital,” which appeared on

Marc 1 1948, . )
I would like to have that incorporated in the record if you would,

because | think it isvery pertinent to this question so uppermost in my
mind at the moment, which is venture capital.

The Cuairaax. It will beput in the record.

(The editorial is as follows:)

Exmmiur O
[Editorial from New York Herald Tcibune, Mareh 1, 1048)
VENTURE CAPITAL

Financial markets are troubled by a peculiar problem which appears to have a
decided hearing upon our national economic progress, The eBroblem is an inade-
quate supply of venture or risk capital. New fssues Of debt securities can be
marketed réadily enough with institutions, sSuch as insurance commanies and Sav-
ings banks the principal buyers. But common and preferred stocks, which the
Institutions usually are not permitted by State boards to buy, are not in demand..
The market for outstanding stocks, which are the venture” securities fndicating
ownership of enterprises, drags along despite dividend returns v¢hich are higher
than average and corporate earnings which in many Instances are at record levels.

As finangjal leaders and corporate managers are proclaiming with Increasing
emphasis, it {s venture eaplital—the willingness to take risks—that fostered the
inception and growth of our giant industries. The return on such capital {s sta-
tistically adequate just now, and yet §t does not venture. Thismakes {t necessary
for many companies to borrow for the development of improved processes and new
products, when corporate financia structures suggest that a greater use of equity
money, which shares In therisks and profits of an enterprise, would be advisable.

Many competent observers have concluded that this situation {s due to the
Incidenice of Federal taxes, which fall with exceptional severity upon those with
large jncomes who Normally are the buyers of stocks. Emil Schram, president of
theNew York Stock Bxchange, warns that the task of financing business may have
to be taken over by the Federal Government under tpe current tax schedules, Iie
calls, accordingly, for such drastic changes as a reduction of individual {peome
surtaxes to a maximum rate of 50 percent and a reduction of the maximum tax
on long-term capital gains to 10 percent from 25 percent.

Although the point may pe raised that those who make these analyses and
recommendations have a tax ax to grind, the contentions seem reasonable and
cannot be dismissed Iightly. They do run up against some stubborn facts, how-
ever, which suggest additional Inquiry. Just 2 years ago, for {ngtanece. @ booming
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market for new stock Issues flourished under at least equally adverse taxation.
Moreover, money available today for investment and other purposes adds up to
many times thetotal of credit and ready funds, which finan the bubble that
burst n 1929. Perhaps a survey by competent economists could clarify these
matters.

EXH BI T A

Individual income-fa liability,income years 1939~46 and under H. R. 7490
MARRIED PERSON-TWO DEPENDENTS

Net 1[ncome after deductions Ngt income after deductions
blut before persona exemp- tut ore persona exempt.
tlons ons

3 $831 1wzl . $730 2,208 $4,2077

fAD ;.112,5 i1‘.)“#645 ........... g.;l ';vg; ;,ggg)
1,117 , 47 . !
I 3,768 H.R.470........ 12108 2,32

1Includes defenge t . - :
s Tax liabilities for?ﬁé yearS &ﬁ“md 193 ére unadyuited for transition to current paty(?eggclg%siax et

- {ndvdes net Vict Ing that deductians afe /L0 percent
tngainl b 11t Victony A ne et by sscuming S S B A
YAssumes entire income earned by one spouse.

Bourco: 103948, 17€35UTY Department 17€3SUTY Ballotin. FEOrUATY jo47,.0. A-10). 1. RR4790 Honsa
of Representatives, 80th Cong., 2d sess., report No. 127:40xccompany H. R. 4790.

The Cramman. Are there any questions? .

Senalor Mapezy, Mr. Hanes, from your experience, how large can
the tax Iakebesoﬁmt men will still invest inwhat we call risk capital?

Mr. Hangs. Senator, that is a pretty hard question to answer
categori g]l,v. . .
would say this: In the first place, the tax rates have got to be of
such a level that it will first of all permit savings.

I think we are all agreed that at this pa[%‘cular moment and at
the present rate of taxes for the higher jncom groups, jf is.amost
impossible tp have any savings left, or any surplus, after meeting your
tax bill. It just doeshot exist.
_ Take, for instance, a man with what we used to think was a high
income of $25,000 a year. Y our 50 percent bracket begins at $18,000.

When you subjfact the loss of purchasing power of the dollar com-
pared with the 193¢ dollar, you are really tazing that man 80 percent
of his earnings and not 50 percent because you ave subtracted from
him the purchasing power to such an extent that it leaves him with
"fFe oo Mr. Hanes, might | interrupt t Id it ot

e Cramman. Mr. Hanes, mighy | interrupt to say, would it no
be correct tHat It%‘e $25,000 man of 19gp would have tcﬁ)l/ave BIENU] e
lent, because of tax rates, of take-home jncome return today of several
\

times that amount? )
r. Hanes, Ihat isright. ) ,
ePHAm ax.. | later onwill put the exact figures in the record,
but, as I recall, it isseveral timestha{ amount apq that does not take
into account the decreasing value of th¢ dollar.
Isthet correctd

Mr, Hanes. That is correct, W Nave gakeq no account of that
ginsa thetax risebegan in 1020 .
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The Cuamman., Would it not be a correct answer to the question
whieh Senator Martin has made to you that your whole thesis showing
that the sources of risk capital have dried up indicates that we have
reached the levels to which Senator Martin is curious about?

Mr. HANES. | think the stock market itself isan indication of that.

There was a very interesting article published in one of the mag-
azines, | think Time magazine, about the last part of January, showing
the comparative values of prices of stocks on the New York Stock
Exchange. . .

In many eases, good, sound securities were selling there on the
exchange at two and three and four times their earning capacity.

That, added to the other evidence which you have of the accumu-
lation of equity capital which is available for the market but no market
is available to absorb it, it certainly is an indication that there are
no savings and the tax laws are handicapping our economy to a very
marked extent at this time. ) )

Senator Marrin. Mr. Chairman, | would like to make this obser-
vation for the benefit of the committee.

A year or two ago the Heinz Co. which is, as you know, a Pitts-
burgh concern, and a world-wide concern, offered stock to the public.

The new president, as you know, isa very young man and a great
number of folks said: "Well, he has not been able to follow with the
same ability as his father and grandfather, because for 75 years it was
aconcern owned by the family.”

Some of us went into it, and we found that the taxes had been so
large that they could not make the expansion that their business
required without getting new capital, and then they gave the public
an opportunity to busy. ]

That, of course, isdine, but alot of uswere very much worried that
probably there was a fine concern getting into financia difficulties.

But it wasnot. Its sales had incr all over the world, and to
keep up with those sales, it was necessary to expand, and they could
not expand by the old-fashioned method of plowing back in. .

Mr. HANES. Senator, you have another glaring example in your
State of thesame soreof thing that | am talking about, and that is the
Gulf Qil Co.

Senator MARTIN. That isright. ) -

Mr, HANES. They needed. 8 most oil companies do now, a terrific
amount of additional capital; and when they got ready to get that
capital., they offered rights to their stockholders.

n the old days, when you offered rights to a stockholder, that was
always considergd a plum and everybody was delighted when it was
offered.  They would be delighted today if they had savings to invest
if the Gulf Qil Co. should offer them rights to subscribe at several
points below the then market.

The immeédiate effect of that offer was that Gulf Oil Co. stock fell
$7 on the New York Exchange, and that was an immedigte indication
Itqhat &telhfe stockholder felt it was not a right of which phe could avail

imself.

That was a glaring case of the evidence.

The Cuaratan. Senator Bushfield #

Senalor BusarmeLp., No questions.

The Cuamraan, Senator George$

Senator Georae. NO questions.
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Senator Barxkrey. Mr. Hanes, was that drop of $7 a share due
atogether to the announcement that rights woul d be issued, or to
the fact that, connected with that, the amount of stock outstandin
would be multiplied and therefore the return might be smaller on eachi
share?

Mr. Hanes, No, Senator. L think the answer was completely as L
stated it first, because even though there would be more shares out-
standing that money was going to be invested in highly productive
return.  So there would not be any dilution of the per share earnings
ostensibly, or the management would not have been willing to invest
the money. That must be the obvious conclusion.

There was a further drop in the value of the shares on the second
flﬂ}”[hilndo not quite remember the details but | know it was a shock-

tion over along period of years that when any company announces
that it is going toincrease its outstanding stock, the immediate effect
is to produce a drop in the value of stocks already issued.

Mr. Hangs, That might be true, Senator, if you were paying a stock
dividend by increasing your shares.

Senator Georar. If you were splitting the stock.

Mr. HANES. If you were splitting the stock, and adding to the
shares without adding to the value, that might be true.

But in this case, it was not a case of splitting or of giving stock
dividends to the shareholder. It was a question of reinvesting capital
in the business which was going to be highly productive, thus not
diluting the per share earni

That kind of financing in the past, Senator, | think you will find,
has resulted in an increase in valye of shares rather than a falling
off. In other words, those rights were considered to be of great value
and sold in open market at areal value.

* Senator GGeorae. |n thiscase, the stockholders did not have the cash.

Mr. HANES.. | would assume that to be the answer.

Senator George. NO! available for that purpose.

Mr. Hanes, They said, “Here, we can sdll the rights today and get
some real cash for them.!
so%oélh‘?ﬁegrroﬁ'fﬁﬂgd to sell the rights. Indeed, the larger stockholders

Senator Barrrey. Do We understand from your statement that you
advocate the House bill and the reduction of taxes of $6.500,000,000
carried init{

Mr. HANES. L beg your pardon, Senator$

Senator Bargrey, Do we understand from your statement that you
are advocating the passage of the House bill carrying a $6,500,000,-
000 tax reduction{ ) . .

Mr. Hanes. I an advocatmg Eamge of atax bill, Senator, with a

ood, healthy reduction in it, and | anmwilling to leave the amount of
that reduction to the good judgment of this committee and the House
Ways and Means Committee.

Senator Barkrey. The Housebill carries that amount.

Mr., Hanes, Thatis right.

Senator Barkrey, Assuming that sort of bill were enacted, have'you
any information that would enlighten us as to what proportion of
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*that tax reduction would go into new investment and what proportion
would go intQ the pgtdaaae of consumer goods |

calttl it 80 S ehagorsth i B H 08 R AY ANER§ el
it to be sound judgment, that this present tax bill as passed by the
House should be somewhat reduced.

| think the )resent tax bill calls for a little more reduction in taxes
than | think ought to be given at thistime.

But the distribution o? that reduction in taxes, as| pointed out in
my statement, is not going to be any huge sum to anyone. The $15,000-
ayear man Will get. @ reduction of about 45 to 48 percent in histax bill,

Senator Barkiry. To what extent, in your judgmernt, would the
release of half of that sum, asa rough guess, in the purcfmse of con-
sumer goods, affect prices.

Mr. HANES. | do not belong to the school, Senator, that thinks
the taxpayer does not have brains enough to handle his own money..

Senator Barxkirey. | do not think that isinvolved here, Mr. _[anes.
age taxpayer today has no savings. He cannot save anything out of
his income. It is}ust a physical impossibility, asyou gentlemen here
can testif?( yourselves.

I say the average taxpayer granted that relief is not going to go
out and squander that relief on foolish things, nor go into the highly
competitive market to run the price up on himself.

I think the wise fellow, who has the ability to earn $15,000 a vyear.,
is going to put asids something for the rainy day, which he has not
been able to do for the last 5 or 6 years.

Senator Barkrey. Is it your judgment that the proportion of
burden upon the lower income-tax brackets, which is way down belgw
your $15,000 ayear, to use as an example, the 3 4, and §, and below 10,
is R;oporti onate?

r. HANES. Yes, sir,

Senator BarkrLey. | canremember the time when $10,000 was looked
upon as an enormaus income, and now it isnot quite that way.

But, taking the lower-income brackets and connecting that up with
the cost of living, the difficulty of purchasing the necessities of life,
doyou think thelower-income brackets are bearing a disproportionate
share of the total burden as compared to the higher hrackets?

Mr. HANES. Senator Barkley, | do not think so, and | will tell you
why | do not think so.

nyy()u are going to raise anything like 37 to 40 billion dollars in taxes
in this country, you have just got one place to go to get it, and there is
no place else, and that isin the wage earners and the salary workers.

You cannot get it out of the high-income groups because it does not
exist there. J

If you tax the high-income grqups to the ultimate limit, in my
humble judgment, you could get a few, maybe $800,000,000 more if you
took it all away from them, but that is a pittance when you are talking
about $40,000,000,000.

But | say to you that wages and salaries of employees which
amounted in the last year to approximately $170,000,000,000, out of a
total of $196,000,000,000 iswhere you must go if you gre going to raise
the revenue you are trying to raise.
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It isarithmetic. It isnot philosophy. Youcannot get it where it is
nct, and it is in the low-income growps., _

genutor Barxrey. Do you have any figures showing how much the
total tax receipts were paid by people with an income of less thaui
$6,000 2 year{

Mr. Hangs. | have not those figures right here, but they are avail-
able in the Secretary of Treasury statement before the Ways and
Means Committee. It isall very clearly set forth where that iycome is.

Senator Barxkvrey, | will not take the tim now. | thought you
might have it in mind. Lo )

“he Cuamraan. “€NAON Byykley, do You mind if | give you tile
rough division§

enator Barkrry. Noj do not make it too rough, though.

The Cramman. The estimated tax liability under therpresent law
for persons with net income before personal exemptions and credit
for dependents of less than $5,000 is $11,965,000,000 out of a total of
$21,280,000,000

In other words, $11,000,000,000 for those under $5,000 and the bal-
ance between 11 and 21 for those over 5.

Senator Barkrey. You say before exemptions and allowances?

The CHAIRMAN. Yes.

hSegnator Bargrey., Why before? Because what he pays is after
that,

The Cuairyan. Let us take the figure after personal exemptions
and credit for dependents. Tax_ liability under the present law is
$11,987,000,000 for those having income under $4,000, out of a total
of $21,280,000,000 for those having under and over $4,000 atyear.

Senator Barxkrey, Would you mind preparing a blue print of that
and filing with the hearings, You read the same figure there before
and after, $11,000,000,000. It cannot be quite that.

The CirAIRMAN, It does work out.

Senator BareLEy. Maybe we can have it explained a little batter
when we get into that.

| did not want to go into it now.

I thought that possibly Mr. Hanes had iton his mind and it might be
helpful, %ut. we can get the exact figure before we get through the
hearings.

The Citamrman. | respectfully suggest it is reasonably clear that
those under $4,000 meeting your test after personal exemptions and
credit for dependents paid $11,000,000,000 plus. Those with $4,000,
and over $9?(§)00,000,000 plus, making a total of $21,000,000,000.

Senator BargrLey, What was the figure you first read there before
making these exemptions and allowances?

The Cuamman, The figure was $11,965,000,000 for those under
$5,000. Thereis aslight change.

Senator Barrrey. A change in the bgsis.

The Cuamman, Yes, and $9,000,000,000 plus for those over $5,000
out of atotal of $21,000,000,000 plus.

What | first read was net income before persona exemptions and
credit for dependents, and the base, changes there from $5,000 to
$2000. -« r

Benator Barkrey. Thatjgall | want to ask.

Senator ConnArLry. May | ask & question, Mr. Chairman?

The Cuamman, Certainly.
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Senator ConNaLLY. Mr. lanes, a while ago, you cited this Gulf
Qil Co. transaction.

| understood you to say the company offered the rights to purchase at
about $7 per share below the regular market. Is that correct?

My, IHanks. No. | said the stock fe!l about $7. It was offered
below the market.

Senator ConNALLY, Exactly. That iswhat | am getting at. The
Gulf Oil Co. valued its own securities, or property, at less than the
market. There is nothing remarkable about the fact that other
people in the market would naturally drop down to that figure, is
there, in their purchases?

Mr. Hangs. | think you have a misunderstanding there of just what
ha{)pened.

. wish | could remember the figures, but let us assume the market
wag at $70 w share, when they offered the stock at $60. I think it
wits ¢ little higher than $70, but they offered it at $60, we will say,
or $61.

The immediate effect of that offering was the stock dropped about
$7 a share on the floor of the exchange the first day.

Senator CoNNALLY. That is what | mean. lysuppose the buyer
thought, "Well, if the Gulf Oil Co. does not think its stock is worth
over $60”

Mr. Hanks, That is not the way it works, Senator.

Senator ConnNaLLY. 1 know it did work that way. You said it did.

Mr. 1anks, Wejust do not understand each other.

Senator CoNNALLY. You said immediately the stock was offered on
the market., the market dror)ped, did you not?{

Mr, Hangs, | said exactly that.

Senator CoNwnaALLy. If | were going to buy it, and the company
itself said it was not worth but $60, I would not want to give them $70.

Mr. Hangs, You haveit your way, Senator.

Senator CoNNALLY. That isvery satisfactory.

Now Mr. Lanes, when a company, we will say, has a high profit
and a high income but owes a lot of debts, do you believe that is a
good time to pay some of those debts?

Mr. HANES. Yes,sir; | do, Sanator. Thesame with the Government.

Senator ConnaLLy. That is right. And when the country is pros-
perous and has a big income, can it not bear high rates of taxation
better than in aperiod of depression and hardship{

Mr. HANES. Yes, Senator; that is obviously true, but | think-

Senator ConNaLLy. Do not “but” too much, because you said it is
obvious.

Mr. HANES. | want to qualify it with another statement, if you will
permit.

Senator ConnarLry. Go ahead.

My, HANES. | want to say, in times like this, when we are having
great business activity and prosperity, we should be preparing for
the time when conditions are not going to bequite so good.

Senator ConnNaALLY., That isright. That is sound.

Mr. Hanes. And | say this to you: You are not accumulating
savings apidly enough today to take care of the ¢00,000 or 700,000
peeple who are candidates for jobs each year.

IP your present rate of employment of 60,000,000 people stayed
exactly the same for the next 10 years, and there was no change in

72605—48—-8
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that rate of employment, and we ran at this high rate of $209,000,-
000,000 of ifestis and $240,000,000,000 6f giass national preduet for
H‘heder}g(énap‘ yenxs you would fave 7,000,000 unemployed. Do yon

Senator Connarry. No. _

Mr. HANES. Because our people are dying slower than they are
being born, we have 700,000, approximately, becoming of working
age each year, )

Senator Connarnry. They are going to eat more and wear more

clothes.

Mr. HANES. Exactly, and they are going to have to have more tools
to work with, and yol arg going to have 0 supply the a?unty capital
for the tools. You are ot going to put them to work if you do not
supply the necessary capital. )

ator ConnaLry. YOU have made apretty dark picture here about
the conditions of the country and prospects.

Mr. HANES. No, sir. ) . . .

Senator Connaruy, And yet you say in a period of high prosperity.
What is causing all this prosperity if'you are correct about ¢he dark
picture? . . —

Mr. Hanrs, The prosperity, obviously, is being caused by the high
rate of production, the high rate of income enjoyed by our peonle. and
the high rate of expenditure which is creating greater business for
everybody. o

Senator Connarry. That is right.

Senator Hawxes. May | interrupt there?

The Ciamrsran, Are ou finished

Senator CoNNALLY. Go ahead. )

Senator Hawkes. | want to say to my friend from Texas, L think
the high rate of business is caused by very substantial pent-up de-
mand that came from 4 or 5 years of denial upon the part of the people
of the thi n%s they wanted. ) .

I think that is a very important factor, and it will not continue
forever.

Senator Connarry. | do not think itis going to continue forever,
and therefore | think when we are enjoying this degree of prosperity
isa good time to pay sonic of this debt.

ou Wise men who know about business—I do not, except that | pay
my debts-you see dl these dangers and "niggers in the Wood >sile,”
and fellows lurking behind the busheswho are going to assassinate us,

I think when we are enjoying prosperity is a pretty good tine to
pay some this debt and these taxes out of these large incomes which
everybody admits. . i

Now you say they cannot get any venture capital. 1,¢ companies
are expanding al over the countty right now. ) ]

Mr. HANES. Yes sir They have béen expanding right rapidly-

Senator Connary, Since the war.

Mr. HANES, Yes, . )

Senator Connarny. They are getting the capital from somewhere,
are they not ¢ . . .

. Mr.Hanes. Yes gir. Lastyear theygot it out of retained earnings,
not out of equijties, Y

.. Senat wnarLy, |f they had their own money, why should they
go out and highjack the public for sofne more{
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Mr. HANES. | do not ag‘ree that they highjacked the public.

Senator CONNALLY. I do not mean to be offensive with that word,
but | mean: You say they took it out of their savings. Why should
they not? Where should they take it except out of savings?

Mr. Hangs, That is a good place.

Senator ConNaLLy. But you complained they should keep it and go
out and sell new securities.

My, Hangs. | said also they spent $25,000,000,000 last year, of which
$15,000,000,000 only was out of their savings which required the i r-
rowing of money from other sources. They had to raise capital from
other sources.

All | say toyou isthis: If you get your borrowed capital in indus-
try in this country in a top-heavy position where your borrowed capi-
tu{ isgreatly in excess of your equity capital, when you run into the
slightest deFression, that fixed charge issogreat that it will cause bank-
rupteies. I submit it is what caused the bankruptcies in 1933 of so
wany Of our railroads because of fixed charges on debt at that time.

Senator CoNnNaLLy., That isall.

Senator Barkrey. Let me ask right there: Did the expenditure of
this $15,000,000,000 out of income, or cash, of the $25,000,000,000 you

was used for expansion reduce the rate of dividends to the stock-
holders on the whole?

M, ves~Yes! | think it did. Last year all stockholders only
received about $6,800,000,000 in dividends.

Senator BarkLey., Compared to what in 19462

Mr. Hangs. Well, the figure in 1946 was $5.600,000,000.

Senator Barkrey, So there was about a billion more paid in divi-
dends in 1947 than in 19461¢

My, Hanes, That is right.

Senator Barkrey. Notwithstanding they took $145,000,000,000 out
of earnings for expansion$

Mr. Hangs. That is right.

Senator Barkrey. And investment of that $15,00,000,000 in ex-

ansion made the stock worth more than it would have heen without
it, 1 L it not? As reflected in the value of the plant, and therefore
the value of the stock?

Mr. Hangs, That istrue. The earnings should have been reflected
in the value of the stock.

I do not think it was quite, because | think the stock market would
tell you that a great many—-—

Scenatol BarkLey, There are g lot of things that affeet the stock
market, and psychology is one of them, and jitters is another.

Mr. HANES. That is exactly right.

Senator BarkLry. Let me ask you this. We owe about $250.000,-
000,000, and you and | will not see it paid, and our children will not
see it paid, and our grandchildren will not see it paid in al proba-
bility, and especially if something else happens that many people fear
will happen in the world that will require a vast increase in our ex-
penditures.

It there should he an upheaval that would bring about conflict
among nations in the future and we had a $250,000,000,000 indebted-
ness, What effect would .that have upon the ability of the Government
to borrow more money from the people to discharge the expenditures
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that would be so essential in case we had to defend ourselves or pre-
Serve our institutions? ) ) . .

Mr, HANES. Senator, | think that isavery, sery important question,
and | am glad you asked it. ) )

In the first place, if that $250,000,000,000 remains static on our
books and we get into a conflict, it would be a very serious matter in
thefinancing of the conflict and the Government. ]

| do not think for a moment that the credit of the United States
isin any jegpardy.

Sengfor Banrxrey. Not now. L )

Mr. Hanes, Not now, and | do not think it would be then, provided
that we take this economic system of ours and stop battering it around
with” socidlistic enterprise, trying to mix the two together.

If you want a capitalistic system in this country, you have got to
have a capitalistic system, and you have got to admit the inequities
and inequalities that go along with that system. .

With ‘all its weaknesses, if isthe best | know of in.the world up to
the moment, ) .

Senator Bargrey. | agree with you, but you keep referring to so-
cialistic enterprises. What has the Government done and is the Gov-
ernment doing now that you so designate?

I redize you do not agree with a'good many of us who have voted
for and advocated legidation providing for “old-age pension, socia

security— .

Mr. ¥L\mas. Do not say | do not agree with that. You have not
asked me. - .

Senator Barkrey. | say we have done all that, and | would like
for you to identify some o¥ these things that you call socialistic enter-
prise We have got to stop. , .
» Mr. Hangs, Well, the attack upon the managerial class in this
country is the first one. I . .

If you will read Marx, you will find that is one of the first ways of
going socialistic..

Senator Barkrey. How are you going to prevent people from at-
tacking something they do net gke

Mr. HANES, L do nof understand. )

Senator Barkrey. You mean the governmental attack op it, or
individual. attack?

Mr. Hanes, Governmental attack on business,

SenatQr Bargrey, How has that been done$ Give me an instance.

Mr. Hanes, L Just gave you the instance-the increase in the in-
come tax upon ghe individual to such a high rate that there is ng sav-
ings left. That isan attack upon the whole economic system of the
country.

5@!]5)3&9[ Barkrey. L thought you meant by "attack,” gort of an or-
ganized “denouncement,” if I may use the word, of those who are enjoy-
ing these high brackets.

%z'ou are Jooking upon thehigh ratesof taxes-

Mr. Hanes, As an attack upon the economic system.

Senalol Barkrey., Asa goverpmenta attack upon big business$

Mr. Hawnes, L Would not say big business, &l business.

Senator Barkrey, The bigger it js, the more you have got to shoot
at, | suppose.:.” - ; b :
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Do yeu mean by your reference to sociaistic enterprises anything
that Congress has enacted as a permanent policy of the country, such
asthose things | mentioned?

Mr. HANES. Yes, sir; | do.

Senator Barxrey. Areyou opposed to them §

Mr. HANES. All of the tendencies of the present day are toward
subtracting from the earning capacity of industry. That is what X
cal an attack upon the economic system of the country, because you
are killing the incentive of those who manage the enterprises.

You are killing the ability of those who have had savings in the
past to reinvest those savings in industry, and that iskilling our indus-
trinl sysem just as surely as we are Sitting here today, and we are
going to be reaping the fruitsof that policy For the next 10 years.

Senator Barkrey. Would you return to the statusquo by repealing,
for instance, the appropriations, and taking Government out of the
business of helping to control floods, which Congress declared to be a
nationa policy—rivers and harbors improved highways, old-age pen-
sions, unemplovment compensation

Mr. HANES. ‘We are_igetti ng far afield. | would not do any of those
things. 1 would curtail them.

Senator Barkrey, According to your definition, they are an attack
upon the economic system. . )

Mr, HANES. | do not think that has anything to do with the state-
ment | made at all.

Senator Barkrey, Then | do not quite comprehend your statement.

Mr. Hangs. It_is avery smple one.

Senator Barkrey. Al of these things are reflected in taxes and
would have to be. .

Mr. Haxes, Of course. They could be placed on a self-supporting
basis, Senator.

Senator BareLey, How would you do that .

Mr.HANES. TheTVA, and al tﬁe other river authorities, the power
developments, and so forth, they could be placed on more nearly an
income basis than at the present time.

Senator Bargrey. That may be. Flood control cannot be put w
that basis.

Mr. HANES. No.

Senator BARKLEY. And rivers and harbors.

Mr. Hangs. A good bit of that money could be saved, however.

b Senator BarkrLey. Social security cannot be put on a self-sustaining
aSiS.

Senator Brewsrer, | take exception to that. It can, and it
should be.

Senator BargrLey. What, socia security ] i

Senator Brewster, Yes, | have told you that many times, but | will
not belabor it now. You know my theory.

Senator Baregrey, | know your theory and | do not agree with you.

Senator Brewerer, | do not like to have you make such a pesitive
statement.  Ln your opinion, it cannot; and in my opinion it can.

Senator Bargrey. 1 do not know how you would make it self-sus-
taining for an old-age pensioner who is’indigent and according to
our theory entitled to be paid an amount that would enable him tolead
a decent er at atime he'is no longer able towork, or isfor other rea-
sons unemployed.
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If lie could sustain himself, we would not have to be putting him
Oil.a pension,

Mr, Hangs, L did not make any such statement,

Senator Banxusy, | Know you did not.  YOU were interrupted.

Senator CoNNALLy. Mr, Chairmon, may I asK alquestion?

The CuAirMAN, Yes. ) .

Senator Connaruy, Mr, Hanes, n minute ago you said there was an
attack, us it were, Upon the managoerial class un((that was interfering
with our resuscitation and so on, _

_According (o the figures you road atwhile wgo, those under $500,
income were guying ﬁll 000,000, ns against about 9 or 10 billion by
these above $5,000, Is that vighti

My, HaNES, As I understood the figures.

_ Senator coNnALLY. Would you regard that as an attack on the
little fellow ¢

Mr. Hanes, No. . )

Senator Connarvy. If the tax above that is an attack on big follows,
why isnot that an attack on the little fellows? )

My, Hangs, | think, at the present time, Senator, everybody in the
country is suffering from adrastically high income tax.

Senator Connatry, I thoroughly agree on that, and if we ever aro
to pay this debt, they are going to have to suffers dractically for al
long time,

r. [Iangs, Perhaps. ) .

Senator Connaruy. No perhapsabout it. It isa cinch. )

Mr. Hanes, Theyneed not suffer quiteso badly asthey t i rseffering
at the present time because our surpluses prove that.

Senator ConnALLY. That is all.

The Cruammaman. Senator Lucas{ .

_ Senator Lucas, Mr. Hanes, you have been talking here about sav-
ings and contending there is no opportunity at the present time for
saving under the present tax System.

My, HANES. Yes, sir; may I |Just correct thatf _

Savingsof tile type that would beinvested in equity capital.

Senator Lyoas. In your statement, on page ¢, you say:

_In the same period, while individuals were cutting down their corporate seeu-
rity holdings, liquid savings {ncreased in the astronomical amount of $182,000,-

What isthe source of that{ B

Mr. HANES. The source of that is the Securities and Exchange
Commission. .

-Senator Lgoas. Who gets the $182,000.000.000 that Went into sav-
ings during this period{ )

Mr. HANES. That went to al the peopl e in the United States, all
th%;‘vqorkers. . | C) ¢ thet. didth '

N d ittle &1 , dl € t

SenaLOr Lo hgnagepant;zot alittle of el Ji ALY hat

corporations got. . .
enator Lucas, Is it Not an astounding fact that in this time we

could save $182,000,000,0008 . : » _

. Mr. Hanes. That is right, but that S2vings, Senator, as I pointed
out in the Securities and Exchangeanalysis Of that savings, wasgoing
largely into sterile types of gecurities. IN other Words, they were not
goinginto equities. "They were not building for the future.
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Senator Liwoas. How would you control thet? How would you
keep t hemfrom going into the  sterile securities?

Mr. Hangs, 'Thorerissno way | woulc suggest that you shoul d keep
all of them out of sterile suvings, There is a group of [])opln above a
cortain level who formerly had savings, "U'his issall that | amire.
forring to. Those people at. the present time have no savings.

Those savings were available for equity investment. for common
stocks, if you will,  And | say the evidence _ oints to the fact that those
savings | ave heen eliminated because we are not. getting the roper
amonnt in investment in enterprise through the equity side that we
require to keep people working. o .

Senator Luc 8. You may be correct, but it is rather difficult for me
to understand how in this period of time, 1910-47, that we ould save
$182,000,000 000 if the corporations, this group you are talking about.
In the high rackets, so-called, would not. al east get i fair share of
that. $182,000,000,000.. _ _

Mr. Hanes, 1Ney have gotten it, Senator, but they have gotten it
through ways increasingly dangerous to the economy, heenuse they
it'la\/e olten it through borrowed money. ‘That isthe point Lam trying
omnke,

Senutor Lucas, During the last year, the corporat ions made $19,000,-
000,000 in | ,

ralanessI think it is $17,000,000,000 after taxes.

Senator Lucas. $17,000,000,000 after taxes?

Mrr .2 Yes,sir,

Senator Lucas, They paid out to the stockholders, in dividends,
about. $5,500,000,000..

Mr. anes. § . 100,000.00,000. .

Senator Lucad, All right; $6,800,000,000. That left some $11,000.-
000,000 or $10,000,000,000,

Mr, Hangs, $10,000,000,000,

Senator Luca . For investinent  urpose. .

Do you know of any other period in the history of thiscountry where
the corporations had $10,000,000,000 IN any one Yea on profits that
they made for investment purposes? ,

Mr. I ks, No; I think that Is the highest Peflod. of our history.

Senator - yeas. As atlayman, it is a litffe difficult fo me to under-,
stand, When we get hose figures before ys, just how these corporations
fre suﬂerigtg. dL not quite follow it from the standpoint Of invest-
ment, the standpoint of expansion, When you have thelargest amount
of money in the history of the corporate period for that very purpose.
t'h_Mri]HANr,s. Senator, let me go back a little bit in the = history of

is thing. )

Senator Liveas, I Wish you would. i

Mr, Hanes, After ViJ.day, after the war, one Of the first acts of the
Congress was the repeal of the excess-profits taxes. It did repeal the
excess-profits taxes,

You did reduce th

tion thereto, You did reduce the taxes on indivi
percent, o ) )
. That created afeeling in the minds of people—the business people—
in this county-and | submit this is a very important point and one
which we should not ever lose sight of-that created a feeling in the'

e taxes on corporations by about 3ug|e£c$)nt .la\% gdtdi-,
v ut g
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minds of the business people in this country—an atmosphere or a
climate, if you will-of a belief on the part of the managerial people
of the country—the people managing our industries—that our Gov-
ernment was not going to use this instrument of the excess-profits tax
except in the most drastic emergency of war. )

It created an atmosphere which encouraged business to go out and
borrow money, or raise money from equity securities, or in any way
theiy possily could in order to expand their production and business.

believe you will find we have expanded production by about 52
percent since 1945. )

Senator Liuyoas, | agree with you it does have aps_vch_o]ogical effect
on business that 1sgood, but there is not anything in this picture that
| can see which has deterred business from fyrthier expansion as the
result of tremendous profits they have made and put back into
expansion.

It may be, asSenator Hawkes said, it cannot go on forever. Maybe
you are correct. But it is alittle confusing for me to follow through
on your theory in view of the facts before us. )

Mr. Hanes. Maybe it would clarify it a little bit, as | pointed out
a moment ago, if you say it is dangerous, to get the country al on a
debt level. 'We should have somebase.

Our system-our_economic system-is built up largely of three types
of securties: (1) The common stock which is at the base of the pyra
mid; (2) the preferred stock which follows on top of the common;
(3%_ the borrowed capital or bonds.

hat is our customary way of financing. )

Last year the figureS given by the Secretary of Commerce, which
are attached in the New York Times editorial to my statement, were
to the effect that industry spent about $25,000,000,000 in the expansion
program after the war in reconvertlngi] itself to peacetime pursuits to
take care of the pent-up demand and the large demand which had not
been supplied during the war. ) )

Of that amount they saved out of their earnings about $10,000,000,-
000, as youpointed out amoment ago. )

In addition thereto, they got another $4,500,000,000, roughly, just
under $5,000,000,000.  They got that $5,000,000,000 from depreciation
{md that was spendable income, which raised the total they saved
hrough their own efforts of $15,000,000,000.

Now, the balance of that money had to be raised from some other
source, and dl | am trying to drive homeis thebalance of $10,000,000,-
000 hag got to be raised from somewhere.

1 submit that it is much more healthy for that $10,000,000,000 to be
raised through the medium of common stock, or in large measure
common stqgk, rather than borrowed capital.

Senator I,poas. How is this tax bill going to affect what you are
talking about? ) . -

Mr. Hanes. The only way in they orld it can affect it, and | very
much hope it will do so, is to create savings again for that group that
formerly invested in equity securities.
hSer;ator Lucas. Would it have gnly a psychological €ffect upon
them | /

Mr. Hanes, No, sir; L think a rea effect. 1t would depend upon
the amount of savings the taxpayek made under the tax system.
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Senator Liycas, Take your Gulf Oil Corp. How will this tax hill
affect the Gulf Oil Co. ¢ ) . .

Mr, HANES. It will not affect it at all unless it creates a certain con-
fidence that the Government has got the interests of industry at heart
and wants industry to expand and wants its citizens to have savings
to buy common shares. )

Senator Lwucas. You are going a long way on climate and
atmosphere.

Mr.Hangs, | do not think | am going far enough.

Senator Liucas. Maybe not.

My, Hanges. | think it is one of the most important elements in the
whole economy. .

Senator Lucas, But the only real incentive from the standpoint of
finance that a corporation woulc get for the purpase of investment
would be to reduce the corporate tax, would it not¥ | am talking
about straight monev now.

Mr, HANES. Not the only way. It would he a helpful way.

If the corporation got more income in spite of the fact the tax
remained constant, its savings would be greater, assuming it paid a
constant amount in dividends.

Senator Lucas. | was interested in the Gulf Oil and this other
concern in Pennsylvania that Senator Martin mentioned, because |
was under the impression this s going to take care of these two con-
cerns Up in Pennsylvania that ype Now having a difficult time trying
to sell some stock.

| guess | am wrong.

Mr. HHanes. You do not think that, dg you{

Senator T,ycas. | certainly do not, gnd you do not, either. There
are the two examples given here before this committee as a basis g5 to
why we should have this tax bill.

Mr. Hangs. No; | do not think that is quite accurate.

Senator T,ycas. Why are you placing them before the committee,
then?

Mr. HANES. Those two examples were given merely to show the fact,

as| understood the Senator to say, and my addition to it, thgj there is
no desire on the part of the investor to buy equity capital, or ¢ has no
savings with which to do it.
. ator T,ucas, He wijll not have after this bill is passed, either, to
do thethings Gulf Qil, gy any other concern wantsto go. It will take
more than thislittle tax bill of $4,500,000,000 to take care of aconcern
of that kind.

| submit that with all sincerity.

Mr. HANES. | think that is a proper statement and | think thisisa
faltering step in theright direction.

Senator Liucas. You may be right on that.

| just want to turn to the table that was submitted before the House
of Representatives which shows the 71.62 percent of that $6,500,000,000
will go to thosereceiving an annual incomeof $5,000 or less; ang fxom
$5,000 to $10,000, 6.02 percent; $10,000 to $15,000, 8.82 percent; $25.000
10 $50,000, 6.09 percent; $50,000 to $100,000, 3.61 percent; $100,000 to
£300,000, 2.05 percent; $500,000 to $1,000,000, 0.27 percent; and $1.-
000,000 and over, 0.20 perceft. _

I'mention ¢} » figureg jn the belief that there jg very little in the
group over $5,000 which jg real incentive from the standpoint of risk.
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mr. Hanes, That, Senator, | cannot argue with at all, because, as |
said, it dees not go as far as it ought to go in my humble judgment.

You should put the uppermost” limit on the take that "you subtraet
from any individual's income at something not over 50 percent.

Senator Lyoas. Last e/ear you were very much opposed to th ox.
emption of $500 to $600 . i )

Mr. HANES. That isright. | testified | did not like that at all, and
1 still do not agree with it.

Senator L.woas. You still do not aggee with it, but in order to get
atax bill, youwould bewilling to let that goin{ .

Mr. Hanes., That isexactly the only reason | would agree to it, that
we can pass it over aveto, perhaps, that way. )

_ Senator Lyoas. ‘The Knutson hill, on a yearly basis, s | understand
it, would cost $6,500,000,000 for the fiscal year 1949, 'I'he hill would
cost $7,100,000,000 if it were made retroactive to January 1, 1948,
Which do you favor?

BMkrl. HANES. Perhaps you were not here when | said to Semator

ArKIQy————

Senn{or LUCAS. Which do you favor? | am talking about the date
now.

Mr. Hanes. The date | favor is January 1,1948.

ator I, ; 'y 1,

%‘r.] HANE V0N lg;l:um vy 1,19481
_Senator Luoas, That would cost the T'reasury about $7,100,000,000
if made regoactlvde to that date. houcht th

As | understood you to to Senator Barkley, you thought that
might be a little tooyhlgh, SFIg:‘g,:/tha[t right 1 'y 9

Tr. HANES. That is right.

Senator Livcas, Why dO you say that{ .
~Mr, Hangs, | am just relating that to what | believe the budget
figures are going to show.

Senator Livcas, You figute it is 3 better opportunity to pass a bill
around $4,000,000,000 than $6,500,000,000; is not that the real reasonf

Mr. Hanes, That is the practical side of it. | also think it is prob-
ably a better fiscal policy for us to pursue to go a little bit slowly and
feel our ay along in this situation. )

I do not want thisto happen, that we cut too deeply into the tax take
of the Treasury, so that we might not reduce what looks like a large
surplus to a deficit. | think it'is a prudent way to approach it.

Senator Luocas. | understood from your statement you figured there
would be about $10,000,000,000 surplusinthisfiscal yéar 1949, ISthat
yaour statement, or am T wrongf .

Mr, HANES. 1 think that is thecorrect figure; yes, sir,

Senator Livoas. $10,000,000,0001

Mr. HANES. Yes, sir. )

Senator Livoas. What would you say about a tax theory of applying
one-half of any surplus we haveto the national debt and the remaining
one-half in reduction of taxes{

Under Xlour theory fou have got $10,000,000,000.

Mr. HANES. Yes; $10,000 000,000

I tell you| do not like arbitia’y figures, _ )

In thefirst place, | think you have %;)t. to adjust your_wa*1 of going
to the national economy, and it may be at some time in the nearby
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future you will want to change from the deflationary effect of retiring
Government debt too rapidly.

Senator Lucas. That would not be diflicult to do,

Mr. Hanes. No.

Therofore, I say it is m mistake to adopt an arbitrary percentage
because wo cannot foretell the future. We do not know — hat is going
to happen 6 or 10 months from now.

Senator Luoas., Your tax bill would be just for 1 year.

Mr. FIanks. Thistax bill would not, | hope.

Senator Lucas. But you would not want to speak oul for a theory
that would definitely, every year, apply something on the national debt,
even though we had only a billion in surplus—give $500,000,000 to the
taxpayers and $500,000,000 to the debt{

Mr. Ilaxks. No; | would not go for that, Senator, at all.

I think if you had an ided situation where you could adiust your
wayl ofbgoing more quickly than we can under our present system, it
might be.

Sunnfor Lueas, 1f he people of America knew that every year wo
had a surplus there was going to he something applied on that na-
tional debt., would not. that he  these fellows you are talking about
now, who are u little afraid of what the future is going to het

Mr. Hlaxes. Yes, sivg id | will give you a concrete method of how
that ean be done and right now.

Senator Lucas, This is just y brainstorm of mine aqnd may not be

M, ks, Ithink you nre absolutely right.

I submit, and 1 have said on many occasions, you have got an ideal
vehicle of constant reduction which everybody in the United States
would understand if you were to adopt it, and that is to take every
dollar paid into the Fedoral Treasury for socia. seauwvity or old-nge
benefit taxes and apply it immediately 2pon the Fedoral debt. That
would reduce your delit at the rate o~ $2,000,000,000 a year approxi-
mately. In 100 years the debt would admost he |aid oil.

Senator ConnarLy, May | ask you in that connection: That money
collected is not collected for the purpose of carrying on the current
EXE)enSES of the Government.

My, Taxes It isspent for that purpose, however.

Senator CoxNaLLY. But it is borrowed under the law from th fund,
So it is part of the public debt, and it would he like a seesaw.. You
would increase your public debt to time security fund and pay off that
much in the reguledebt.

Mr. Hangs, | maintain that is not income of the Federal Gov-
ermment.

Senator Bankrky. | have, too, and gotten into a very famous con-
troversy over it.

Mr, fTanes. | remember it. I read what you said about it at the
time, and | agreed with you.

| think that part of our financing is wrong.

Senator Barkrey., Congress intended that asa method of investing
these funds at 3 )ercent interest so they woul earn some money.

Mr. Hangs, That is right.

Senator Barkrry. ' And if the Congress felt it was a safe invest-
ment, a safer investment to have these funds in the Treasury invested
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in securities of the Government than it would be to go out and buy
private securities, 1 think that is sound.

Mr.HANES. So do I, but the Federa Tieasury has taken those puy-
roll taxes as current income.

. Senator Barkrey, NO; they have borrowed from, the fund and used
it as current expenses, but they still gwe it back to the fund.

Mr. Han s. There is no difference which way you put it. They
spent the money and | maintain it was a sacred trugg paid in to this
Government for benefit to be derived by the donor a4t a future date,
and it should be like a reserve fund of an insurance company, and
should be maintained inviolate. ) .

Senator ConnNaLLy, Maybe it wag a mistake of the Congress i
making it necessary for the Treasury to invest in Government
securities.

Mr. HANES. No, gjr; | donot think so. | think it is an admirable
manner of _re;i[i_ng the debt.

Senator Brrwster, May | ask a question, there?

Senator Luocas. | would like to ask one more question. | was the
last one called by the chairman.

The Cuairman. Go ahead,

Senator Luoas. Senator Barkley questioned you about it, and |
think we ought tolook at it again. -

You say our obligations are so great we cannot afford any further
experiment in socialization.

I wish you would break down for the record to tell this committee
what these experiments are in sociglism.

Mr. HANES. May | supply that$

| will give you chapter and verse and start back in 1933.

Senator Lucas, You give us one chapter.

Mr. Hanes, May | supply it for the record so it will be aceuratef
exggﬁ%ﬁﬁg,vms. You supply it for the record and give us thess

&ow ou are talking about Government and talking about tax legis-
lation ge[e today, and these experiments must necessarily refer to
what Government has done in the way of legislation.

Mr. HANES. That isright.

Senator Lurcas. And you name those, because | want to see what my
good Republican friends will do toward repealing those things yor

are going to name.
l\rﬂ-. Pﬁmm. It does not necessarily follow, Senator, that all should
be repealed.
.. Some should be modified, perhaps, but it does not follow they should
be repealed, and | am the last one to advocate that.
But | would like very much to do just as you say and give you a
compl ete break-dawn.
Senator Liyoas. | wish you would, instead of that broad statement
you made to this committee.
I would like to have you place in the record your statement on these
socialigtic experiments.
My, Hangs, | would be delighted.
The report referred to will be found on p. §97,) .
enator. Barkitry, Would you mind going back a little further
than 1833 and indicating whether ybu think the creation of the Recon-

struction Finance Corporation was a socialistic enterprisef
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Mr. Hangs, | will go back to 1980, if you like.

The Cnamman, Senator Hawkes{ .

Senator Hawxkes, May I make n brief remark in there?

When you talk about repealing all these things, 1 notice the human
family accumulates a lot of bad habits during the year, and they
make New Year's resolutions, but they do not repeal very much.
When they have accumulated, the habits, and they have become fixed,
you may improve yourself but you cannot repeal anything.

Sendlor Lucas. You are making an argument if is whose fault.?

Senator Hawikes. 1 am making an argument things wished on the2
Seople and in existence for 16 years are very hard to shake off, whether
ad or good.

Senator Brewster, Before Senator Barkley leaves,, | would like to
point out tha in_he RFC, We wroto off some $2,000,000,000 to $3,000,-

e 14T -,‘- | i N oy &
RO Hp P e BRI dgitch ey hdiipastile enfhh
and has largely beer forgotten in the very creditable work RFC other-
wise hasdone, )

Areyou familiar with that record?

Mr. Jlanes. Yes, ) _

Senator Brewsrer. When Mr. Jones sent ip the request to write off
some $2,000,000,000, $100,000,000 went up te the State of Maine from
which” we havenever been |hle to get accounting from either Mr.
Jones or Mr. T opkins, or anybody else concerned.

Scnntor Brewster. | did want to also query your social security
theories. . ) .

Senator Barxrey. | am not on the witness stand. | will go on, if
you want. me 10. . ) .

Senator Brewsten. |t was obvious you were in need of education.

Senator Barkrey. When | an seriously in need of education, | will
go _elsewhere to get it. . o

Senator Brewster, | am very much interested in this comment on
the social security situation in which Senator Barkley used the figure
of $2,000,000,000 being naid in there by the people for social security,
whul:h was going into Government. bonds and then being spent cur-
rently.

| am not sure as to the total, but taking that as the figure which is
paid letussay for the old-age insurance over a period of n considerghle
number of years, is ultlmar[ay under the theory paid back ta the indi-
viduals who have contributed. Iet us take a small man up in the
State of Maine who ha: been paying 20 or 30 or 40 years into this.

You are ?1](1 enough, | believe, to remember the value of adollar in
190613, When we were getting very modest wages and living very
modestly, and were able to get alonq. . _

Now arriving at ol¢ age, we collect $30 which might have been
considered adequate in those days and even yp)to more recent times,
$60 or $75 ¢ month would b essential to sup ‘y the same means. Ip
other words, we are at ¢ho bare margin of existefice on the $30 a month
in other days and we are way below the margin of existence now.

On what basisdo you, if you are an advocate of this gocinl-security
system, gr gthers who have advocated it in recent years, justify paying
bock to the people 50 percent of the purchasing power of what they
have paid in, which jg the result of the system as it, NOW operates?
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Mr. Hangs. Senator, T think that isall art and parcel of the thought
1 had in mind when I suggested that it is completely wrong in my
humble judgment that we take his $2,000,000,000, or roughly $1,800,-
000,000 t0 $2,000,000,000, of tl.. people's money which we promise to
pay back at some future date and put itright away into the bloodstren
of the circulation system and spend the money. When those benefits
start to flow back the other way, you aregoing t0 have t0 tax the people
over again for the same money t0 pay off these promises.

Senator Brewster. YOU ecompound the felony on your theory

fr. Hangs, | think itisa felony.

Senator Brewster. Because you not only return the fellow g §0-cent
dollar, which is what he gets approximately today, or less than that
now compared with 1913——

Mr. HANS. | thinkitislessthan that.

Senator Hawxkrs, About 48 cents, .

Senator Burwster, Under 50-cent dollar.  You not only give this
goor fellow who has labored all his life under assurance by the

overnmont. of being taken care of in hisol¢ age, in a 50-cent dollar,
but in addition levy a tax, some portion of which, through various
excise taxes, he has to pny.

So he_not only gets half, ut,timaddition, has to contribuie very
substantially in order to pay himself back.

Mur, Hangs, Senator that is true.

But | will say, in absolute fairness to the present situation, that
same thing is trug of all Government securities and of all business
securities which are on_a fixed interest-bearing basis.

_ Senator Brewsrer. ' heonly difference ig i1 _all those other securi-
ties the individua has an eecfion. Here this is o compulsory system
we are imposing. )

Mr. HANES. 'T'hat is a difference.

Senator Brewster, The Government here goes to a man and says,
“Wewill do this, and we will ultimately do that for you."

And the time comes around and he finds it is abunco game.

We had this matter up sone time ago. Aswe were going on with
the veteran system, we adopted a system of giving every veteran of
the Spanish War a stipulated amount, | think %%5’ irrespective of
any dependents.

We have about 18 million veterans of this present war who will
ultimately unquestionably be entitled to the same relief. ]

How soon are we going to recognize that old age should be provided
for on a current basis and levy of an annua tax which will respond
to current purchasing power and eliminate the growing and grotesque
injpesticg that the present system perpetuatest

fr. Hangs, It iSa very serious problem. )

Senator Brewster, VWould you not agree it would be much wiser to
ax all of the people each year and pay all of the old-age pensioners
each year in order to reflect the current value of the dollar, and every-
one contribute when they are able and receive when they are in need?

IW_ould it not be a much wiser, much fairer, and much more equitable
solution § ,

~Mr. HANES. Yes. | would hate t¢ see it imposed upon the people
right now. . .

Senator Brewster. | recognize the problem, but | am looking at the

long range.
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Let us look ahead 30 years and see where we are, Let us See what
we have done by the whole social security system, by the bunco gamé
we ha o perpetrated on the poor people of this country in the last 10
or 1. years, and then see if we cannot look forward to an adjustment
which will insure greater gocial justice.

The Ciamrman, Senator Iawkes?

Senator Hawkes. Mr. Chairman, it is amazing to ne the stupidity
that is invoked in considering this whole subject. There are irrefu-
table facts. . )

| want to ask Mr. Hanes: low are you going to pay this national
debt everybody is so anxious to pay if you do not keep the American
system and keey the initiative alive?

Mr. Flanes., That is right,

Senator Hawxes. These people do not know what they are talking
about. It isthemost absurd thing | have ever heard in my life.

Men from all over the country are coming to my office and going into
everybody else's office and saying: “Why should | make $100,000 only
to keep $29,000%" )

“hat ISwhat they are saying. )

I want to sny this: Why s the world been {0 ou doorstep twice tw
have us save them  Because of this putrid system of ours? Because
of this system of ours that created reward to stimulate initiative and
enable genius to comeinto play?

What are the American people thinking about? The whole world
has been hanging around here. They think every day in the year is
Christmas; Santa Claus 865 days a year. )

Here we are talking about not being able to reduce taxes to stimu-
late initiative and keep it alive and kee) the American system alive,
and yet, on tile other hand, we are talking about giving $21,000,000,000
more to nobody knows what and whom.

It is the most amazing thing. .

The propaganda machine that has been built up, the propaganda
machine that has been built up to foist this thing on the unsuspecting
pesple, isthe most terrible thing that has ever been done iR America.

ou go and ask the taxicab driver. Go ask my chauffeur, Go and
ask thet workingman in my plant whether they want to give away
$21,000,000,000 more.

They are willing to feed starving people, but they do not want to
become involved and entangled all over the world as ‘we are becoming.
It is diametrically opposed to George Washington’s Farewel|
/-}aggr%s which people now do not listento and laugh at when it is

read.

| am saying to you the American people have got something to
think about. !

| want to say this, Mr. Chairman; Since | have been in this room,
nobody has said anything about what kind of a dollar this is the
corporation is getting.

he Crairaman, Mr. Hanes did.

Senator Hawges. Maybe he did while | was out, but unless we
realize this dollar the corporation '5.?3“” , and these profits every-
body is sneering at, unless weredlize it is a48-cent dollar and that the
same kind of a dollar that made it necessary to raise the wages of
the workingman from 100 to 130 or 140 percent; the same kind of a
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dollar that put roast heef up frow 85 cents wpound to $1.26, the same
kind of a dollar that made clothes almost double in values unless we
are:sane and realistic and practical, thiscount ry is absolutely doomed
to socialism.

As long as wo keep unemployment. compgnsation administered the
way it hag been administered, not to help people who are neatly but to.
help people when they do not want to take anyt hi ng except attnilor-
made job-I drive down here every day pns™ the unemployment oflice,
and when theworld needs workers, seen rinu two blocks long, and yet |
an begging for somebody to do something for me.

As long as that false ndministrative system is followed in the ad-

ninliéh'nlim of unemployment insurance you have got no hope inthe
world.

| just cannot understand why the people have forgotten their things
that made America. ) .

I want_ to say to_ou if these gentlemen in the Sennte do not realize
that initiative in Xmerie is hanging by its eyelids right now, andld
the only difference in this world between the United States of America
today and the nations, socialistic and communistic, now o1 th unk
pile, is the fact wo have had a government that, under the Constitution
of the United States, recognized property rights. We havoe had aChief
Justice John Marshall who admonished Us oncethat (he power to tax
is the {opwer todestroy," and that iswhat they are doing. -

And if we kill initintive, we are as through as we eni be ag o great. | t
free-enterprise Nation and a nation of freemen. ) _

| want to say that, and | thank the ehairmi  for letting e say it.
T haditinmy system and had to get it out.

The CizatrRMAN, | am glad you got it out. o

Mr Hanes with reference to the sug?&su_on that we have 3 rigid
method of debt retirement, you will recall the administration Jast. year
said it proposed and thought it a sound policy to use all of the surplus
for debt retirement ¢

Mr. Hanes, Yes.

The Cuarman. You have also observed reports of press conferences
with the Secretary,of the Treasury to the effect that much greater care
must be taken in the reduction of debt due to its obvious credit-
contraction possibilities, and therefore you cannot say we are going to
put all of our surplus, or any set percentage of our surplus, to refire-
ment Of debt because you cannot anticipate in advance what the credit
situation will be and therefore you have got to preserve flexibility.

Mr. HANES. That is right.

The Curamraran. Right now, | think the consensus of opinion of stu-
dents of the subject is that to apply the whole surplus to fiscal 1948
would be a catastrophic thing to do.

At the present time the bankers all over tile country are very, very
nervous about credit contraction. They are calling in their debtors
and making the debtors nervous, and = think the circumstances are
very obvious which require that we should be very careful about profli-
gate, untimely, excessive debt reduction in critical periods like the

resent.

P Your point, as | takeit, was that the Savings of tile country are not
going into risk investment; on the contrary, they aregoing into indebt-
edness investinenti

Mr. Hanes, That isright.
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The Creamagan. | would like to put in the record an excerpt which
supports you, from the Survey of Current Business of the Depurtment
of Commoerce of ebrunry 1948 :

A notable feature of the 1147 market for new issues was the pronounced rise in-
fmportance Of debt a opposed to ~guity Issues, Volume of new stock Issues was
about the ameas in 1040, whereas flxedy Interest-hearing Irsues expanded by about
B0 percent. I 1040 over two-fifth of the new capital lssues were stocks, In 1047
the proportion dropped to loss than :I;]O roreent, . .

The proportion of debt iswues 1 . thelota wits roughly equivalent to that which
Prevalled in past prosperous years, Including 1020. A ~ubstantin’ fraction of the
otal debt im 1947, Aowever, was convertible debentures which represents call upon
common StO?k a} a fixed price .
'he SUPPIY of savings made avallable for the purehns. of corpovate secusiny
issies wus channeled 10 gl constderable extent through 1ife-insurance compnules,

In other words, tile savings of the people fire not entirely idle, but,
asrl interpret. what you said and what has been read here, they do not

el they are ndequately compensated hecause Of tile ineome-tax strue-
ture in taking yisks, and herefore they channel their savings into the
utility companies and telephone companies and into bond issues and
into preferred securities. fsnm correct P

Mr. [Haxes. That is exactly ri.ﬁht ; ¥es, sir.

_ The Cuamyan. We were talking abont the tuke-home pay of the
investor and comparing what o man must havelloday to eque  his
income of 1939,

1f you will be patient for just y moment, | would like to give some-
thing in the record.

Tn'order to have tile snme income left, after taxes, under present tax
rate as we had in 1939, an individual with net income of $5,000 a year
in 1930 must have ¢ net income of $5,684 today.

It takes @ net income of 0,550 {0 give the same income, after taxes,
ag was enjoyed by a taxpayer with $8,000 net income in 1939 ; $12,257
income today to match 1 $10,000 income of 1939 a$20,119 income to
equal a.$15,00 .. incame of 1939,

T'o match g $25,000 income of 1939 it jgactually necessary to have an
income of over $40,000.

That wits the figure we were talking about, and earlier today |
thought it wag somewhat higher than it is,

A $50,000 income in 1939 represents the equivalent Of an income of
nearly $124,000 today. _ _

. Asyou can see, the Nigher up tile jncom scale, tile more fantastic
ISthelncrea_lse in mcome Which jgsnecessary to have today to match gy
ecuivalent incomdifter taxes in 1039, . .

?ﬁgittor Hawxkrs, Alight | interrupt, and agk you if | am not correct

ou. fire talking S'.mpw about Federal jncome?

The Ciramaan. That isall L am Ialkmgabout.

Senator Hawxes., When you add the State income axes, that re-
duces the retalning_amount, and that istae thing that ig’vital,

he Citatratan. That iscorrect.

Senalor Marrin., Might | make y further observation pq that is
you are NOt taking into consideration tile smaller buying value of the
dollar a¢ the present time.

The L coming tothat.

A $2_(23§,'6\C}8‘|Ir1"c%me‘r‘1’3\?v ISequa\, toonly an income of g7x oa0 iN 1930
. AQ jyecome of nﬁ%‘ﬂ‘}' $318.000 represents the equwarlent of on?y
$100,000 11COME in 1939,

maanw aa
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An income of over $1,260,000 would be required today to give the
same income after taxes as a $500,000 income in 1939.

That will show the effect of these steeply progressive rates which
already existed in the late thirties, but which has been enhanced by the
taxes that were necessarily raised during the war.

As Senator Martin points out, that takes no account of the difference
of the purchasing value of the dollar.

Did | understand that in a discussion with one of the Senators, you
took the position that the Federal Government has no, right to tax
people merely because it believes that it can spend the money better
than the citizens?

Mr. Hanes, Yes, sir; that ismy opinion.

The Cnamyan. Do | understanc. you are in agreement alsa that
until we can get this world set for peace and get rid of these extraor-
dinary military expenditures and foreign-nffuir  expenditures that,
we cannot expect the truly massive reduction in taxes that we all, |
think, or most of us, would like to seo?

Mr. Haxes. That isright, under the present condtions.

Tl Cuamyan, But | understand, vour theory is Also that when we
can We should make a start g it, and should keejy on working at it s
long aswe can.

My, Had.s That is right. .

Mr. Ciraryan, In preparing your supparting dats on the nature of
the ratesstructure, you may find plenty of decumentary material in the
Inte thities which would demonstrate, | believe, conclusively, that
the progressive rates which were then adopted were intended to be
vanitive and WELE intended, {o equalize wealth.

M. Hangs.. Yes, SIf; | do not thigk there is any donht.about that.

The Cuamsan. Any further questionst

Senator Marrin, L would like just.one.

My jecollection is, Mr. Hanes, you stated there wgyld be gnpually

00,000 men seeking new jobs becguse of increase in ponulationt

Mr. Hanes, Each year; yes sir. .

Senator Marmin. What ‘jg the present estimate of the investment
requireq for {ools for thosg men?

MI: Hanes. THEIS W3S an IREresting statement made time athor dav
by the International Harvester CO.. Who have just increased their
employment 30,000, and | think they showed it required about $6,000

per man to put those men to work.
The average gf qll, jpdustry runs between four and nine thousand

gol:grs to put °2|° man to work. That is tools, equipment, housing,
uilding, hospitals, machinegy, ey, ing.
In 1938 1 testified bgfore t\{l’(‘ Hﬁﬁﬁ?%vs and Means Committee
and in that testimeny ‘T magg the Same statement practically that
made here today on thig subject. ) .

L would like to read for the [€SQIT JUSL for @ MGIRER one SEteBRh
I made which will show you, in answer to YOU' question @00Ut what
it wWas then.

Translating that into the pyesent-day dollar will make a difference,
of course, . . .

For the record, what | quolg s Revenue ReVISION 6f 1939, fieavings

betare the Ways and Means Committee Of the House Of Renresenta-
tives, | wasappearing there yg p witness, being Under Secretary of

tile Treasury at that time.
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| say here:
Under our sy lem of economic developmenttdfethls country——

This was in unswer. by the way. to a question from Mr. Treadway,
who was ranking minoriiy nenber at that time.

Under our system of sconomie devel opnent in this country, it requires about
$7,000) per man to put one man to work nndng keep him there. That is in tools
andimachinery and equipment, andcso forth. That alone would make necessary
the: invest ment in our economle system ench year of 7,000 times approximately
000,000 new people who are eandidates for jobs each year, whicl means san
approximate investment anually of $4,200,000,000, Just to take care of the
norma Increase Irlour employable populatfon,

That was in the 1939 tax bill.

I do not think there has beer any decrease in the rate of growth
of our population, which would lead me to believe, the population
having expanded to about 144,000,000 reople/ tbe rate would have gone
up front 600,000 people annually in candidates for jobs to 700,00
annually.

So that menns we have to reinvest jnto our economic systent each
year an investment equivalent to 700,000 times 7,000, or $4,900,000,000,

Senator Mar 1x, If we are not in a position to do that, then the
Ameriean system of free enterprise fails to that extent )

Mr. Haxzs. I you wanted to devise a method of keeping the Amer-
dean system fron working, it would be to stop the investment of
$4,900,000,000 anualy, and you would have anrarmy of 7,000,000
u(;lemployed even if the high rate of employment today continued for
10 years.

Senator BrewsTer. When you speak of employables, does that in-
clude agricultural and domestic labor

Mr. Hawnes, Just the industrial workers,

Senator BrewsTenr, When we speak of this figure of 60,000,000 jobs;
wihit isthat? .

- Mr. Hangs., That isfor gverybody. That includes, @ | anderstand
it.all the employables in industry and self-employed as well, _

Senator Hawxkes. Mr, Chairman, I want to one more question.

The Curamrman, Go ahead. ) )

Senator Hawxes. It isascertain in my mind as anything could be.

Let ns500 back to the point | raised a few minutes ago. If you
ae gom tQ pay this debt of $255,000,000,000, knocking off $5,000,-

00 for luck and calling it $250.000,000,000, there is only gne way
inithe world to do It, and Y want to see if you agree with e, That
Is,,t0 keep alive the spirit of initiative through some reward:;, that is,
retainable. It does not make any difference what you earn. it is What
you retain.

Do you agree . .

Mr. Hangs, Heartily agree; yes, sir.

»SenatQr dHA\vm:s. Then 00 yor G%TQ% the only sane way for our
people 4 doisto not pay SO mu¢h otf on .the debt anv one vear
they are destroying this mainspring of initiative that keeps the ma-
chine going, that produces the fruit and profits, the money the tax
maney 1s taken from, with which the debt ispaid$

Mr. Hanes. L agree with you.

Senator Hawnes. 1T we do @lything other than that, we &€ break-
Ing faith, With every person who invested their monev in Government,

nds. Do yon agree\ it] M€
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Mr. Hanes. | would qualify that somewhat, Senator, by stating
that would depend a little bit'upon whether you are going to return
adollar or 40 cents. ) I

Senator Hawxkes, You aregoing to return 40 cents. | will giveyou
a written guarantee on that, or 48 cents, whatever it is.

| have ~en:@broad many times. | can recall when ghe franc was
selling at 23 cents almost equal to one of our quarters. It is now
selling for 225 or 250 to a dollar—~less than one-half cent. _

Every nation, Mr. Hanes, abroad that has gone to the junk pile
has devalued its money and devalued its money until it is nothing

today.

T_aﬁat istheprocess we arein. If we have not got intelligence enough
tofind away to stop that, we are doomed. o ]

The only way in the world you ean stop it, if 1 know anything
about business or about America, isSnot to crush this spivit fof
initiative,

There are some men in the Senate who do not know what the Splrlt
of initiative is. )

We had one Senator get up on the floor and say he was not interested
imany way in free enterprise; that he did not care whether we pre-
served it or not. . .

He was interested in human rights. He did not understand the

reatest human r(ijght on this earth issthe right to own property and

& free man, and to improve your lot.

He had not been all over Africa and all over the world and seen
where that right did not exist-the people were virtually saves.

I want to find out if you agree with me there is nothing in this
world so important as not to crush this spirit of initiative, and that
we shoul d not be involved in making » great payment on the debt at
the expense of keeping the machine going. )

Mr. HANES. | would certainly agree that the climate you have
created here in Washington has got more to do with the speed with
which the economic machine runs than any other one thing I know of.

Senator BrewstEr. 1S it not rather refreshing to you to find this
accent on budget balancing and debt retirement after your experiences
of some 10 years ago? o i .

Mr. Hanes, L would say it is avery different state of mind.

alor Beewsrer. L0 Certain quarters.

Senator Hawxes, Mr, Hanes, | would like to just put on the
record an illustration | know from American life.

- A conicern had two good years and made alot of money. It had
a\lot of bonds they did not haveto pay.

They got this insane idea that they should pay off all debts and
they paid them all off, and then the depression cane along and busi-
ness Was. veLy, very bad. _ , ,

They tried to borrow money to rwy, the business under ghese condi-
tions, and to'do it the¥ had to jssue mortgage bonds and at a rate of
interest that crushed them arid destrQved, them, and they went into
insolvency and were disintegrated and bought Up for 10 cents on the
dollar. v

That isthe pointThaye iNmind. We hive gotto usealittle eommon
Sense if'the Way We piay our debt.
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1 amin favor of paying the debt, but | am in favor of keeping faith
with that debt clegr through to the end, not for 1or 2 years of fakery,
and then end it in disaster and default. _ _

The Cuamman. Mr, Hanes there was some discusson as to how
much of the tax burden is carried by people of leas than $5,000.

It might be interesting to add that people with net incomes under
$5,000 have 80 percent of the income and pay approximately 48 percent
of the tax.

People with incomes of over $5,000 have 20 percent of the income
and pay approximately 52 percent of thetax.

My, Hanes, we are very grateful toyou for having come.

Mr. Hanes. | was glad to come.

Thank you. ) ) )
The Ciramatan. Our next witness is MrysLaylin.
Will you state your full name, your residence, and your businessf

STATEMENT OF CLARENCE ], LAYLIN, TAX. COUNSEL OF THE OHIO
CHAMBER OF COMMERCE, GOLUMBUS, OHIO

Mr. Lavrin, Mr. Chairman gnd gentlemen of the committee, my
name is Clarence D, Laylin. | live in Columbus, Ohio, and am a
lawyer. | appear on behalf of the Nationa Association of State
Chambers of Commerce. That isafederation of separate and autono-
mous State organizations, each of which is concerned primagilyy with
the advancement of the business of its own State, and with the local
problems of that business. But there are afew subjects of national
and common interest which have drawn these State chambers of
commerce together intQ this national association for the interchange
of information and the formulation of opinions. Prominent among
these subjects is Federal taxation. It has been my privilege to serve
aschairman of t}¢ association's subcommittee on Federal taxation, on
which | represent the Ohio Chamber of Commerce.

The composition of the State chambers reflects the business commu-
nities of the several States, and varies somewhat from State to Qtate.
Speaking generally, the national assogjation, mmugh its constituents,
represents an agaregate membership of about 35,000, including manu-
facture, trade, service, professions, and agticuliure, and employing
SOme 7,000,000 persons.  MOS., of the members are STAl hyjsipess units.

In the fall of 1945 it fel _to mv lot to diSCUSS WL you {he then
current thinking of the national association, gn Federal-tax policy.

The Program of recommendations which qae then presented
been rethought in the light of the legislatign gf that year and the ijn.
tervening developments. The revised program has been thus far
reconsidered ang appioved by 27 State chars, each acting throuw},
representative groups, A few have not repgrted; but we should!%m
able very soon to publish gnd, it desired by the committeg, ¢o furnish
for your usg & pamphliet setting forth tilepresent views of ¢, members
of the ggggciation—views WhiéF], | assure you, are not theopinions of a
few men. it rather the grass-root convictions of a multitude of busi-
nessmen, "educed to acommon denominator by study, consultation, and
conference with each other and with economists, accountants, lawyers,

and other students of taxation.
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Sonntor TEawwsw, My, Liyling may 1interrupt you theve to nsle you
how many State *<mbors you have,  You sny o fow have not been
heard frome L kit would bo well vight there to suy how mnny
there are,

Mo, Lavian, My vecolleetion is there are 38, hat in order (o be necn-
ratey Limual sy (o you that one of our States, which igan empiro rathoer
than n State, the Btato of "Lexas, hus theee hdies shich qualify for
membership in this association,  Ubeliove another State hos two, So
T would not have the committes understand there are 88 States, bat
there are 38 organivations,

These stucdies and the recommendations which are emerging from
them coneoivo of the Fedornl roventie system us o whole and envision
a rather thorowghgoing vevision of it. Wo think the time has como
to consider the problem from that point of view,

Wo belivve thut the expenditures of the Government. enn nnd should
ho vadueed by the Congressy ovon moro drastiendly than o indieated
by the approval of the report of theJoint Conmittes on the Legislative
Budget, though wo recognize the weighty fuetors which have to bo
consiclored mnd that many of them are hoyond the controt of th joint
committeo. So we look forward to w comprehonsive tnx roform which
would reduco the intolernble tax burdeny of the people even further
thun would IL R. 4700, the bill bofore the commitiee, nnd at. the snne
timo embody nunterous tochnical corrections and reforms which arve
long overduo,

Wo favor the purpose of 1L R, 4790 beeause it is a timely step
toward what onv associntion bholioves should be the ultimate, if not
the inmediate, gonl of the Medeval tax veform, which we believe is
imporative,  That goal, ns wo see it, is the prompt release of the
country’s economy from the shackles with which wartime Federal
taxation now fettors it,

Tho businessmen for whom we speak know what they need to ennble
thom to contribute, ench in his pluee, to a sonnd and stuble economy
to lny the spector of inflation and to sustain the high lovel of employ-
moent which the country now enjoys. Foremost nmong their needs—-
m‘peciully'tlmse of the smallor operators—is equity investmont capital.
‘There can be no doubt about this, President ‘I'raman, in his message
on the state of the'Union, rightly emphansized the necessity of expan-
gion of our industrial plant in ovdor that the people might obtain at
fair prices the goods and services which they demmnd,  In many
instances, in most instances, of new und small business units, the eapital
required for such expansion does not and cunnot oxist. in the form of
corporate savings, reserves, or surpluses, it must be fotnd elsowhere,

f our econonty is to remin free, if the American system which has
been the envy of the world is to be maintained, there is only one place
to go for the capital which is needed. For that is what we call venture
capital, and-it is not to be found in the banks or other accumulations
offmvestment capital which must be placed with an eye primarily to
safety.

Ev{n in the cases of large and well-established comPunies, with firm
credit, extensivo borrowing would, weaken financial structures, and
risk bankruptcy. That the Government should furnish the required
capital out of the proceeds of taxes or-borrowings, us was done under
the stress of war, is simply unthinkable to an' American businessman,

‘
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for it would mean state socinlism, and andermine our gystem,  Ins
dividualy who nre able und willing to tako a chance, and they alone,
could furnish this visk capital,  Under prosent Federal tax Inws such
individuals uro fow and fur hetween, for their losses are allowed only
to n (rifling extent, and their rewards in the form of dividends are
doubly taxed antl what vemuing to the visk investor is insnflicient as
on indoeement, ‘The fundumental reason, of course, is the high pro-
gressive ftes of the individoal ineome tnx,

S we beliove that innmedinte redaetion of effective individunl in-
come tax rades is the most essentinl step in the total program of tax
reform which we advpeates nid, if all the reforms which fad place
in that progeany eannot be achieved ot onee, wo believe that indi-
vidunl income tax veduetion shoald come fivst, - Sueh veduction shonhd
give substantinl relief to tuxpayers in all the brackets, and not be
practivally confined to the lower-income groups; for that kind of tax
reduction would not do the job for the business economy that needs to
be done,

Therefore, we support the main purpose of 16 R 4790 and wonld
oppose With utmost vigor any such proposal ns was put. forward by
lljl(! Predident nnd embodied in 11, R, 4068, Mr, Dingell—the $10-per-
unit-credit doviee,

Weo nlso favor those provisions of 11, R, 4790 which would end the
discerimination between the taxation of family incomnes as between
community property and so-called common-lnw States, It is the high
progressive rates of the Federal income-tax law that have contributed
most prominently to the senso of injustico which is felt so deeply in
most. of our States and which have induced several State legislatures
to attompt, with varying degress of suceess, to change the most funda-
mentul of their domestic laws, We think the proper remedy lies in
the hunds of the Congress, and that the bill sety }ort’n a happy solution
of the problem.

The program of tax reform which hag been approved by our con-
stitnent State chumbers of commerce would sprmu‘l the effective indi-

vidual rate reductions more evenly across the seale of the surtax

brackets than does TL R, 4790, and would leave the exemptions of the

present, luw untouched,  We had thought that a more substantial re-

duction than the bill offers to middle- and higher-bracket taxpayers
vould be necessary in order to liberate venture capital and ift the
brakes u little from the wheels of our economy. But our people are
realists, They have learned the distinction between the ideal and the
attainable, So I am confident they would want me to say that, despite
their preferences, an income-tax-reduction measure that would extend
relief in an amount, ag substantial as would this bill, and would dis-
tribute that relief fairly among all individual taxpayers, and at the
same time remove the community-property diserimination, would be
a step in the right direction, and within the general franiework of
their thinking; and I amn sure they would wish me to congratulate the
Congress upon its determination, as evidenced by the actions of the
House and your committee thus far, to enact Jegislation of this kind
which will be effective this year.

It has been intimated that your committee may find it necessary to
leseen the amount of the reduction accorded by the bill as it now

- #ands. - T have already hinted that those whom I am representing
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would be oppased tq that, as Lhey SE8 no [evenue necessity for it; but,
if any such modification iy considered, we strongly urge that tho ad-
justment be made proportionally ‘among tl, AXDAYELS, so that the
amended bill will still reduce the burden of all the taxpayers. with
regl. effect as fo all Of them.  Unless, substantial, religf |s accorced, &
middle- and highor-bracket tuxpayers, as Well ag 10 those LOWE! in u”:
scale of fncomes, the tax reduction Will fail to yecomplish the fu
measure of the economic benefits which are SO greatly needeql.

We have noticed with concern the proposal that some of the esti-
mated revenu. 0SS that. individual income-tax TEUCEON woulc pro-
duce ho made up by t.ln? onnctment, of another egcess-profits tax, mod-
elod ater the war tax Of thal kind.  Our position WIID vegard 10 such ait
tax Was made known to you in 1045, when you wore considering
repeal of tile war tax. Wo then agreed with Seqretary of tile TI'rons-
ury Vinson, who told this committee that the excess-profits tax was
a wartime emorgency measure, not suited t6 peacetime conditions, He
snid ;thati(, had l en “an erratic and in nany instanees an inequitable
ftow

Ho declared::

The iMeulty t8 that calling Profits excessive does net mak  thom  x wsive.
Calling profits normal does not make them normal,

_ And ho spoke of the economic effects of guel a tax in words that nre
significant today:

We are starved for new RotedSs, uewlewies * % ¢ and the Hke, The best
defense \gulnst the use Of our wartime . avin 10 bia up PEERS on these SRR
items 18\0 remgve the searclty, ¢ ¢ TollllS %’é]" climinntlon of the renres-
sive Influenco OF the excess-profits tax Will make v €3l contributlion.

Our opinion remains tile same today;, nor would it bo changee: hy
any proposal to limit the coverage of (he exaction. As the Secretary
shid, experience hag shown that i{, is simply impossible to devise any
fair, equitable, and workable measure o}’ ormal pidfilts, A tax on
so-calleq excess profits could be either shifted ta consumers or ab-
sorbed hy tile taxpaying corporation, depriving it of e@pital which, it
might otherwise neeg or expansion or replacement of facilities, and
in either of these events it would be distinctly inflationary.

0 we think that your commitiee should reject any suggestions look-
ing to engrafting an excess-profits tax upo this or any ether bill for
the immediate reduction of Individual income taxes. ‘As L have sad,
our association is not wedded to every qetail of H, R. 4790, but. we do
advocate tile rProm t enactment of 2 law which would embody tile
principles | have tried to deseribe—those Which, to a considerable
extent, are found in the bill. )

It seems to be thought by somg that Federa tax reduction woull
have an undesirable inflationary effect, and feared by others that defla-
tion m% be so imminent as to limit tile extent of prudent rate veduc-
tion. ese are speculations into which | do not pretend to be com-
ge t to enter. Our economists tell me that beth inflationary and

ationgry pressures are constantly present; that so long as there is
scarcity of nesded g6ods and SBrVICeS and enough money to spend, the
ififlationgfy pressure i8 likaly to continua @sminant; that the antidote

t } imulated by tax reduc-
for s o oo ent e R sk

shift from Government spending to corporate spending for capital
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goods would interject s temporary lag into the process; and that the
supposed inflationury effect of relense — Der  ing power would b offset
to n considerable degrecby the tendency toward off wholesale demands
for higher wage scales,  ‘hey & there, there ure indeed signs of
leveling-off—porhaps of some deflation in certain areas of the-econ-
omy—Dbut that there isn present basis for fear thet the contemplated
tax reduction will unbalanco the national budget,

But tile program of (he National Associn ion of State Chumbers of
Commerce, of which the purticuln killed of  easurg which your com-
mitreo isconsidering is 1 part, looks forward to nsound (ax syster asa
werequisite of o stabie economy.  Sueh a tax system should be one to
mspire confidence, not one which hangs like a millstone around tile
neck of enterprise. [t should be devised and maintuined with a view
to approaching permanence, nd not shift, like a wed hervane with
every wind of rumor or apprehension. There may be some types of
taxes in on Ifederal system which call andishould be quickly adjusted
to marked chunges in the economi climate.  But the incomo tax, about
which | have beet. speaking, is not, it owr-opinion, one of these. So
far ag that tax is concerned, tile policy we favor isto get us quickly us
possible to a sound basis, nd stay there.

We redlize fully that the key to real tax reform is to be found in
reduced (Jovernment spending, We realize, too, that reduced spend-
ing is not tile rcspunsil)ilit,y of this commitlee, save in the important
sense that, curtailed revenues will strongly ten to reduce expenditures.
We readlize, finaly, that reduction of e , enditures muy well involve
nore than mere appropriations. Nevertheless, the businessmen of the
country, insofar as they speak through the association which | repre-
sont, EXpect to contint._ 1o presstoward greater economy, believing that
to be essential to the common welfare. We believe ir o balance
budget, in a systematic reduction of the public debt, and in a redistic
approach to he problems of foreign relief. We believe that America
must keep herself strong in these troubled times, ind rigorous & imina-
tion of wi.atever is wasteful or extravagant in the use of money exacted
from tile people by taxation is an indispensable means of so doing.

Believing as we do, the Association of the State Chambers of ?Jmn-
meorce has been formulating the more comprehensive program to which
I have referred. L think it only fair to tile committee that | should
here summarize the main points of that program, even though some of.
them are not directly germane to tile subject under discussion this
morning; for there could be no better way to acquaint you with the ex-
tent of our studies and the general. tenor of our beliefs, which are the
background against which I have’spoken.

First. Reduce individual income-tax yates, Thebill beforeyou does
that. Our ultimate objective is a maximwm combined bracket of 50
percent at $100,000.

Second. Continue withholding and current payment. That is done
by H. R. 4790.

Third. Authorize married couples in all States to split their aggre-
gate incomes, asin the bill before you.

We would also revise the income-tax treatment of capital gains and
losses; lower and make technical corrections in the estate and gift
taxes; repeal or amend some of the selective-excise taxes, but for the
time i)eing continue to rely upon the excises for substantial revenue;



130 REDUCTION OF INDIVIDUAL INCOME TAXES

reduce the corporation income-tax rates, as soon as revenue require-
ments permit, and smooth out the notches of the tax on smait! cor-
porate Incomes; alleviate the double taxation of dividends, substitute
alengthened carry-forward period for operating losses for the present
carry-back and carry-forward combination; abolish the tax penalties
on intercorporate dividends and consolidated returns, ameliorate {he
rigor of section 102 of the code; liberalize the allowance of deprecia-
tion and of research and developmental espense; and make needed
technical changes in the tax treatment of stock-purchase options and
pension and profit-sharing plans.

This is not thetime nor the place to submit the specific recommenda-
tions which the State chambers of commerce have worked out over a

eriod of years on these and other subjects. But we do want you to

now the length and breadth of ow deliberations, the depth of our
convictions, and the height of our hope that we may be of assistance
to the Congress in devising a sound peacetime revenue structure for
our country. When we say, as | have said, that immediate reduction
of all individual income taxes is imperative, and that we nrge that
the legislation to that end which has originated in the other Chamber
be completed here without receding from the extent of the reduction
or departing essentially from the principles involved in it, we want
to be understood as reserving our considered view that the task of
tax reform, though well started, will not be complete when this measure
shall have become a law.

The CrtAIRMAN. ANy questions?

If not, thank you very much, indeed, Mr. Laylin. It is a very fine
statement.,

Mr. Layr . Thank you,

The Cinaeman. We will hear Mr. Marsh of the People's Labby,
Inc., before lunch.

Will you state your full name, your residence, and your business.

STATEMENT OF BENJAMIN C. MARSH, EXECUTIVE SECRETARY,
PEOPLE'S LOBBY, INC., WASHINGTON, D. C.

Mvr. Magsit. My name is Benjamin C. Marsh,'and you asked for my
business.” | am one of the few people that admits being a lobbyist.
I represent the People's Lobby, fn(‘., here in Washington, and 1 just
started yesterday morning my fourth decade here, and still have hopes
we will do something intelligent before we get through.

Senator HAwrkes, efore Mr. Marsh proceeds, are you going to ex-
plain a little bit more what the People's Lobby, Inc., ig{

Mr. Marsu. 1 would be very glad to.

Senator Hawxkes, |. would Tike to know. _
Mr. Marsi. With the permission of the chairman, of course.

Senator Hawkes. Not a long explanation, but | would like to know
hotv many people are in this. _ _

The Cuamrman, We should be on the first floor right now, tech-
nically.

Sen%ttor Hawxes, All right; go ahead without it.

Mr. Marsi. Perhaps instead of going intQ that, Mr. Chairman, |
could read into the record Spot News of King Features Syndicate.

The Cmmunm] Never mind reading it, we will just insert it in the
record.
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Mr. Mars1 (reading) :
Washington's No. 1 lobbyist labors for, not against, the people.

I an glad to accept that ver di ct of the headline.
(The article is as follows:)

(8pot News-King Features Syndicate, Cleveland 14, Ohto, December 27, 19471
WasINGTON'S No. | Lossyist LaBo  FOR, NoT AGAINST, THEPPEOPLE
(By Jay Richter, Central Press Correspondent)

WasHINOTON.—Ag the April showers bring May flowers, so the return of Con-
gftss, to Washington sprouts lobbyists all along ti | shores of the imperturbable

omac.

Some citizens aré sure to point out that the comparison is a bad one.

It is indisputable that flowers smelll Imuch better than lobbylsts. However,
the 1otion abroad inti | &and that ullllobb¥lists specialize in extracting low prom-
ises for high prices js not always based on har d facts.

There are exceptions, and one of these {s Benjamin C. March.

Not that there's anything odd in his being a lobbyist. There are 114 of these
professional persunders for every one of the 531 Congressmen you elect. That's
counting only those who adnit it and register, as a new' law requires. It is
estimated that there tire at least again as many invisible lobbyists who call
themselves by sweeter names.

lien Marsh is a lobbyist who readily admits it. As a matter of fact, he
proclaims {t. . . . .

Ren even lobbied for thet law which requires lobbyists register, and then
he was the firsto sign up, makingehim Washington's No. 1 lobbyist. A rough
comparison would be the prohibition days bootlegger who worked for re-

* * * on his own time,

The gaunt, slightly stooped figure of the 70-year-ol dean of capital lobbyists
bears little resemblance to others of il lilk on any score sheet. In 27 years at
I'l ltsade, he: has never given attocktail party, a fancy diner or promised afavor
to the great and near-great. . )

Marsl represents the People's Iobby, Inc., which he hinsel f founded in the
early twenties. It isssupported by members dues and voluntary contributions.
His oflice s a cluttered, book-ridden and manuscript-strewn room of an F Street
building down at the foundations. L

A Worn mimeograph .machine in one corner, which lie personally operates, iss
one of the most prolific in town. It is estimated that he has issued nearly 5,000,
000 pamphlets, bulleting, open letters, press releases, and related materials.

The dean’ s clients are the common people.

In their behalf, he trumpets for the lobby's program of a mixed American
economy composed of cooperative associations, private enterpris, and public
ownership.

Probabe no one imiWashington has advised, pleaded with even berated, as
many Presidents, a half-dozen of whom he has known personaly. From Wil-
liam Howard Taft to Harry f'ruman, Marsh has given freely, and publicly, of his
rounsel uUpon every important problem of the day.

he Dean 15 bombastic on pgper.

"It g your quty, Mr. President.”" lie recently advised the White House, "to
drive the rapacious horde of profiteers out of the temple of democracy-even as
Christ cﬁ'ove the money-changers out of the temple, in His day on” earth-to
protect the cmnmgn(feop €. .

Virtually, everybody hut common people or consumers a one time or another
are punctired by the'dean's free-swinging pen. L

Ben recently caled for a consumers sesston of Congress to enact legislation
to protect consymers from the unbridled rapacity of most business enterprises
p a big !andogcf farmers, and ti | short-sighted boomerang policies of many major

or uniQns.

Marsh 15 not a crackpat. Congressional committees frequently call upon him
for testimony on tmportant bills. ~ His quiet conversational charm and quick wit
contrast sharply W|{I!? FII_S!}JOI’_]jbaSIC writing style. }

He 15 a respected friend o Washington néwsmen who are attracted by his
aoility %o turn a neat phrase, SUCh as this tavorlte: "More lobbyists are rlined
by the saon than the saloon.”
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In contrast to most other lobbyists, notably representatives of wartime con.
tractors, the dean of them all believes lavish socid. entertalnment constitutes
poor lobbying. When he gains entry to an office on Capitol H1LIg approach g
direct and businessiike. ) ) )

“People’s Lobby, Inc." he Is likely to begin, *represents Vvirtually everybady
but property owners who ean afford to take care of themselves. Now, what you
ought to do, Mr, Congressman * « e»

In m effort t0 “unconfuse” a Senator on the Inflatlon problem, the dealt
observed that "You can't give champagne prices for water stock.  Well have to
exercise gelf-discipline, or well ge_t osed pollee, power."

It g no secret that many lobbyists receive considerably  ore than the $12.600
annual salary of the lawmakers they ave paid to influence.

The records show, for example, that 14 representatives of electric fnrms regeive
pav checks which average $19,170 annually. The annual average salaries of 58
lobbylsts representing agriculture 18 $13,040.

labor lobbyists get comparatively low pay, but th  AVL spent more thun
three-quarters of  million dollars in an eff'ort to defeat the ‘Taft-Hartley bill,

Ben Marsh, on the other hand, resists the efforts of P’eople’s Lobby, Iuc, to
boost his nominal annual pay of about $1,800 yearly. Instead, he dii1 into modest
w.\‘/'ivrﬂgs o meegbgigthttllivinge?ostes of the people | Y t" h S, *and | want
to know o1 ’31eir ,,..Db,ﬁ.ffﬁ b)?g sharing tHei rqhoué‘ﬁ%)s“;f::; {rotl(l‘)liff" ane

Mr. Marsu, Congress must not expect to fool the people, by giving
small income brackets a token reduction in taxes, and one to the
wealthy, which will enable them to make campaign contributions of
the legal maximum for a doven to 20 relatives or friends.

A small tax reduction also, is not an acceptable substitute for the
necessary price reduction of 10 to 15 percent, and measures to stop
inflation, such as the Chairman of the Federal Reserve Board has
recommended.. ) ) ) .

If you do not mind, Mr. Chairman, | -would like to interpolate a
little bit as | go along. ) ) ) )

| have been so interested in Mr, Hanes' testimony this morning and
the questions. Y ou have been discussing the reduce, purchasing, power
of the dollar. Sure. Wecdl it inflation. What has Congress been
doing in the 30 years| havebeen here sowe have not gotten an economic
system to prevént inflation ¢ )

| leave that question to be answered. in November. _

In every prosperous year, such as 1946, 1947, and probably this year,
the nationablebt should be reduced by two or three times the interest
on this debt, which means by $10,000,000,000 to $15,000,000,000.

In the past, Mr. Chairman and members of the committee, | have

BRIt QLSBT HRESS: | WAl APLLIRG to SovihatdpeRy
the principles which we think should be incorporated in this hill, and
you will recognize it means revamping quite generaly the bill which
the House has passed

The revenue hill yoiJ_ are now considering should: .
1. Retain persoria income tax rates on income over $6,000 if not

over %6,00,0. )

2. Retain present profits taxes.

3. Restore wartime excess-profits-tax rates.

4. Repeal some excise taxes and reduce others as recommended by
Mr. Matthew Woll in his minority report to the Hou e Ways and
Means Committee, as 2 member of the Special Tax _Stud%/ Committee.
. ,‘((liid N0t want to burden the record ‘with the detalls of s recom-
meridations, but they appear on page 65 Of tha repor to the ouse
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Ways and Means Committee submitted November 4, 1947, and theh/
includg ropealing excise taxes, starting with oleomargarine, whic
total $1,058,000,000 , o

| think Mr, Woll wasthe only signer of this minority report.

They recommend 50 percent reduction in excise taxes of $436,000,-
000, which means a total amount of reduction from excise tax reduc-
tion. .

Scenator Hawkes, fay | hear you repeat that ugeint Fifty percent
reductian in all excisetaxes or Aust certain onest . .

Mr. Mansn, He recommended the repeal of excisg taxes totaling
$1,058,000 000. Mr. Woll recommended reducing by 50 percent excise
taxes totaling $4:36,000,000.

Senator Iawkes, That would not, touch them all because you know
last year we collected about $7,274,000,000 excise taxes.

M}1,-. MARSH. He did not try to cut then all off.

Senatot Hawges, | just wanted to be sure. ]

Mr. Marsi, But his total he recommended was a reduction from
excise taxes of $1,494,000,000. . o -

5. Provide adequate pendlties for failure to distribute as dividends
the percent of profits the law requires, and close loopholes for evasion,

6. This bill 'should also impose at least a small tax of around 1
percent on the value of land, exclusive of improvements therein and
thereon.

Land speculators have alwaysg begn tha beneficiaries of Government
olicies and expenditures, and the selling price of farm anq city lands
Eﬂs increased since 1932 by at least $35’i)00,000,000, probably nearer
$40.000,000,000. i . .

The {ax €xempt value of land in the United States iS now between
$80,000,000,000 and $85,000,000,000, and the selling price of land is
usually about the last to go down, in a deflationary period.

It istime Congress began taxing these tax-exempt |and values.

Mr. Chairman, there was an jtem in the paper since | wrote this
which I think will interest this committee, and the last suggestion |
have made bears on it.

The Government wants to get what is known as the "Nevius tract,”
a large tract of land. An appraisal of $850,000 was put on it, out of
which the Government would get, according to the press reports, $ 150,
000 tax; but now they have tried to raise the charge to the Govern-
ment by another $750,000 to make a total of $1,600,000.

I'f you had the heavy taxation of land values, dw_ Government could
buy that land for a much lower price, and | sometimes wonder when
the manufacturers and big taxpayers as well as little ones of this
country will wake upto thefact that the extortion of land speculators
on industry and consumers isextremely heavy.

Congress properly provided in theReorganization Act for abudget,
byt thi's hag been more honored in the breach than in the observance.

‘It is however asound policy, and a bipartisan insistence upon its
obsarvance iN an election year would be g welcome assurance of na-
Hongl ynit; 1 intelligene~ by bipartisan action accepted the responsi-
bility :f }fhe F e?nl Government to seethat people do not starve, at
least too fag|, %‘?; ghacting unemployment compensation and similar
legislation, tﬁoue%h't the coverage for unemployment compensation
ghould be extend
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The acceptance of this principle should determine tax policies.
A certain sum, varying in different areas, iy necessary to maintain
a decent standard of iving.

ledhy A%inebndaiey Bl SPHisfisRnGAsumption, or unoxnpl@pnm\lﬂ

imnaine tha haolt ornl
a family. ) )

Just g it iS arrani nonsense to increase wage rates, when tile
cost of living is permitted to increase romptly so as to nullify the
wage inerer it isfolly to levy taxes which result in reducing spend.
la'lbl'e incomes below the minimun requisite for n health standard of
g,

Whlle Congress does not plan thisyear the coordination of Federal,
State, and local taxes, your tax bill should make it clear by il tax
policy . Congress does not approve tax policies of most other taxing
authorities whichlevy the same rate of taxation ;1 buildings, anc oiler
labor produets that it does on land values, for this means {lse enrich-
ment of land speculators, and the impoverishment of citizens, for
whose well-being tile Federal (Government, not the State, not, the local,
has accepted responsibility. ) )

We shall probably have adrastic capital levy or repudiate much of
the national debt. ) ) o

I would like to read in a few lines from an editoria in the United
Mine Workers Journal of July 15, 1946,

Asyou all know, John L. Lewis isnot known as an extreme radical,
hut hére iswhat ha S3YS.

Sooner or later thinking leaders of labor are going to awaken to the fact that,
regardless of what has happened in Amerlea hofore, capital levy tax fs the only
way out of the financial mess in which this country finds itself.

Of coursg, it isagood deal worse now than nearly 2 years ago when
that editorial appeared in the United Mine Workers Journal.

Mr. Chairman, | would like to submit atentative draft of a bill to
provide for a.tax of 1 percent by the Federal Government on the unim-
proved valye of land of all sorts inthe United States.

The Cuamman, It will be accepted and filed.

A 3L To provide revenue for the defense of tie United States, ana for other purposes

Be it enacted by the Senate and Houae Of Represontatives Of the United States
of America {n (ongreas assembled, That, beginning July 1, 1948, there shall be
assessed and collected 1 per centum of the value of all land situated In the United
States, {ts Territories, possesstons, and the District of Columbia, exclusive of the
value of improvements therein or thereqn, and shall he collecteq gach, July 1 there-

fter by each State, Territory, possesston, and the District of Columbia from the
holders of legal title to such land area within their jurisdiction and transmitted
immediately to the Treasury of the United States.

0, 2. "Value of land" Shall, for the purposes of thisAct, be the sum of the
annual rental value of the land or area, exclusive of the value of jmprovements
thereon or therein, multiplied by twenty, or the full assessed value thereof.
“Tinprovements” shall, for the purposes of thi, Act, mean all bulldings, Structures,
machinery, docks, wharves, bridges, canals, §omlg and highways, fences, tillage,
fertilization, crops, orchards sroves, forests growing or planted thereon or
therein. "Holders of legal titl" §1aﬂ, for tne purposes of this &»t. menn the
persons, corporgliQns, associations, Fartngr_ Ips, syndicates, trustees, or any
agent or proxy who may haveéggal. title to A}he land. ) ,

Sto. 3. This Act may ecited aa the “Ldnd Values Taxatton Act of 1048."

Mr. MArsy. 'There isone final suggestion I would like to make,
You are all interested il reducing expenditures, and weall are.
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Congressman Ingel, of Michigan, was good enough to send me a
statemen  he read into the Congressionnl Record whi ch points out
ther arecabout live captaing) and five innjors, and three icutenant
colonels, and one umd one-half colonels in the Army for every second
lieutenant, which seemsy w very Iur;io number, )

| sincerely hop in considering hat provision, | am referring to the
Joint Reorganization Act, your own law, you Will realize that a good
deal of suving canlbe 1 s in the Army expenditures, because we
certainly do not seem to need 21,177 capt ai ns, and 20,706 majors, and
12,637 lientenunt, colonels, an< 4,002 colongls, o

Vo have enough generaly to run for the presidency ns it is without
keeping col onel s, cu}mun; , mdors, and lienienu., colonels ol top,

I vould like to vefer, imconclusion, to the erroncous statemen  which
My, Hanes made ju his ver ALvhdb, leser U tiony that Burope was going
to the “how-wows” with wlhint he calls socialisin,

He reno aneditorial from yesterdny’s N w York Herald ‘F'ribune, 1
would | i ke to incorporate somi digurese.r.oh th(h urrent issue of United
News und world Report.

Yaou all know David L_wrenc is _ot an extremist. 1L pointed out,
under the degree of socinlilntic  adopted i Kurope, nany Europemall |
countries’ industries mve the great v nerease in production,  Of
Course, the lowest in two or threo which wer severely bombed,

11 i Britnin outpmttof goo It has galned D per ot lllent 194 and is! buck to a
wint only 10 ercent helow 10:37—n good year. It Is better thanni93s,

Hteel product n seitain reached a new high | January, and records are
Lidng set 1l the output of tractors, nutomoblles, nnl inery, and chomieals,
However, g shortage of scrap)threatens to cutwteel output by 10 percent before
the year is out, Coal production I8 Increasing, and coal can now be exported for
thedirst time gince before the war,

In France, production is setter thar in 1038 andlidnly 7 percent below the
prosperous yenr of 1937. Last year 20 percent mor goorls were turned out thant

‘11 1046, and outputlstill Is vising,

In.3anuary French gaing aver 1938's average monthly output were 20 percent
Jn eonl, Bipercent fn steel, 38 percent in tives, 15 [ srcent 11 paper.  Ontput of
textiles rose 83 percentt ast year, but still Is below prewar. ‘Textiles, »erfuine,
and wine are major export items, .

Italy nanaged last year to step nplproduction by 35 percent, but It still s34
percent bel ow tile a . ageeof prewar years, $Sp ifically, the Italians ast year
increase | steel output hy 42 pereent, conl 20 percent, automoblles 120 percent,
and cem nt 60 percent, But there are stil 2, 0,000 unemployed in Italy, andd
worker efficiency jg only about three-fourths what It was before the: war.

Total production fi thel United States-Britishnzones rome only 17 pereent In
thesl astyear. to put the area at §) percent of the 1937 level, Ruhr coal outpntts
Inereastng, but other Industries ire faltering. Germany cannot even supply
parts for machinery previously sol d to other countries,

The depression level of Germamn Industry, plus lack of trade with eastern
Europe, Is handicapping continental recovery efforts.

(Ameriean military government has opposed social ownership In Bizonia.)

I would also like to point out to you that after tile People's Lobby
put the matter up to the State Department rather vigorously, we got
a point-blank statement that under the European recovery plan there
was no intention to discriminate against socia ownership in any
country when adopted by the freewill of the people.

Mr. Chairman, to my mi nd, this session this morning is on¢ of the
most interesting of 30 years | have been here.

It reminds me of a book | read afew years ago, The Twilight of
Capitalism, and that iswhat it is.
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What isgoing to evolve, | do not know. Our present systemis done.

If it were not for ERP and cumulative purchasing power during
the war, wewould be in terrible condition. )

One of our board of directors, a friend of mine, wrote a book, The
Depression Decade, what hapﬂened under the New Deal. He did not
criticize it, but the title of the concluding chapter of his turns the
trick-War to the Rescue,

Mr. Chairman, after 10 years of the New Deal in 1942, returns to
ownership and contrql of property in the United States had increasad
four times as much yzs to labor. ~ You cannot touch the tax problem
today except as part of the whole economic system. We have got to
make changes gradually. My own conviction is now is the time to
begin—and Senator George has been listening to me for decades very
patiently.  ‘*he big job is how to combine the unquestioned benefits
of private initiative with the need of larger collective ownership.

Thank you for your courtesy.

I do not expect you to accept all our suggestions, but the ones you
do accept will be gratifying to a very long-suffering peopl e.

The Cxaamman, | want to thank you, Mr. Marsh.

We will recess until 2 o'clock.

(Whereupon, at 12: 35 p. m., a recess was taken until 2 p. m. of the
same day.)

AFTERNOON SESSION

(The committee reconvened at 2 p. m., upon the expiration of the

...... y

The Cuamlia . Themeeting will come to order.

Is Dr. Roos here?

Will you come forward please, Doctor

We are very glad to have you, and are glad that we were permitted
to go ahead this afternoon so that we could hear you.

Will you be seated, Doctor, and give the reporter your full name,

your residence, and your occupation

STATEMENT QF DR. CHARLES F, R008, PRESIDENT, THE
ECONOMETRIC INSTITUTE, NEW YORK, N. Y.

Dr. Roos. My name is Charles F. Roos. | live at 817 Fifth Avenue,
Manhattan, N. Y.

| am president of the Econometric Institute, Inc., a business research
and consulting organization, with offices at §00 Fifth Avenue, New
York City.

| am also president ¢f the Index Number Institute, Inc., which

ublishes the Irving Fisher Price Index and aweekly business service
Enown as Economic Measures.

The Cuamaan, Proceed, please.

Dr. Roos. | am ap economist, statistician, ang mathematician by
education and training. | received my B. A. degree in 1921, my
M. A. degree in 1924, and my Ph. D. 11996 from the Rice Institute,

2 :
HouRap, Tex. *.doctor's , ' ¢spent 15 monthsin ;4. a

FRIEIN
wAnAITIN  ma
wiag

the University of Chicago and 9 months more gt Princeton and Chi-
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cage Universities as a fellow of the National Research Council. |
vL\J/as_ then appointed assistant professor of mathematics at Cornell
niversity.

In theéme year, 1928, T was elected secretary of section K, eco-
nomics, sociology, and statistics, of the American Association for the
Advancement ol Science.

In 1931 I left Cornell University to become permanent secretary
of this scientific organization, .

In 1933 I left this position to do special research on changing eco-
nomic conditions as a fellow at the Guggenheim McmoriulLi“oundu-
tion. While| was engaged in thisstudy in London, England, | was
invited to become principal economist and research director of the
Natiopal Recovery Administration in Washington.

| left this organization in September 1934 to become research di-
rector of the Cowles Commission for Lesearch in Economics, which
was then in Colorado Springs, Colo., but is now affiliated with the
University of Chicago.

In 1937 I left the Cowles Commission to set up my own research_and
consulting business, which, as | have said, is known as the Eco-
nometric Institute, Ine. By way of explanntion, I may add that |
helped to coin the word "econometric® to mean primarily economic
measurement or the development and testing of economic theory. In
1939 I bought the Index Number Institute from Prof. Irving Fisher.

My organizations, composed of about 80 persons, have always spe-
cialized in the forecasting of national income, and its components,
incidentally, and production, and in the translation of these forecasts
into demand and supply and price levels for industry.

Today there are several hundred major corporations in all fields
of business activity which my organizations serve. | believe that
they enjoy the unique position of having always identified correctly
the trends of production and income and of having always forecast
the turns a few months in advance.

For example, in November 1936, before | organized the Econometric
Lastitute | questioned the continuares &f the upward trend of busi-
ness. . | began to turn bearish on February 9, 1937, and on Septem-
ber 9, 1937, predicted business and financia panic. The Econometric
Institute, which began business on April 1, 1938, indicated on May 9)
1938, that the bottom of business had been reached. Financial and
commodity markets confirmed this forecast nearly 6 weeks later.

The first new steel capacity to come into production during the war
resulted from a forecast of the Econometric Institute in early 1939
that the economy was just entering the capital goods or boom phase
of business for which additional steel capacity would be neede(f

Beginning in November 1943 forecasts of income and production
were made only by the Index Number Institute. In February 1944 this
institute forecast postwar industrial. production as measured by the
Federal Reserve index at 170 and 185 percent, respectively, of the
1985-39 average level in the first two postwar years, full employment,
[jginawages, Steel and other material shortages, and inflationary price

The prcduction index averaged 170 in the first postwar year and
187 in the gecond. 'The accuracy of the other forecasts jg well known.

72605-48 -10
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Late in 1946, when bearish forecasts were sweepi ng the world, the
institute's studies indicated rising production, "rising income, and
rising prices #rd itsforecasts tothat effect areon record.

2 On llrovombor 17, 1947, the institute indicated that the high of the
price level for several years would be.made in the period of February
to May of 1948, ) )

We have no crystal balls and no telephone connections with God.
All we have to offer is tested economic measures of business wnd
financial pressures which are likely to maintain or change a busi-
ness trend. The expected rates of taxation are of fundamental im--
portance, particularly when business is operating at capecity. .

We have found that in making scientific forecasts of business a
Eood ;t'm r Poifit is the detail of the Federal Reserve Index of In-

1 bénd Dradnntian

Asyou know, that is an index of physica volume; not of dollars,
but of units. o

Industrial production is related to a man-hours wor ked and the
man-hours times the average wage per hour yields pay rolls. More-

over, man-hours required in the distribution and service industries
are closely related to this industrial production and ean be forecast
from jt, ‘Man-hours in all industry, together with hourly earnings,
determine the demand for agricultural products, and the relation of
this demand and export demand to the supply determines the price
level of agricultural products and thus farm income, .
*In 1947 wages and salaries of workers engaged. in the production
and distribution of industrial and farm proc ucts and in government
congtituted about 71 percent of the personal income of the entire pop-
ulation, Entrepreneurial profits of shopkeepers, professiona per-
dong, and others working for themselves are closely related to this
income and in 1947 accounted for about 12 percent more of persona
income.

Interest payments, rents, royalties, jensions, unemployment jnsur-
ance, Military and other bonuses, and dividends congtituted the re-
maining 17 percent.  We have charts which enable us to trandate in-
dustriafproduction into the various components of income and so from
forecasts Of production 1o arrive at forecasts of jncome. )

" The industry bréak-down as presented by the Federal Reserve in-
dex of industrial production can be subdivided and rearranged as
shqwn in chart I,

Now, | have here a copy of that chart.

The Cuatraan. May we have it for the yecord{

Dr.Roos, You may laveit for the recorc}.

(The chart referred towill be found on p. 139.)
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Dr. Roos. In thisform the highly variable segthents are pointed up,
and it isthus shown wherein lies the core of the forecasting problem.

Even a casual glance at the chart showsthat the highly variable com-
ponents of production are capital goods, construction materias, and
consumers durable goods. Indeed, production of consumers perish-
able goods and consumers’ semidurable goods can be forecast even by
a novice with relatively good accuracy from population data and
growth in consumption relative to this population. On the other
hand, the forecasting of production of the durable-goods components
is much more difficult. Yet, if one isto make a useful forecast of
total production and, as | shall show, of national income, he must.
make a reliable forecast of production of these durable goods.

The capital-goods component, which isthe most variable segment of
economic activity, isaunit-volume index. It may beforecast directly
from the level of demand for consumers' goods and construction mate-
rials, the ratio of this expected demand to capacity and the rate of
interest on long-term bonds.

A better forecast can be obtained by working with the dollar figures
representing producers durable-equipment expenditures and their
converting these forecasts of dollar expenditures to unit volume by
means of aprice index of machinery and machinery products.

Chart Il taken from my paper, The Demand for Investment Goads,
which | presented in December 1947 to ajoint meeting of the American
Economic Association and the Fconometric Society, shows the rela-
tionshipthat exists between expenditures for producers durable equip-
ment and a composite of several variables 6 months previous. The
chart shows that producers’ durable equipment can be forecast, 6
months ahead from present values of (1) corporate profits, (2) inter-
est rates, and (8) the ratio of the Bureau of Labor Statistics index of
prices of commodities other than farm products to the same Bureau's
index of prices of metals and metal products. The agreement between
the expenditures and the forecasting variable is as close as one finds
in the physical sciences, except in the war years when we know that
theWar Pioduction Board purposefully held down equipment activity
by licensing,

(The chart referred to will be found facing this page.)

Dr. Roos, Despite the sharp increase in bond yields brought on by
the tightening money policy of the Federal Reserve Board and the
excessive-tax ratesof the present period, corporate profits and relative
prices are sufficiently strong to indicate expenditures foi producers
durable equipment at an annual rate of about $17,000,000,000 during
the first half of 1948. Y ou will notice from the chart that thiswould
be below the figure for 1947. However, this amount would be aug-
mented by deferred demand of about one more billion dollars.

In thesecond quarter of 1948, however, if present tax rates continue,
corporate profits are likely to decling as a result of increasing com-
petition and the excessive drain on consumer purchasing power by
Treasury regeipts, coming at a time when wages and other costsare in-
creasing. + This same competition will prevent nonfarm prices from
continuing outrun prices of metals and metal. products.

| understand that a steel price hearingis in proixgess now to ascertain

e
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metels and metal products would advance more in tile present phase
of the cycle than the prites of nonfarm products and other products.

Even -if the Federal Reserve Board discontinues immediately its
policy of tightening credit, interest rates are not likely to decline sig-
nificantly in tile face of heavy demand for capital funds by industry
to pay for equipment already on order.

'Fhe Cuamrman. Doctor, can you tell us: Is there a normal lag be-
tween goods on order and payment for goods on order?

Dr. Woos. In the case of capital goods, it is about 6 months. But
the lag varies, sir, with the size of the backlog.

Tile CuamrsaN. We have that coming up in connection with our
ERP 5roject, and it isrelevant, because we are trying to estimate on
which budgetary year the expenditure will fall.

Dr. Roos. Perhaps | had better qualify the statement, then, a little
bit more.

* The lag, particularly at the present tine, when backlogs are still
large, is variable, and, as | said, depends upon the size of the back-
log and_ also on the kinds of goods being produced.

The Cuamrmax. Would it depend upon the size of the material? |
mean, very heavy equipment? Would that not take longer to fabri-
cate¥/

Dr. Roos. Yes, heavy electrical motors, or heavy generators, require
up to 2 or 3-years for production; freight cars a matter of a few
months.

The Chamrarax. Specially designed équipment, | suppose, would
take--

Dr. Roos. Longer than ordinary equipment. A locomotive, | think,
takes6 or 7 months. On the average, the lag is around 6 months before
achynge in orders shows up in roduction.

The Ciiairyan. Pardon me for interrupting.

Dr. Roos. Consequently, on thebasis of present tax rates and present
Federal Reserve Board policy, avery sharp decline in production of
producers durable equipment, must be forecast to begin in the third
quarter of 1948.

Industrial construction, which comprises alarge_z segment of the con-
struction materials component of production, can be forecast by a
similar formula. Perhaps | should use “approach” instead of “for-
mula.” Some people don't like the term "formula.”

. One needs only to replace the price index of metals and metal prod-
uets by the cost of construction. Of course, the statistical constants
are different. By that | mean that a line of relationship is obtained
which has a different slope. But otherwise the approach isthe same.

In the case of construction it is, however, also desirable to intraduce
theratio of production to plant capacity, undet 30 yearsof age. Thes,
factors, as presently constituted, indicate pew highs for industrial
construction during the first 6 months of 1948. And may | just add
that qt the year end, construction contracts were still going up, as
gy shou!d, accsvding to the forecasting approach. However, present
tax rates, Plus tightening money markets, unless speedily corrected
mean sharply lower volume of industrial construction after the third
quarter bf 1948.

. The outlook for residential building, another:component of the
‘Eonstiiction-materials: segmenit; -can be forecast from the difference
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between the number of families and the number of existing housing
units, present average rents on existing rented properties, interest
rates, construction costs, and disposable income or income after per-
sonal taxes. )

Despite the fact that the number of families exceeds the number of
nonseasonabl e habitable family unitsby a few hundred thousand units,
the prospects for residential building are poor under the present con.
fiscatory personal-tax rates, rising interest rates, and the low return
on competitive existing rental property. However, a large backlog
of public building—schools, hospitals, officebuildings, streets, sewers,
roads, et cetern—is ready, and cost ruction will startas soon as build-
ing-materials supplies ease. o

Consequently, the building-materials segment of production islikely
to remain near present levels or even rise slightly.

The remaining variable portion of production is consumers durable
%oods. The most important variable for forecasting tile demand for
these goods is disposable income or personal income after taxes.

In the case of automobiles, the demand will exceed the supply even
with present tax ratesand a slight decline in income. On the other
hand, supp'y aready exceeds demand for electrical appliances and
for a good portion of the furniture production.

Unemployment will develop very rapidly in these industries unless
the burden of taxesis reduced. ]

For al consumer goods and services business tends to be eas%/ to get
and production and employment and personal income are high when-
ever production of capital goods, construction materias, and con.
sumers® durable goods are increasing or stabilizing at high levels.

Also of fundamental importance for determining personal income
is tile Federal fiscal policy. ] ) )

At.current tax rates, Federal cash receipts will exceed expenditures
for the first 9 monthsof 1948 at an annual rate of 8to11 billion dollars,
the exact amount depending, on budqhet matters that have not yet been
settled, which in itself would be highly deflationary. Such a rate of
debt retirement would be equal to about 5 percent of personal income,
It would mean that 5 percent of the public's purchasing power would
be drained from business channels, and (1) be extinguished if used
to retire bonds held by banks, or (2) converted into capital or savings,
B‘ ulfed to retire bonds held by individuals or eorporations other than

anks.

Or to put the matter differently, this rate of debt retirement would
correspond to a business corporation retiring its debt ut the rate of
5 percent of its salesper year. .

Reliable foregtists of persona income must take into account the
following conditions—— . .

The Cramrman. Doctor, may | ask you if, out o&your own experi-
ence, you have observed any repercussions to the effect that perhaps
we are retiring our debt foo rapidly under the present somewhat
tender economic picture$ )

Dr. Roos. Yes. It isa question that we are asked about all the
time when we are consulting with corporation executives. And as
I, testified earlier, we serve Several ‘Hundred. | think the number
gk corporations is-in the neighbpfaond of 850- it may be as high
as 875. We e the officers regularly. Somebody. in the office is

) ° H
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seeing the executives of at least three companies a day as a routine
matter of visiting. And the question is of universal interest today.

The Cuamman. | find, just from my own limited contacts, that
small-business men, for example, are telling me that they are being
caled in by their bankers and bei ng warned that perhaps loans mny
not be extended, or that perhaps they had bettor cut their loans a
little more than had been anticipated, and that the bankers in turn
take that position because they have become nervous about overly
rapid officinl credit contraction and certain scary types of official

“"Opll‘!""d" That iscorrect, , | think part of it is e h e A

reaction to the tight money or credit condition. When you throw
red mesat to certain wild anima's, you know, they become quite vicious
Tuckly And the Fedesal Reserve policy of tightening interest rates

hig last fall served as a piece of red meat to sone of these bankers,
and if you have a credit contraction that goes beyond what would
be due to the change in the actual reserve conditions, and perhaps
much beyond the intended situation.

Is that all, si1 on that matter?

The Citamasan. That is all.

Dr. Rovs. As | started to say, reliable forecasts off personal income
must take into consideration the following conditions:

(1) Changes in the expenditures by industry for durable equi prent
or plant construction: This isimportant because workers are employed
in the production of these goods which do not iminediately increase
the supply of consumers’ goods or services.

I mentioned earlier the lng between production of an( orders for
durable equipment; the lag for plant construction is longer than 6
months.

Workers im these industries receive income for the production of
the investment goods, and use this income to bid for the available sup-
ply of civilian consumers’ good and services. These investment ex-
penditures by industry reached alevel of $21,600,000,000 in 1947, or
nearly 10 ties the 1933 level. A moderate decline of $1,000,000,000
in these expenditures is expected in 1948, if the Knutson bill becomes
law.

1 might add that if there is no tax reduction, a decline of about
$3,000,000,000 for the year 1948 is indicated, and an annua rate of
decline of about $5,000,000,000 by the year end.

(2) Changes im business inventories: Income is created for the pro-
duction of goods for inventories or Lhe transportation of such goods

inwhich this income ig spent. Inventories in 1947 rose $6,400 000,000
over 1946, They are today about normal in relation to saes, but
somew at unbﬁl

- A substanti general increase from the current level would lead to
Iater deflation.

May | justadd, in explanation, a word on the term “unbalanced” ¢

Wefind that inventories of what we call nondurable goods are today
about a billion dollars less than would be indicated by current sales
and past relationships between inventories gnd saes. At the same
timg inventories of consumers durable consumer goods are excessive
by about a billion dollars.



144 REDUCTION OF INDIVIDUAL INCOME TAXES

And of course, it is the consumers' durable goods, primarily, that
are affected by the income that would berel to consumer channels
by this tax reduction. o .

(3) Changes in net exports: Similarly, ﬁroductlon for net export
creates current _?urchas,nﬁl power unmatched by a civilian supply.
Even with the fill Marshall plan, these net exports will drop by about
$1,500,000,000 in 1948, o . )

(4) Changes in the value of residential construction: While the
consumer customarily pays down only a small part of the purchase
price of anew home, the whole value of the construction represents
income to someone. The value of residential building was about
$5,100,000,000 in 1947, it will rise to about $6,000,000,00( in 1944 if
the Knutson bill becomes law, and clear indications are given that rent
control is nearing an end. It. will drop to $4,500,000,000 if present
t?x$ are continued and strict rent control is extended for a long period
of time.

(5), Changes in hourly earnings or wage level: ]

Wages and salaries form important parts of personal income. When
fully reflected in personal income. ] ]

In preliminary negotiations with management, labor is asking for
substantial increases. At the same time, there is an attitude on the
part of management not to grant substantial increases. Increases
of about 4 percent over the year-end level could be absorbed by most
industries without price increases, aProvided. labor output improved
9J_ff|C|entI¥ toreflect the heavy capital expenditures of 1947. And you
will recall from the chart that these expenditures were about 17.7
billion dollars, or 10 times the 1983 level.

Such an increase inhourly earnings, that is, 4 percent over the year
end, without price increases or increased output per man-hour would
substantially lower profits and consequently the demand for producers
durable eguipment and plant construction late in 1948.

An increase in hourly earni n? of 4 percent over the year-end level
under conditions of continued full employment would add about 4.5
billion dollars to persona incomein 1948.

(6) Changes in the difference between income and expenditures of
Govérnment; Deficit spending tends to add to incomes in excess of the
amount required to purchase consumer goods and services at current
prices. On the other hand, debt retirement converts current income
into saw_r&gs which may or may not find an immediate outlet if the debt
of individuals or corporations other than banks is retired, 1f bank
debt is retired, the purchasing power may simply be extinguished.
Fiscal: policy becomes commandingly inmportant whenever the sum
of the changes (1) to (8), as listed above. is about zg(Q,

Summing up, we find, under the assumption that the Knutson bill
becomeslaw, that the changes (1) to 5) will beplus2.8 billion dollars.

This means that Federal debt couid.be retired at this rate without
contributing to inflation, or, for that matter, to deflation. A higher
rate of debf reduction would be duflationary, a1d might be disastrous.
A rate equal to $10,000,000;000 per year which would be the starting
rate for 1948 without reduetion in tax rates, would be so deflationary
astQ cause severe unemployment and a decline in personal income.

Today: the. United eg_tateﬁ econorhy 1S 10 excellent health except.for.
present fiscal and credit poljcies. : Both-threaten severe deflation and
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unemployment. In other words, the economic future of this country
is peculiarly today in the hands of this committee.

We have made forecasts of income and employment under the two
assumptions regarding taxes: (1) If the Knutson bill is passed by the
Senate and becomes law;, and (2) no tax reduction materializes,

In the first case, that is, the Knutson bill becomes law, we forecast
that personal income, which was at an annual rate of about 209.7 bil-
lion dollars in December 1947, will average about 210 billion dollars
during the calendar year 1948. In the second case, that is if thereis
no tax reduction, personal incomes will average about 200 billion dol-
lars, or $250 per family less. The wide difference is due to the collat-
eral adverse effect on employment in the durable-goods industries,
brought about by the sharply deflationary effect of the debt retirement
at a suicidal rate.

The Cuammman, Arethere any questions

Senator MarTiN. Mr. Chairman, | would like a little further expla-
nation as to the statement where you indicate that if we reduce the
debt at the rate of $10,000,000,000 per year, there would be great
deflation and unemployment.

What amount, in your opinion, could be reduced from the public
debt per year without danger of deflation?

Dr. Roos. That is a figure which | have already given by implica-
tion. You can calculate it by summipng of the figures (1) to (5).
This sum is 2,800,000,000 for 1948, gir, That would be the out-
side figure. Anything faster rate of debt retirement than that would
create unemployment.

The Cunairman. It is a rather interesting coincidence, and | think
acoincidence only, that the Senate viewpoint is that we ought to re-
tire not less than $2,600,000,000 ayear.

Dr. Roos. That is interesting. That rate would be right. But
of course, the real problem lies in the correct forecast of income.

The Ciairysan. Do you agree, Dr. Roos, that it is impossible in
advance to set out arigid formula .of debt retirement? | do not
mean that it is impossible, but that it is unwise to set out in advance
arigid debt retirement formula to run over aperiod of years?

Dr. Roos. | think it is very unwise, because your conditions are
going to change from year toyear. For example, my organizations
would never attempt to forecast incomes much beyond ayear and a
half. On theother hand wewould not hesitate to forecast production
for 4 or 5years, but in the case of income there are many collateral
factors that can cause inflation or deflation; that is, a balance one
way or the other could change the idea amount of debt reduction,
throw it, you see.

While these unpredictable factors do not affect production very
much, you see, they do affect income materially.

Let mejust illustrate what | mean by that statement.

In our postwar forecasts, which | mentioned here, we have the
Federal Reserve index at 170. Now, a little after that forecast of
production was m:éie, the%t its) about Nover(rj]ber 1944, we assumed that
:na’,gﬁ xgﬂibgftervt?‘rﬂg war. et‘esene?hgét Pas sl(\)/vg %(:rge?:%stotrhgkf)%lr'l:go%al

incomes on the old series.
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Y ou remember, the income series was revised last June.  For the old
series, we had personal income declining to about $145,000,000,000
within 6 months after the war ended, and then rising again to around
$150,000,000,000 or thereabouts.

Now, about a year after that forecast was made, the idea was ad-
vanced that labor could get substantial wage advances without affect-
ing prices. That was, | believe, early in November of 1945, after
the war was over. At that point, 2 days after the President’s discus-
sion of this proposition we advised clients that they would have to pre-
pare for substantial inflation lasting 2 to 3 years.

‘At that point, we raised our forecast of income for 1946 to $165,-
000,000,000, which was avery substantial raise. No change was made
in our production forecast despite thisvery substantial change in the
income estimate.

The Cuarman, Out of your wide experience, have you ever known
of any instances where there were substantial wage increases in
competitive industry that did not reflect in higher prices?

Dr.Roos. Not substantial increases, no. There have been moderate
ones from time to time which were offset by (1) increased outlays for
machinery, better and more efficient machinery; and (2) better selec-
tion of workers.

The Criairman. But wide-senle? Substantial increases? Is there
any known experience in history, in a so-called free economy, where
that did not reflect in increased prices?

Dr. Roos. No, sir, The timing, though, is important. Remember,
in 1937 industry experienced a big wage increase, but it came after
there were already excessive inventories, and after we were already
deflating bank credit. And the wage increase was offset by declining
activity due to excessive inventories in the other industries, and by
the elimination of high cost producers and unemployment.

The Cuamman. | notice your forecast for calendar 1948. Have
you made any forecasts for the first 16 months of 1949

Dr. Roos. Yes; we have several forecasts based on different assump-
tions with respect to taxes. .

The Cuaman, Out of your memory, could you give us something
asto the first 6 months of 1949%

Dr. Roos. Yes; if there isno tax reduction, our forecast is that by
June of 1949, income vill have declined 10 percent from the present
Jevel. It would take such a decline to bring about an economic bal-
ance again. That would mean personal income of about $190.f
000000 ,000.

heCramaan. And with tax reduction? o

Dr. Roos. Personal income would be about $210 to $212 billion
under the Knutsen bill.

The Cuararan. About $210 to $2129

Dr. Roos. That isright.

Senator MarTiN. What effect will that have upon the tax return
on thegresent tax basis? yl

Dr. Roos. Well, the yield would be much higher with a higher in-
come than‘it is today.

Senator MarTin., But you are talking about a decrease in income

to $190,000,000,000,
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Dr. Roos. That Would eliminate the Federal surplus. | mean that

the economy itself would correct the attempt to retire debt too rapidly
through lower employment und lower (-mpl«?'mg-u_t. The decline m
income and employment would be the result of failure to reduce taxes.

The Crhamatan. In other words, the income-tax reduction takes
that jeopardy out of the system.

Dr. Kous, Chat is right sir.

Senator Groner. What, Doc or, basel on your tudies, would be
tile effect, of increasing the corporate tax burden, say, $3200,000,000!

Dr. Roos. Wdll, sir, if you refer to chart 2, here you see tin  un
increase in thecorporate tax of $3,200,000,000, which I think was your
figure, would mve the effect of reducing corporate carnings by u little
better than 20 percent. And that, in hiirn, necordms o thé talein-
tion of the chart, would lower the producers durable equipment ex-

yenditures by the same amount, or about 20 percent, that is by about
3,500,000,000. ) ]

There would be asimilar adverse effect on plant construction, which
is not included in the above calculation, because lower profit would
also lower the construction activity. Thiswould be only the net effect,
aside from the deflationary etfects, which would reman if you only
shifted the tax burden and would take in the same amount of revenue
income.  You woul tend, however, to placc the burden of adjust-
ment to lower income levels on the durable goods and construction
industries. The real problem isnot where you put the taxes, but how
much they are in relation to income.

- Senator Marrix. Doctor, do you feel that by a proper regulation
of debt reduction and taxation we could avoid deflation or intlation?

Dr. Roos. Yes. sir. I am convinced, sir, that industry has reached
the poifit now, where if you give it a reasonable break on fiscal policy
it will do agood job of inventory control.

Now, that"is quite different than it was yearsago. Years ago indus-
try did not have figures necessary for this control. ~Also it did not
know how to use tlie figures that'were available. There was no way
of industry knowing vhat it was doing to create economic unbalances.
But 1 am convinced that today industry coul = do a pretty good job.
Aud if you added fiscal policy which is lesigned to stabilize, | believe
that the economy will stabilize around an upward trend.

That'is, you will avoid the ups and downs of income and unemploy-
meént.and these dramatic harmful changes in conditions.
~ Senator Marrin. Well, for example, to go entirely outside the: tax
field, we have gogealed to industry to police their output, to keep it out
of the ﬁray and black markets. But they have not done it.

_ Dr. Roos, Without appearing to defend industry but merely to en-
lighten, | would like to suggest something.

Senator Martin. | amjust asking for information.  Because on the
soun( economy of America depends the position of the world.  Outside
of two or three little countries, we are the only country that isin any-
where near sound financial position.

Dr. Rogs. Yes, sif. o . ) .

Now, the real problew is this: While there is good national infor-
mation, loca market information is practically lacking. For ex-
ample, there isno Ei_ubllcly available series on county income or income
of asalesregion. There is no publicly available information on build-
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ing contracts or many other series by local areas by means of which
industry can make decisions, . .

For fack of that jnformation, industry tends to alocate sales, in a
tight situation on the basis of past demand. That very method alone
can establish these gray markets. Here is how it would work:

A dealer islocated in an area that has lost population, and s has no
need at all for housing lot us sny. And the building-materials sup-
pliers look at the situation onI%. as it was prowar, when the sales were
so-and-s0. _On the basis of this obsolete information they allocate
product, Since the companies have no current information, they ship
to the dealer on basis of what he used to buy. The dealer in turn has
no local market, and so he advertises, for example, so many thousand
feet of this, and somuch of that, for sdle. ) .

_ A buyer comes along, say, all the way across tile United States and
picks ch the materials. It isthen in thegray markets.

Local market information isa crying need of industry. The Gov-
ernment buteaus do not supply it, o )

Senator Marmin, Doctor, do you not believe that if the Government
would get ot of that field of information, of necessity industry would
furnish” itself? And such information, in my humble ;ludgment, is
very much better than the information that isput, out by these bureaus
here in Washington, .

Dr. Roos. ThatiStrue to g certain extent. | am rather on the spot,

in speaking here, because my organizations do get out much private
information. of alocal nature.
. Senator Marrin, | do not want to put the doctor on the spot, but he
is giving me, to my mind, some very valuable information, which |
cannot only use in this committee but in other committees on which |
am serving. ) ) ] ]

This useof historical production, of the production serving a certain
community, is not very sound.

Dr. Roos, It iSnot Very gound, sir; 0. _ )

Senator Martin. Take, for exampie, if you may permit, Mr. Chair-
man, thissituation: )

In the central west there has been a great improvement in farm
machinery which saves|abor, aver% necessary thing on the farm. But
there wasS no historic formula whatsoever.” So those people do not
have apy steel, and we arg trying now towgrk out some way in which
those new plants can be supplied. They are going to employ agood
many men, and they are going to help agriculture in the great central

w 'y

Qﬁwat is where we get the gregtest amount of our food. So the his-
torical plan, the historical formula, does not work so well in many
cases, we have found.

Dr, Roos. Thatiscorrect.

The Cramman, Doctor, the Seeretary Of the Treasury has described
a$200,000,000,000 iNCOME as representiflg current levels. Is there any
SUppPOIt 16t that? : .

r. Roos. NO, sir. | mean, the current level is-about $209,700,-
000,000, That isquite a way from $200,000,000,000.
'Srrle lgo}(l):.mi‘;lé‘ag.'l OV(}I{)](% was %Jrf last'monthly report |
- AY VR m I.o . .

The Cramaan. 200. %(l)ﬂlon ao“arsb?or Decomber. SO it iS un-

realistic to talk about a$200,000,000,000 current level.
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Dr. Roos. Actually, income is off atlittle from Decembur, beenuse
farm income is down. The decline in farm prices hats knocked it down
somowhat ; but not to the two hundred billion level, sir.

The Cnamman. Now, under the figures that you have given us, om
the basis of knowi current. levels, igsa $200,000,000,000) level for the
pur poses of this committes an an i-inflationary level 1

Dr. Roos. 'T'he $200,000,000,000 corresponds to my forecast if there
issno tax reduction for 1948, So, maintai ni ng taxes would operate to
meke the forecast come o (o the low level mentioned by the Secretary
of tl. . Treasury. )

Tho Cuamman. Would you describe it ag inflationary or defla-

ionur{’l ) )
Dr. Roos. 1t is seriously deflationary.

The Ciramman. It jsia badly deflationary theory?
diﬁg{-eytmgmyﬁs, ’“"rwim K J;giﬁt n:ld tl&p ‘:"l‘lyl:‘t, over th&y‘(e‘ﬁrsfd}'gg%\{g
of income. It might be useful just to put in)the record some of those
differences.

On January 24, 1946, we forecast persona income for the year at
$165,000,000,000.

T'he Cramaan., What year was that?

Dr. Roos. 1946, Now, that was the begining of the postwar cor-
rection, The ‘Preasury estimate had just Jeer. raised to $140,000,000,-
000, There was a $25,000,000,000 di {ference between the estimates.

The Cuairatan. And what was the fact?

Dr. Roos, Personal income was $165,000,000,000 in 1046, That is
the old series, of course, sir, Don't misunderstand me. We can't al-
ways forecast soexactly. | probably should not have put that example
in the record.

The point | was trying tQ .nake is that there was a $25,000,000,000
difference between the ‘[reasury estimate and ours,. Then, in 1947, at
about the same time of the year, the ‘I'reasury forecast for 1947 was
165 or 106 billion dollars on the old series, whereas, ours was 179 billion
on the same series. Now, actually, on the ol¢ series the income turned
out to be about 181 billion; that is, we were a little bit.low. One reason
for the lowness of our forecast was the extraordinary advances in agri-
cultural prices near the year end and another was a secondary wage
advance that Mr. Lewisset off in the summer of 1947.

Speaking professionally, | think the Treasury has had no reliable
basis for forecasting income. | know what studies they have, and |
thinkthey have no sound basis for forecasting income.

! The Cramyran. It seems to me it is entirely proper for the Treasury
to make a conservative estimate of receipts.

The Cramaan. But the basis on which it makes the estimate cer-
tainly ought to coincide g little closer with all of the other informed
people on the subject. In other words, in order to reach an estimate
of receipts which it wants to be conservative, there ought not to be a
distortion of the known facts asto income levels.

The Treasury as | think Senator George could state much more
accurately than f,,has been habitually, and in a sense properly, through-
out this current agdministration and during preceding Izepublican
administrations, underestimating.revenue. They have al nost always
done that.
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1 see nothing wrong with that, if it is within reasonable limits, In
fuet, I think they should be onlthe conservativ side. But they have
been missing it. )

Dr. Roow.” A little bit too much.

Sanator Mawrnin, Thl excentive side  hould do that, imorder w
curb the legislative side; which isordinarily the greatest spender of

Lhe CiamsannThat is vight,

Senator Mawrin, This is the' first time that | have over beer on th
legisiative side. 1 have always been on the other side. And | sym-

mthize very much with the Depurtment if they have in mind to keep
down oxpendipptisnageae, tybarsfully ey o difefesat! Bt
Jssonwr form of government,

"The Criamaax,” Nie to a nunber of factors, Doctor, T doubt very
much whether the tax reduction a it finally goes through Congress
will hit the full-scale reduction imdollars of the Knutson bill.  We
have had u lot of things fo think abonl, Wao net only have to think
of fiscal policy for June 1949, but we aso nust think us far as we can
beyond that. ]
~We have some sentiment inthe Senate that because of the tender
situation of our economy, we shoul d take rather substantial discounts
on estimates or receipts; that we ought.to be very conservative in our
estimates of expenditure reductions:. and when you give alll of those
factors their weight, it may |ead you to a figure which would be less
than the Knutson figure. _

L think mo]g everyone W|II ree that the Kpgctgon reduction would
e’ possible. IT yOUu Were only TIguring on one 1l year; 10 Wit, 1949,
But in view of al of these other factors that have to be thought of,
| repeat that the reduction will probably be somewhat less.

1 Ihad to make aipersonal. estimate, I vould sty it would be perhaps
somewhere between 414 and § billion dollars.

What | am getting at, is: Could We relate our figures in that range
yroportionately to the figure which e}/ou have wsed, to the Kunutson
figure, for the purpose of ‘estimating effects herof

Dr. Rogs. Well, sir, We can’t have as wide gl range as that in our
own work as the two forecasts presented. We have to base our fore-
casts 0o what wethink ismost likely, in view of thevarious conditions.

It so happens that our forecasts to our clients have assumed o 4.8
billion cut in taxes.

The Cnamman, Pardon me i .

Dr. Roos. It so happens that our business forecasts, Our advices to
clients, have assumed a 4.8 billion dollar cut,

The Cuarman, Have you, in addition to your other talents, any
telepathic powers{ ) ) )

r. Roos. Noj itiswhat you might call qy intelligent guess that the
cut might be between ¢ and 5, and a splitting of the difference, and
a rounding of the fraction.  That isg11 it amounts to.

ow, under that. kind of a pattern, a 4.8 billion dollar tax eut, the
personal income would average around 205 to 207 billion dollars.

. That forecast could be upset in one way, If the country had a gen-
eral round of wageincreases of say, 8 much as 10 percent’; Which 1sn't
exectly unlikely. That would be an inCrease greater than we are
assuming. We areassuming 8 percent over the October 1947 level. [If
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it-hnppenad to bo 10 pereent, the income figure would go above $210,-
000,000,000, and we would raise our forecnst if that wage pattern
wero set in the next month or two, '

The Ciamsman, Does your foreeust” involve the assumption that
thero ir going 1o bo any important. vecession within the next 1€ months4

De. Roos, There will be an adjustment downward in producers’
durablo equipment, beenuse business is becoming more competitive and
the rate of profit i declining.

If there is an attetipt to vetive delt even at the inte implied by the
4.8 billion dollnr tax cur, then profits will go down. ‘There is no other
way you can foreeast. that portion of the ceconomy.  And that decline
in profits will twen down your producers’ durable equipment.

For 3 years alvendy we have had that foreeast as a likelihood for
late 48 and earvly 9. This has been the tiing thot scemed most
probable, ‘The first. two yeurs and a half after lhu wiy whuld quite
abviously be years in which business could not be competitive, “The
shortages wonld be g great and the equipment. expenditures would
he 8o high, thereby generating enrvent purchasing power unmuatehed
by consumers’ goixls, that. competition in industry would not be pos-
sible. It had seemed to us, several yenrs ago even, that it would take
2 to 3 yeurs to overcome the shortages and work off the hearing-de-
ferved demunds; and, having to present a longer-term pattern of pro-
duction, we suggested that a correction would occur 1n late 48 and
caul'!y 49, But it will be o very minor correction, provided the fiseal

olicy——
P 'I'h':) Crramyan, I was going to usk you: Do you see any drastic
recession {

Dr. Roos. Oh, no, sir. ' We are talking ahout & Federal Reserve in-
dex, now at about 190, stabilizing avound 175; that is, 175 percent of
the 1935-39 average level. The net effect of this stabilization at the
175 level on employment would be that unemployment would be in-
crensed by amount a million persons,

‘The Ciamman. By about a million over the next 18 months?

Dr. Roos. Yes, sir; over the next 18 months?

The Citairstan. Now, is that on the assumption of a tax reduction?

Dr, Roos. Yes; of 4.8 billion. ’

The Criamyan. And if there were no tax reduction at all1

r. Roca. Unemployment would increase by about 4,000,000.

The Ciamtan. You would estimate 4,000,0001

Dr. Roos. About 4,000,000,

Senator Marrix, That increase of a million unemployed would be
above the normal unemployment ¢

Dr. Roos. Normal is about 214 or 214 million,

Senator Martin. That would be above normal, then.

Dr, Roos. I wouldn’t call it normal. The 214 to 214 million repre-
sents rather the fractional unemployment that hastoexist. Ifa fellow
wants to move from New York to California, he enters the unemployed
rolls while making the shift.

Senator MartiN. You cannot help that. There is what we have
always termed a “normal” of something over 2,000,000,

Dr. Roos. That is right.

Senator Martin. Then you would have a million above that.

‘Dr, Roos. That is right, sir.
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I am not so sure that an additional million unemployed would be
a-bad-thing for the economy, even though it may sound "henrtless.

ﬁ%r&%%r 'wgli‘géaNo; itdoes not at all. That gets into the Amorj-
‘can -

Dr. Roos, Here is why | make the statement, gir. You have today
about a million more than the normal number of males under 19 years
of age employed. Kids in the plants. = Another 680,000 "bohby-
soxors” more than normal ure in the labor force. Thus a sizable por-
tion of the national youth that ordinarily would be in school isin the
labor force instead. = And the Nation would be better off if thay were
in school; maybe not right today, but % or 10years from now the Na
tion would be better off if those kids had continued their education.

Senator Marrin, They would be worth more to ys 5 or 10 years
from now, asa Nation, if they had gone to school.

Dr. Roos. That isright, and to themselves. .

The Ciamman. Have your estimates of personal. income and cor-
porato profits been affected by the recent declinest And if o, to
what extent .

Dr. Roos, No, sir; not at all. Because actually we forecast the de-
cine. And we did it initially nearly a year ago.  That may sound
fantastic but itisn't. Because last May, Or not quite s year ago, cer-
tain conditions were set up which inevitably meant a price rise in the
fall, which would carry prices of certain commodities to excesses.
We indicated then that rising prices would extend t.hrou)%h_ the year
1947, and that the correction would occur early in 1948, And asearly
as September 15 we said that the timing of “the correction would be
between the 1st of February and the 1st of April. Prices brokeshortly
after February 1. The fact that we got under theline by 2 or g days,
was, however, accidental again. But we simply mean to point out
that conditions were being set up in early 1947 which had to be cor-
rected sometime in the early months of "948, And the price decline
is not an indication of depression Or recession. It is merely a correc-
tion of a temporary condition of excesses. . .

In fact, it is ovércorrected aready as far as the agricultural prices
aro concerned.

The Cuamrsran. Independent of forecasts, has the money volume
of that decline been measured ¢ .

Dr. Roos. Yes; it represents only a fractional percentage of per-
sonal income figures.

The Cuanman, What does that amount to$ o

Dr. Roos. It probably represents a decline of about 214 billion from
the December personal income figure. =~ )

The CrammMan, A part of therecession is in process of correction;
to wit, the foad end, o

Dr. Roos. Yes; the food-price recession is aready well advanced.
Partof itisthefood. You'see, after all, corn isfundamental in this
economy.  Itseffects on pricego throughall of thegrainsto start with,
then flour bread, and gp on. In addition to that chain, the effect go
through afl the meats, 411 the fats and ails. ,

The Cuamrman. And that hits alot of indygiries. i

Dr. Roos. Thatistrue. In fact, corn is the key to the prices of a
great humber Of commodities §j the United Siatgs, I1n making our
price forecasts, we watch what Is happening in’ ¢orn very closely.

The Cuaman, Starch, aleohol, sugar-
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Dr. Roos. Oh, you enn go vight down the line,  Innwmerable in-
dustries are affected by the price of corn, I is the peg thut holds o
lurgee proportion of the price level,

The Ciamyan, What Jevel of corporate profits do you prediet for
calendar 190492

Dr. Roos, Under the tax ent, nbout 151, billion dollars after tnxes,

The Cuamstan, Under o A48 billion dollny tax ent, on the Knntson
tax cut?

Dr. Roos, ‘That ix vights 4.8 hillion dollues,  Profits would be off
from 1644 billion dollars, 1 think, in 1947,

The Cusmstax. Do the lnege corporate profits, in your opinion,
mpair the present levels of production and nnemployment ¢

{)l'. Roos, No: 1 think, rather, that they are responsible for the
present. high levels of production wnd employment. After all, cor-
porate profits ave the principal source of the purchasing power of the
corporations; and the corpovate spending is an importunt part of the
ceonomy.  You can't get awny from that fact,

The Citamsran, Is it not correct to say that the corporations conld
ot supply their capital needs if it were not for the high profits?

Dr. Roos. ‘That s vight,  Otherwise they would have missed theiv
capital requirements by a wide mavgin last year, The economy would
be in grave trouble this year if they had not had the profits, The
expenditures this venr, with the commitments alrendy made, are run-
ning about $18,000,000,000 for durable equipment, and another $6,000,+
HHLO00 or so for construetipn,  And this $24000,000,000 ¢xeeeds the
S15500,000000 forecast for corporate profits i 1948, The situation
15 not guite as bad as it sounds, thongh, heeause the depreciation
aceount takes eare of g lnrge part of the deficit.

But there is still a gap.  There is no question but what the eom-
panies need wdditional money, and they need it rather quickly.

The Cuamstax. Did not our abolition of excess-profits taxes in 1945
help to put the corporations in position where they could finance their
apital requirements?

Dr. Roos. Well, if you had not done that, personal income arising
from the production of durable equipment alone wonld have been about
£8,000,000,000 less,

The Cianetax. That much?

Dr. Roos. That.mucly less if you had not taken off the excess-profits
taxes. That rate of durable equipment ontput represents two million
und a half jobs. incidentally.

The Cuatstan, Senator Butler?

Senator Buriknr, The recent decline in commodities undonbtedly
caused cancellation of many orders for equipment, with a heavy
variety for future delivery. .

Dr.Rovs. No,sir. On the contrary, orders increased,  While that. is
extraordinury in many respects, these economic series have a way of

ing rational. 1 mean, they do not just happen as the numbers turned
up in a dice game, Despite decline in commodity prices the pressure
isstill on to put in new equipment.  Chart. IT shows the great dearth of
new equipment during the war years.

Senator Brrier. The reason T made the statement. Doctor. was that
sbout the time that was happening, I accidentally met the president of
one of the large corporations in the conntry. He was verv definitely
worried about his future orders.  Shounld he take delivery? ’

[ Toen%. g i
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Dr. Roos. On equpiment

Senator Burrer. Yes.

Dr. Roos. Hemay have been correct. But this comprehensive order
series for capital goods published by the Index Member Institute went
up very sharply on the price break. You see how sharply it rose?
[Indicating.] About 20 percent.

There is nothing wrong about that segment of business at present,
it looks pretty good.

Senator Burtrr. And | could not escape the feeling that if that
situation was general, we were really headed for something. Your
chart certainly looks different.

Dr. Roos. If you talked with anybody in the equipment industries in
December, he was talking about a decline in new orders. At that time
the trend had been downward for about ayear. It isjust recently that
thisindex has picked up.

The CuamrMan. Doctor, were you here during tile morning. when
we were discussing questions of risk capital, and the relation to that. of
tax reduction?

Dr. Roos. | was here, sir. | don’t know how much | heard. though.
Very frankly, L was worried about what | was going to say. ]

The Cuamyan.'] think itis fair to say that the burden of the testi-
mony of Mr. Hanes was that the dividends that tire coming from the
corporations are going into savings, but to the extent that those savings
are going into investment, they are going into indebtedness investment
rather than into equity investment. And the reason they are going into
indebtedness investment is because it is relatively a safe form of in-
vestment. The reason they are not going into equity indebtedness is
because they cannot get.the return a ter tile effect of income taxes for
tile risk ‘which is taken.

How does that square with your own views?

Dr. Roos. In ageneral way, | agree. | would explain tile proble
a little differently, though.

Savings today are fairly large, in the neighborhood of 1014 or 11
billion dollars or about 5 percent of persona incomes. Althouch tile
percentage isfow total savings are high compared with prewar, even
if you allow for tile increased price level,,

Vile trouble is that the savings are in the hands of different people
than in prewar days. People who have savings today generally do
not know how to buy equities or common stocks. Savings today are
in the hands of people who deposit them in savings accounts prin-
cipally, or if they don't put them there, they put them in life insur-
ance or real-estate speculation, because they don't know where else
to invest.

The Cramman. Or well-known utilities.

Dr. Roos. That iscorrect, sir,

Now, these ingtitutions, tile savinds banks and the insurance com-
panies, particularly the lifecompanies, are not alowed to buy common
stocks.  So the savings necessarily go out as debt.

Now, that is not healthy for the economy. | am glad you raised
tile question, because this committee ought to be concerned about
that trend. N

If too large a proportion of bisiness expansion isfinanced by debt,
there is no margin for risk, which margin enables industry to take
tile chances that 1t must if the economy is to prosper.
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The Cua: nan. There is a constant impairment of the value of
the quity holder in that company. Because youhave arigid indebt-
edness there which in a period of ‘trouble has first priority not only as
to income but asto the capital itself. Is that not correct§

Dr. Roos. That is correct, sir, That is right. .

There is another aspect to that, too. A good part of the savings
last. year wexe in file rural aress. )

The Cuamsrax. May | bounce one further thought against you
before | forget it? .

Is it not apt to make trouble in onr banking structure to have too
many bank loans that are dependent. upon the continuance of high
prosperity of business? For the bank'sfirst concern isto protect itself.
And when it commences to call in its loans or to make drastic reduc-
tions of them, if you cannot finance yourself with equity capital then,
obvigusly the economy isin a verty bad way. Isthat correct

Dr, Roos. That js correct. If this trend should continue, there
would be eventually set U, mcondition which would impair bank loans
al across the board. The bankers then, willy-nilly, would be in the
equity business through foreclosures.

During the depression of the 1930's New York banks owned com-
panies outright, | know of large banks that owned really important
companies and haqd to operate them, had to furnish the Management
for them.

The, Cniamsax, Ine of our highly praised public officias, as L
reca| it, appeared befare the House Ways and Means Committee,  He
found no fault wjth our present progressive income tax rates, on tile
ground that the higher they are, the more it makes aman work to make
aliving, und therefore we should not disturb that incentive. And that
was seriously proposed. i

Dr, Roos. I think he must have been dreaming. .

The Crammax., of course, the logical extreme isto give him nothing
and g€t ghe maximum amount of work out of him.  That wag S0 asinine
that I will not ask you to comment upon it.

Senator Magrin, You make a very interesting statement here, that
thet€conomy of the United States is’in excellent health except for the

resent economjc, and fiscal policies; and then you state that the cqrrec-
tﬁ)on of muc ml tﬁose credlpﬂ“d?‘slscgp pohueg IS jn the hands of this
committee.

D9 you feel that atax reduction now of 4.8 hillion dollars would
partially correct the present fiscal and credit policies of the United

Dr, Roos. 1t would correct the fiscal Bolicies, gir,

SENAOr Manrix, What effect does it have on tile eredit policies§.

Dr, Roos. | an_inclined to believe tle bankers are getting q [ittle
WQLredy o that mayhe thev have gone alittletoo far iy, credit yactyic.
tion. L am SUIE they have,” But those kinds of things finally get cqp.
rected when you talk about them. And | think e important thig
today is the fiscal policy, which is directly in the hands of this com.-
mittee. That is what T meant. ) )

Sengfor Mawrin, Doctor, |s not the relaionship of what e call
loans j,, banks much lowey now With respect to the cash positign of
banks and et amount of Government Securities that the bank ),01dsg

Isit-not much lower now than ordinarily
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Dy, RoO0S. Yes, decidedlg much lower. Because the banks have so
many more Government bonds in their portfolios. That situation,
incidentally, creates a rather interesting problem.

At the present time when the Federal Reserve Board tries totighten
credit conditions, the banks sell Government bonds. |f the Federal
Reserve doesn't buy them, the Treasury getsconcerned about it. And
the two are at each other very quickly.

Now if the Federal Reserve buys all the offerings, then the reserves
themselves are increased in the process, and what is attight credit
situation becomes an easy one.

Senator Manrwin. Then you have an inflation.
~ Dr.Roos. An indation instead of the deflation the Federal Resevve
is trying to achieve. That iswhat 1 meant when | said | was not too
concerned about IFederal Reserve policy. Because it,will be self-cor-
rective within ot short period of time, 1?/ carried much further.

Senator Manrin, Of course,-I do not pretend to be a professional
economist, but as | understand it. first you offer securitiesto tile banks
and the banks take what they can, and then they go to the Reserve
Board. When the reserves fill up it has to cone down here, to the
Treasury. Thenyou have an inflationary situation that might become
very dangerous. ) )

Dr. Roos. Yes; if you try to tighten the credit too much you may
have some real inflation. 'i‘lmt.' iswhat you are saying, and | agree
with you. 1t is avery dangerous thing to do.

Senator Mawrin, And this isa very hold statement that you are:
making here relative to the fiscal and the credit policies of the United
States: that the economy is in excellent condition. except for that.

Dr, Roos. Surely. | meant exactly what | said.

Senator Mawrin. And hat iswhat | was trying to get at: What
effect this tax reduction will have.

| might interH'ect this, Mr. Chaiviman : When | caine down here,
| felt that all of the money should go on the yetirement of the public

ebt. | have changed my opinion on that. We have potten into
the condition now wherewe have to have s more or |ess planned control
of it. | hate to see that. | hate to see it s0 big that that iswhat is
necessary. . . .

But ¥1nt | am getting at is whether or not this proposed, we will
sny, 4.8 reduction will also aid the credit situation as well as tile fiscal
situation.

Dr.Roos. Yes; it will very definitely, sir.

The Cuamraan, As | understand it, it aids the credit situation,
because by limiting. the retirement of tile debt you do not. contract
the credit in tile banks. Isthat correct?

Dr. Roos. That isright.

The Cuamrman. Are there any further questions? ]

We are ver% indebted to you for coming and giving us this very
instructive talk. )

We will yeces until 10 o'clock tomorrow morning. And during
the morning we will hear a series of Sgnators on various amendments
which they have offered.

L do not know whether we will have an afternoon session tomorrow,
tmt. WeWill try 10 avaid-it.

(Whereupon, at 8: 25 p. m., an adjournment was taken, to reconvene
at 10a. m., Wednesday, March 8, 1048.)
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WEDNE DAY, MARCH 3, 1948

UNITED Strares SENATE,
CoatmiTTE 0N FINANCE,
Vashington,D. C.

The committee met at 10 a m., pursuant to adjournment, in room
312 of the Senate Oflice Building, Senator Eugene . Millikin, chair-
man of the committee, presiding.

Present : Senators Millikin (chairman of the committee), Taft, But-
ler, Huwkes, Martin, George, Barkley, Connally, and Lucas.

The Cuamyan. Th hearing will come to order.

The committee hus the pleasure thismorning of hearing from Sena-
tor O’Mahoney.

Senator, will vou proceed in your own way.

STATEMENT OF HON, JOSEPH C. O'MAHONEY, A UNITED STATES
SENATOR FROM THE STATE OF WYOMING

Senator O’Manongy. Mr, Chairman, my desireisto say to the com-
mittee that, in my opinion, this tax bill which is before you will be
judged historically because of the effect which jt will have upon the
system of private profit.

| appear heretoday urging this excess-profits tax, because | believe
that only by such an amendment, and some others which might bhe
suggested, will it be possible to prevent most serious danger to the
system. | think everybody realizes today that the great danger to
freedom in the world arises from statism, and | think | can show that
¢failure now upon the part of Congress to proceed as rapidly as pos-
sible to reduce the national debt exposes the United States to all the
dangers of totalitarianism which have appeared in other countries.

| invite the attention of the members of the committee to the chart
which is on the easel, copies of which have begn distribyted to the
members. T} significance of the chart isthis: It shows that at about.
1942, when we were in the midst of the war, the Federal debt for the
first time in history exceeded the national income.

Senator O'M.anon y. Throughout the history of the United States
there was no period prior to World War IT when the income of the
people was les than the national debt. If the Senators will examine
the chart for the year 1940, they will see that tile Federal debt in that

ear was less than $50,000,000,000; and yet during the whole period
rom 1936 on to 1940, economists and financiers and Members of the
Congress were shaking their heads in graves despair about the magni-
tude of the national debt. They were saying that if we continue to
pile yp debt, nobody could tell what would happen to our svstem: but
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we became involved in the war and as a result we were obliged to
permit that debt to be increased fourfold. | o

If we apply our surplus upor the reduction of that debt, we invite
disaster from two points. We face disaster if the national income
should fall while the debt remainsat this pinnacle.

Y et the national income is in danger of falling. [he studies of the
Joint. Committee on the Economic Report ampl¥ demonstrate that in
the lower income brackets, our people are now Tinding it exceedingly
difficult to make their income cover the cost of living.

The Cuamaax. Would it follow, from what the Senator has said,
then we must handle the debt in harmony with tile prevention of the
falling national income?
~ Senator O'Mamnoney. | think that thisis part of the story of infla-
tion. 1f we can keep that national income up—and the Senators will
observe it is now in excess of $200,000,000,000—then it will be a com-
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przatively sit 1ple nuitter for us to continue to pny off the aévt. - But if
=l the natios:! Sevome to frll ther dicaster canfronts us,”

Bl IS smanicats WAL 300 dninie tha Tloanvan adiminiotration
When he crash came in 429, Federal receipts and national income
both took atnosedive ; and then for the first tine in this recent period,
we began deficil finaneing. ‘The receipts of the Federal Government
during The last. 2 years of the Hoover administrati nl were not suflicient
to cover the cost of Governmentj; and al the sume time, because we
had unen | loymenttthe aational income fell. ‘T'he result. was that our
nai mnaBdebt began to po v again,

Senantor Coxyarny, Might [ jnterrupt you there and ask you a
questiom abont national income?

Senator (’YManoxey. Surely. ]

Senator CoNNALLY.. A rise In national 1NCOME, or decline, for that
m ter, does not. lways represent any great change in the weal th of
the cauntry; does it.?

Nationn income, as we compute it, is based on interchange of goods
and trading around, and swapping about, nnd yon have not got any
more:actual wealth than you had when you started.

Senator O'Mand...... T would say that national income increases
wimarily beenuse people are busy, are workisg, and are producing,
Now, the fact of the matter is that we are producing mor6 in th
United tatesal thistimethan ai anytine in history.

Senator Conxarnny. I do not doubi that.

Senator (. ... noxey. Every branch of the economy is well off. Peo-
pleeare naking more money than they ever did iefore. The corpora-
tions Are certainly ki ng nore profits than they ever did before.
Nevertheless, instead of under aking to pay off this national debt, we
are undertaking to cut the Federal receipts at « time and i alranner
which will endanger the national economy, .

Senutor Tarr. Alight | ask you how much you think we ought to pay
on tildebtina yenr? '

Senator (M. poxey. | think we onght to pay just as much as we

Senator ‘I'arr. - ITTow much woul d that me?

So;mui O'Manoxey. The payment must depend upon the ninoun of
swrplus,

Senator T'arr. That is what we are deciding, how much the surplus
would he. How nuch do we want to pay off on this debt # That is
tilmain question.

Senator (’Manoxey., The estimates of some economists, as | recall
them, have been that the surplus on the 30th of June will he 1bont
$7.000,000,000, | think it ‘'would he preferable to pay it all on the
national debt.

Senator Tarr. Would yo do that regularly. and kee)y the taxes up
so youca do that every year?

Senator O'Manoxey. | would like to see it done at least until the
national debt js_ ¢ gteater than the national income.

Senator T'arr. Take the $7.000,000,000: There is about §3.000.000.-
000 hat we take gyt Of taxes and put into these funds. In other words.
we buy those bonds back from the >ublic and put them into Govern-
ment trust funds. That is about $10,000,000.000 we take out of puy-
chasing power.
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Do you not think the moment this inflationary spiral is checked
that to take $10,000900.00{)0ut of the purchusing power will he a very
dangerous deflationary influence @vesy cearft'?

Senator O'Manoney, But inflation is not checked yet,

Senate arr, It is checked,  Whether it is stopped. that is @ ques.
tion we do not, know, ,

My Hoint is: dedyou not think to take $10,000,000,0000ur Of the
mn-hi,ttinlg power and taking it nway %’mm thr peopl .e” is going to e
n nornu ps1 MOS ) i »  element (Iut wi recipitate
A o e, sl il prepltte

Senator O'Manoxey, 1 think there is » daRger in a Situaticm suel
ns YOU point out.  But my objective woulc be to reduce the Federal

ebt which 1S held by the banks and whi ch thereby hecomes the basis
for additional currency.

Senator ‘arr. That.is ‘rue, but there wretimes whed you want hat
basis, wel | you want the banks to be faivly liberal in their lending if
vou ai t onthe downgrade.

Senator O’ManoNey. I auglad yov nentione | that, because | want
to point out, that. this tremendousiy hi gh public debt in the Iederal
Government is an evidence andla sympton of the statisn that we
want to avoid.

Senator ‘arr. It is an evidence of war and tha we spent a lot of
moneyland did 1ot tax enough for it.  That is about all it is eviden
of. T ~ould think, )

Senator O'Manoxey. The t Qt Aprivate debt inl 192¢ wits 161,000,
10,000). “hatatell because of 1ii uidation. and ir 19:341# had been re-
duced to $126,500000,000. At this moment2litle, private debt in the
United States is $150,000,000,000; that is to say, it is less than i twas
in 1920, and that is the reason why you can real such an articl. as thee
one in the latest issue of Collier's Weekly. pointing out that the inan-
cial hoses in Wall Street are laying people off .because the transac-
ion i1 private debt have greatly leclined. They have declined so
greatly that brokers and imvestment bankers are not nuking iany

money.

Senator Tarr. Jodyou not think the moment yon impose exeess-
profits taxes ittwill decline moref

Senator O’Manoxgy. The purpose’ of this excess-profits tax, Sen-
ator I'aft, on a graduated sealegis to stimulate the reduction of prices
by those largo corporations engaged in jnters.__te commerce, whi ch alll
the evidence before ug now' shows are nereasing iings.

The joint committee yesterday heard Mr. Fairles tell about the in-
-evease 1N the price of steel, head Mr. Homer of Bethlehem Steel say
that Bethlehem is probably Qoing to increase the price of structural
steel in the future. Last night, after the hearing was qver, L had
telephone call from the representative of a group of ornamental iron
manufacturers, who said that there had been another increase of price
by the Carnegie !1lingis Steel Co. of which no testimony was given to
us at al yesterday. 'The latest reports from the livestock markets
indicate that the price of meat ig going up again. S0, we ave in the
midst of inflation. '

Senator Tarr. | do notthink we are in the midst of inflation. | am
not satisfied the thing issnot going to permanently level off.
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However, supposing it is checked; supposing we find next fall an
indication of serious depression, and there is an indication of a lot of
slowing up in a lot of industries, Then we nresaddled with this excess-
profits tax and this big reduction of debt at a time when wo do not
want to deflate any more,

Yet, on your theory. we would be deflating every yemr with this
+ 10,000,000,000, and we would be saddled with it

Phis exceess-profits tax will not be paid until 1949, You will not
actually take the cash in until then.

It seems to me (hat the theory you ought to pay the debt off at the
rate of seven or eight billion a year, unless it just happens to break
that. way beeause of getting more than you expect, is a pretty danger-
ous theory,

I think you have got to do it gradually.

Senator O’Manoxey, Do you think it is move dangerous, Senator
‘Taft, than the theory which you appavently hold that we ean continue
sufely to ask the taxpayers of the country to pay an annual interest
charge nmounting to 4% or 3 billion doHars a year on the debt?

Senator Tavrr. I do think it is much move unsound. T think. the
existence of a debt is there. 1t can be dealt with.

The danger in the debt is cither increasing it or decreasing it, and
either may be very dangerous, and it may be just as dangerous to
decrease too fust as to inerease it too fast,

Senator O'Manoxey, Of convse, that is a difference of opinion in
which you and 1 take the opposite poles. 1 believe, to prevent the
continied development of big government in the world, it is neces-
sary for the United States unch 10 Congress of the United States to do
everything that possibly can be done to stabilize our fiseal policy by
reducing this d(h)l so that it will not continue to be the basis for
added money supply.

Senator Tarr, May [ suggest, us far as that business of n basis for
added money supply is concerned, this $3,000,000,000 which we take
out of the budget and put in trust funds is just as deflationarvy, as far
as I can see,

Senator O'Manoxey, To that extent,

Senutor Tarr. 1f you add 2 or 3 billion more to it every year, 1
think that is about as much as we can safely undertake.

Senator Grorae. Senator O'Mahoney, would you not think it would
be much better to plan your debt reduction, your revenues, of course,
always permitting ¢ )

Would you not think it would be better to plan it than just in u
haphazard way, say, to apply all of this surplus regardless of how
that may affect the g,mm-ra{ economy ?

Senator O'Manoxry. My point is that under this tax bill you are
not planning the reduction of the debt effectively at all, because you
are inereasing the money supply in the hands of individuals, at o time
when everybody knows'it is a large money supply as compared with
goods and commoditics for sale that causes inflation. In other words,
we are right now at that point where, if we do not bring inflation under
control, we are likely to create unemployment, to destroy markets,
therely to destroy the Federal revenue and-national income. That is

o

the danger, us I see it,
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Senator Gror . If you donot have some source of eq ity capital ait
which you can depend for further expansion and upl eep an opera-
tion of your business, you are going to increase your unemployment

Senator (’Manoxey | quite agree with you, Senator.

Senator Groruk. For that reason, is it not fill wiser to plan your
debt retirement, assuming you have got some surplus, and also take
care of your economy ?

Senator O’ManoNey. Front that oint of view, it seems to me that
the duty of the Congress is to provi € incentives for the invest ment of
private capital. We are not doing it by this income-tax reduction
bill.  We 1re not doing it by my excess-profits amendment either. |
grant you that.

I have advocated durng these he:rings on inflation that the Con-
aress ule establish accelerated depreciation 1IN order to indued
capital to go into the building of new plants to produce maore goods.
I wouldbe quite willing even that the huge enterprises like United
States Steel and Bethlehen and General Electric and al the other
aiants, should have the advantage of accelerated depreciation. But
ipparently the Congress isnot going to d- that. The bill which has
come before usis abill which offexrs nl: to decrease the taxes upon indi-
vidual incomes at a time when everything is crying that we should
increase production by stimulating the investment of private capital,
not only by the big corporations but asa by the little ones.

I 'would like to see tax reforn which would encourage little husiness
and local business. You cannot do it under this incor e-tax reduction
bill.  The repogb}l\lhiclq \P;n;hfilegé)_yhthiScmnmiu('\- nfs! year. as| recall
it, contained a table which showed that then PEFO! \
14 incomes of $10000 - year _. moreﬂl‘_“}gﬁ?ﬁrﬁ.’? ”rﬁ,q;?wng‘
persons drawing incomes of $2,000 or less was 26 millions.  Now. it is
with respect to those 2@millions that we are creating the danger now hy
not controlling inflation.

With respect to the excess-profits-tax anendiment which | have
drafted and submitted to the committee, 1 shall not undertake to de-
seribe tile technical details of that. | have a prepared leseription
which was drawn up by one of theexperts in the T'reasury Jepartment,
and | shall ask that that be inserted in the record af the conelusion of
my remarks.

(The information referred to will he*found on p. 169.)

The Cuamaran, It.Will be inserted.

Senator O’Manoxty. But lel. me say this: Chis excess-pr fits-tax
amendment is designed to——

The Cuamryan. Senator O’Mahoney, may | interrupt you before
you get op to that.

Y esterday, we had an economist here, and | will quote from part of
his statement..

Senator O’Manoney. Mr. Hanes?

The Caamman, No; Dr. Roos.

He says:

'.1‘111 . eqng the Itederal debt would be retired at this rate; that is, it rate of
28 b Tlon do[lars forumé%/ear Wl‘fhout contributing to nfintier OF for that matter

to deflation. A higher rafe of debt reduction would we deflationary and might be
ear, which would e the! Starting

isastrous... A raté equal to $10,000,000,000 per y:
LR LOF 1iv1s Wit oFEPLIHOR o, ISERONG b deflationary’ as to case
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I mierely wish to point to the argunent that there is consideidde
opivion that you eannot ke thes massive reductions in debt at the
present time withoudtimaking mcredit contraction which is too severe
for you economy to stand

Senato  O'Manoxey, Of course, | recognize the fact that such an
opinion. is expressed. and | would be til Brst to acknowledge that too
heavy a reduction,, the diversion of too large w proportion of our Fed-
eral receipts to that. purpose, would have whad effect.

14 not pretend to say precisely what the reduction should be, but

do say that until we get til Ifederal debt down to the same plane as
the nutional ineoime we are piaying with disaster. Indeed, we ave, in
a way, postponing tile payment of this debt so that it will have to be
aker up by the generalion that fought the war.

It must be remembered tha the nati ¢ debt is a mortgage onlall
he sroduction of the United States for thd future until it is paid.
That. is basie.  Now, if we are not going to puy off that mortgage as;
rapidly-us possible, we shall, as | say. esinviting disaster.

The Cmamsan. This seems to opesobvious . é‘mmtm': That til edebt
will  ave W@ be paid. iffit is paid honestly, out of &« healthy economy.
Is that true?

Senntor O'Mar  ~xky. That is right.

The Cuar 1an. Therefore, the isate of reduction of til eebt may
have rel ationship to tile preservation of g healthy economy, and | do
not assun_ for almoment that you would advocate an inflexible rate:
of reduction which, under the circumstan es, might defeat the very
objective to whi ch you are devoted.

Senator O’Manoxey, Certainly not. but let me eall thdgttention of
ti | chairman to this fact.: T'he Federal Reserve Board, through Mar-
riner Eeeles, made certain reconmendat i ons with respect to til con-
trol of bank credit. DBanks, as a whole were opposed to the appli-
:ation Of that method of restraining bank credit. but the banks of the
United States have undertaken to olc bank credit down by other
means. Why? Because they recognize that if private debt 1sspiled
on to, of this public debt we shall have g situation-fron which it
may be atogether impossible to escape. So they are holding bank
Credit down.

And | an saying to you, as long as you prevent private debt in the
exganm on of plant, and the building of ti | things that private indi-
viduals want, as long as yor prevent that investment by holding the
public debt high, you are preventing t i | eery things that are necessary
to save time system of private property.

The Cuamrmax. | think everyone will agree, Senator, that we
should reduce the debt, but it should be reduced in relationship to
the economy.

A year ago the Treasury suggested that 1ill syrplis should be put
into debt etirement. This year the Treasury, I suggest. backed away
from that.

The' I'veasury, in lits recent discussiqns, has indicated that it cayld,
be too precipitous jn the matter. So  doubt very much whether gyey,
til"Freasury would now gyv that till surplus fill {}e tine should ,,10-
matically be put. to the redaction of the debt.

Senator O’Manoxey., Even 1 am not saying that.
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Senator sucas. Mr. Chaivman, may | interrupt for one questid’
there?

The Cusiesan, Surely.

Senator Lucas, The economist who testitied yesterday afternoo,
testified, as sl understood you a moment ago, thar $10,000000,00(
reduction on the national debt would be ¢« dangerous thing reenuse
of itsdeflationary effect fL

The Cuamstax, That is right.

Senator L icas, Supposi ng wehad  $10,000,000 uyplus.and up')livd
$2,800,000,000 on the national debt. leaving the $7.200.000.000, did he e
give to the committee what he would do with it §.

The Cramsan. He said he would wse it for tax vedue ion,

The burden of his testimony was that if yo devote all of this sur." -
plus to debt reduction, you ave bringing on the very condi ions whict
vol avish to nvoid;: that, thevefore, tax reduction is in or der.

Hao had acconn .odated himself andthis heories to tax reductio  of
the wgnitude of $1800,000,000, When we asked him how he got tilt
figure, he said that was his estimate of probably where we would wind
up.

Senatar Lucas. Assuming now that we cume nlong next year and
our national incom was running about the same as it IS now, and thd t-
expert. testified that we were going to have a 10,000,000 tsurplus,
it would_mear we were going to have to come iine with another tax hill.

The Cuamyax. IS the Senator divecting his guestion 60tme?

Senator Lucas. Yes,

The Cuan man. So far ns we ean see now, I certainly would favor
another tax-reduction bill next year if it appears that we have a $10,. -
000.,000. 000 surplus and that thee is likelihood of n ¢co  immnee of a
surplus of that kind, sny, over the next fiscal year.

In other words, as fuil as | wi concerned, since the Sennter has
asked me, | want tax reduction every time we canirhako soma debt
retirement, in the amount that jttshould be nude, and atsurplus avail-
able for the purpose.

Senator O’Manoxky., May 1 say, Mr, Chairman, that that remnrk
prompts me to point out the line of Federal debt on this chart from
1928 to 1930. The facts arve that during that period from 1920 tao
1030, there were five tax-reduction bills passed. withey wore all urged
upon the theory that to reduce taxes woul d increase Federal veceipts.
As a matter of fact, they did not increase Federal receipts. The line
shows that very clearly. When the crash came in 1929, and Federal
receipts fell off as atresult of it, and national income took that nose
dive which is apparent on the chart, then the Federal debt incrensed
again. 8o, by 1932, we had a national debt in exeess of $20,000,000,000,
whereas at the end of World War I, the national debt was
$26,000,000,000.

Now, | submit that we cannot run the risk of living this present.
terrific: national debt at its high level until we know that we hive
stabilized our system. We know that inflation has not been stop red.
Senator Taft just acknowledged that when he said itthad been hecked.
It vxas checked temporarily perhaps, but prices are once again going
nn .

If we should have had anything resembling a recession, it seems
tom that the outlook is so terribly dangerous that we cannot afford
to tinker with it,
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The Chamesian, 1 suggest, Senator, if we are in that danger, the
clussie remedy, nnd easily demonstrated remedy as being a sound one,
is to restore more purchasing power to the people by tax reduction.

Senutor O'Manoxey, There is too much purchasing power now.

The Ciatesran. The Senator was postulating o depression of dan-
gevous degree, and T was suggesting the classic remedy is to restore
purchasing power to the people,

Senutor O Manoxey. Are we going to restore purchasing power by
more Federnl spending ?

The Cieamstan. Tamin favor of less Federnl spending.

Senator O'Manosey, Of course you are, but the elassieal remuedy yon
sugrgest is Government spending when you do not have private spend.
ing.  In other words, ns T pointed out, when you do not have private
spending as evidenced by private debt, then you have u depression into
which the Government must come,  That was the elnssie remedy sug-
gosted by President Hoover when he suggested his publie works
progran,

The Cisteman, I am in favor of less Government spending and
more spending by the people,

Sonator O'Manoxey, ‘That is what Tam in favor of, und that is why
I um here today urging the Senator and his committee to take this ne-
tion, bheenuse Tsay the gradunted excess-profits tax which is Inid be-
fore you here is one which will tend to reduce the prices of the things
that tice people purchase and thereby maintain purchasing power
and thereby make it possible to inerease production,

The Ciiamsax. Sinee the Senator has said he is in complete agree-
nent with ey I assume he will vote for the tax-reduction hith,

Senntor O'Maitoxey. I nssume on the same basis that the Senator
will vote for the excess-profits-tax bill,

Senutor Lueas, May I ask, Senator O’Mahoney, how much money
you expeet to reeapture from the excess-profits tax under this bill¢

Senator O'Manoxey, Let me say to Senator Luceas that the prin-
ciple of this excess-profits-tax bill is, first, to mnke it ensier on little
business and local business.  Therefore we have a specific exemption
of $50,000,

Senator Lucas. I know that,

Senator (FManoxey. No profit will be taxed, whatever its percent-
nge with respeet to in\'oslm} cipital or sales, or whatever the meas-
ure may be, if it is less than $50,000,

Then in order to make sure that this will not he a burden upon
independent enterprise, I have made the excess-profits-tax credit 135
percent of the novmal base, and the base is the sume base, the same pe-
riod, which applied in the wartime excess-profits tax.

Then there i~ o graduated seale of tax: 50 percent for that part
of the excess profit which is in excess of 135 percent and not. in ex-
cess of 140 percent of nornl, plus 75 percent. of that portion which
is in excess of L0 pereent and not in excess of 150 percent; nind
100 percent of that portion which is in exeess of 150 percent of the
nornl.  ‘The purpose of that gradunted seale is to encournge the re-
duction of prices. T would rather see the prices reduced than to see
revenue come in,

The Treasury estimated that the vevenue from the excess-profits
tax provirion which was included in the Dingell bill would be abow
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$8,200,000,000, as | recall it. If prices were not reduced, under this
excess-profits tax, the revenue would probably be in excess of £5,000.-
000,000; but | am confident that the prices woulc be reduced, and the
facts before us are a clear demonstration that prices could be reduced.
| have here a list of the earnings of about #25 manufacturing cor-
porations in 1947 as comparc. with 1946. This isan dvance copy of
the statement to be l'e&c:wl'(l todayddyy the National City Buank.
This shows, for example, the percent of change in some groups—
I will not mention the groups, but here is one group: net earnings
after taxes in this group in 1947 were 23 percent more than they were
in 1946, and in 1946 that same group of companies—big, interstate
companies—were making the largest profits in their history.  lere,
is another group—this has to di with textiles—net income after
t1a9x4gs for this group was 83.7 percent greater in 1047 than it was in
(The list referred to follows:)

Preliminary sun ry of manufacturing -arning: in 1956 and 1943

INe tucome is shown 08 reported—after depreeintion, (nterest, taxes, atl other eharwe, and reserves, hat
befor dividends. Net worth includes book vaitte of outstanding preferred and common steek and
surplusaccount at beginning of each year]

{1i thousands of «tollars]

3¢ 9
| ntiumbarerNet incomeafter taxes _ Net worth, Jan. i d
Industrial groups of coms - I ol e
panes 6 1017 ohwnee .53 7
et imem e 32
Baking.......cocoaen 15 344,254 $14912  +1.0 58
Meatabacking - -- 13 67.726 SAENG 41 L
Sugar... . . . 20 28, 847 61, 441 280
Q her food products.. 47 138, 00 191, 539717 +-39.0 2.0
Boverage:s ......_...... | 45 161, 09 26,3
. 17 o0, 701 17
. 35 61,038 10, 7!%
Other textile products { 85 132, 5217 b
Leatherand shoe. ... 26 20, 03 =,
Hulhb('r roducts ot 18 124,052 2,178 —-10.2 "
Pulp and er prod-

Bt Dper o 4 A1,BIBL 116,657 43833 22
Chemical products. . .. . 29 250,4835 31V, 182 +24.4
Drugs, soap, @€ ..... 13 55, 200) M,779 481 o
Paint and varnfsh. ... 1t 19,946 34,059 470.8 BH
Petrcleunnproducts. 21 88,778 157,0851 +69.1 .
Cement, glasg, stone 125

products. ............ 44 76,109 101, 8066 +53. 4 u g, 48 &3 152
Iran and steel 3- 29,712 w4 --57.7 3e|BIWB T4 v
Agricultural imple-

mentss . . ....._....... 12 48, 5511 90,827 +9.4 694668 731,416
Bui I'ding, heating,

plumbing equip-

_ent T ... _ 38 32,117 62,485 V6.1 20,740 317, 966

Jeetrical equipment -

and radlo. | 39 46,.620 732.732 860,U5H
Machinery. .. .. 84 46.146 BYARII 57, 519
Oftion egyivmen ___... . 1 25,972 136059 155, U177
Other metal produets.. 101 67,7841 ) 1.630 0,727
Automobllesand parts. 55 33,984 02,855
Railway etwipment . r 14 27 504 K
Aircraft and parts ... . 13 8,319 TE, 200 ...

Misorllaneous 1nanu-
factueing. ... ......} 97 104, 56 155,621  +4%.8 G0N TRZ (AR
To nli manufac- | | L | . | - [ 171
luring........... 060) 2,121,578 3,202, 164=—=£0.2=—17, 105,508 1K, 744,28 1K b

i %nc’r‘elass o1 decreases of over 100 percent not computed.
Defielt,

The CrarstaN. Senator O’Mahoney, might | interrupt you there?
Senator O'ManoNEY. Yes.
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The Cuamsran. When the then Secretary of tile Treasury Vinson
was before this committee in 1945 in connection with (he Revenue Act
of 145, he =nid:

learly repen? Of the excess-profits tax Will stimulate production. Today we
are starved for new houses, new  rsisnew radios, and(l o like.  I'he best de-
feur » against th uve of anr wartime savings to builil uy prices ont these searce
ftemx is to remov  the scareities,  Produll il danore vodu  oi Is the key.

' thix end th eliminat of the repressive ipfluence of the excess-profits tax
WHl make'n ventle lil ibwilal,

[P OO .an R B . P )

Senator O°Manoxey, Oh, yes, | voted against it at the time be-
canse I Was in comple  disagreeme  With it. | think, jn view of
the fact that the representatives of the press are here, 1 ought to call
their attention to this jten of increased \rofits. because this is the
one grou_ that I will mention.

Senator Lueas, Remembellthey do not vote.

Senator O'Mane :y. But their editors out in the ountry, they
may vote. | want them to tell their editors that 36 companies engaged.
in making paper pulp and paper products enjoyed. in 1947, a net in-
com after taxes 88.H percent greater tha their income in 1946.  Now
tell the business managers of tile newspapers who lire finding it diffi-
cult to get newsprint what tile manufacturers of newsprint are mak-
ing under the present system.

{f could go right down the line. Mr. Chairman. This list prepared
byt National City Bank illustrates, from asource which can scarcely
be accused of being w wild adical source, that corporate profits have
reached tile highest level in history.

I have here also the monthly digest of business conditions and
probabilitirs. issued by w New York group of .nanagement engineers,
the well-known firm of Stevenson, Jordan & Harrison, Ine.  This was
issued February 16. T want to quote this statement

The facts are tha the average _ercent of net orofitlito net wort? of al) corpo-
rations wasshever above S, pereent 1l he period from 1920 to 1943, and aver-
aged abont # percent ; i d of all profitabl  corporations was no higher than 9.4

And now the average of increase of net income after taxes, which |
grant is gtdifferent figure, i 1947 y against 1946, is 52,2 percent.
coﬁ&‘)‘?gt"r Grorce. Ffthy-two and two-tenths percent. Is that all

e ?

Senator O'Manoxky. No; of these 925 manufacturers.

Senator Gronee, Just some of them,

The Citamyan. Senator ()’ Mahoney, asiyou see it, what happens to
g{;gs%%@ﬁts!’ What is tile stream of distribution of them after they

?

Senator O'Maunoxey, Of course, dividends have been vastly in-
creased. ‘The rate of dividends is much higher thai it ever was before.
Last year extra dividends an increased dividends were issued.

TIR Cipame an., Were they not passed into the economy for ex-
nonditnen?

Senator O’Manoxey. That is right, increasing the leyesupply
at atime when we are struggling against |nf|at|(_)n.

The Cuamyax. And for savings, out of which risk-venture capital
can he obtained §
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Senator O’"Manone . Fhe Senator realizes, of conrse. that inflower-
income groups, the people ave: digging into savings to meet the in-
creased CoSts.

Th Cxamyan. That indicates they should have more income.

Senator O'M noxey. To me, it indicates prices should be lower.
and that.is why I have this amendment, sir; because | say to you that
when you increase t i | imcome without stopping inflation, you invite
disaster. Now, reverse that, Mr. Chairman, decrease the prices so t hat
the people call make their present income with their present nouney | ev
supply cover the cost of living, and then you are onlthe sound fiseab! i!
road.

The CuairMan. Production, of course, woukl have relution to that.

Senator O’ManoxNey. Surely, and does the Senator realize that the
index off product ion now stands at ntvery high point # he last time 1
saw it, it was about 188,

The Cnamrsman, | realize that, and | aso redize it will probably
have to stand at a much higher point,

Senator Q’ManoNey. And i ] way to do that.is not by decreasing
i ndividual income taxes at the sacrifice of cutting the.national_ debt.
The way to do that. is to provide incentive taxation to encourage the
investm_nt of private capital,

The Criamsax, Yes. We are entively in greeient onl your very
last statement.

Tracing these profits to which you have referred. have not a very
considerable portion been plowed back into increased plants?

Senator O'Manoxey. Yes,

The Cuar:X N, And that has the effect of inereasing production.

Senator O’Manongy., Yes,

The CramryaN, And that is highly desirable.

Senator (’Manoxky. That has been done.

Senator Barkrry. The dividends distributed to stockholders have
not been put back into the plants, as a rule, have they?

Senator (’Manoxey. | think not.

The Cirammman, | suggest those dividends hell to sustain the econ-
omy aud to theextent that there are avings margin in them, they, oo,
are available for incressed . .ants and other forms of investment.

Senator O'Manoxey, Mr, Chairman,Iam very grateful o the mem-
bers of the committee for their indulgence in listening to me for the
better part of an hour.

. Senator (3rorge. The dividends paid last year amounted to o0ly a
little more than $6,000,000.000. Whatever may have heen €arned on the
books for tax purposes; $6,500,000,000, or somewhere in that neighbor-
hood, which is in excess of the previous year.

. oeRator O'ManoNey. May 4 Gl the attention Of ti | Senator to the
fact that the United States Steel Corp., in lits report for 1916, the
report to its own stockholders, explaining its present policy, said that
it, believed that in times of high carping capacity, the corporation
should make the most it could in brder to set up reserves fqr ti | coming
winter. Tn other words, that paragraph in the report of til United
States Steel Corp,, to me, was a declaration of their belief that a de-
pression is around the corner and that their increasing Prices and in-
creasing profits are for the purpos: of preparing for n depression that
may cale. And | v, 10 you, gentlemen. that Li | emited States nnd
the world eannot stand another depression in the  nited States,
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The Chamsax, Thank you very much, Senator O*Mahoney, we
are very glad to have had you with us,

. YW . nh

Senutor O Manoxey. Thank you.

The committee has been very patient,

( Memorandum accompanying the statement is as follows:)

Mesorannta 1IN FEAPLANATION OF THE AMENDMENT TOo H. R. 47% Proroskp ny
SENVIOR O'MAHONEY

The purpose of this memorandum s to explain the effects of the excess-
profits-tax amendinent to I R 47T which was introdueed today by Senatov
O \ahoney.

REAPPLICATION OF AN ENCESS-PROFITR TAX

Under sectfon 122 (o) of the Revenue Net of TS the wartime excess-protits
tax enme o an ed and did not apply te any taxable yenr beginning after Decent-
bher 31, 1945, However, the provisfons ot subehapter K of chapter 2 of the Interanl
Revenue Code, relating to the excess-profits tax, were not repealed by the 1945
act.  They were merely put in inactive status,  Under the proposed amendment
the perfod of nactive status is terminated with respect to taxable years ending
after December 81, 4T, Therefore, in veapplying the excess-profits tax it is
not neeessary to veenaet all of the provistons of subchapter E of chapter 2,

SPECIFIC EXEMPTION AND LXCESK-PROFITS CREDIT

As in the cuse of the wartime excess-profits tax, the tax under the proposed
amendment would be impozed upon the “wdjusted excess-profits net jncome."
This term means the excess-profits net income minus the specitte exemption, the
excess-profits eredit, und the unused excess-profits credit adjustinent  (carey
overs and carry-backs), Under the warthne excess-profits tax the specitle ex-
emption was $10,000,  Uwder the amendment section 710 (b)Y (1) would be
amended to increase the speelfic exemption to S50UKK).  ‘I'he exeess-profits credit
wonld be 135 percent of the wartime excess-profits credit.  The excess-profits
credit 1s pllowed by section 712 of the Internal Revenue Code and the fucrense in
this credit is provided in an amendment to that section.  Ax in the cuase of the
wartime tax, the excess-profits eredit may be computed either under the income
method or the Invested capital method, A taxpayer may elect the method which
results §n the greater credit.

Under the amendment there would he a graduated vate system.  That portion
of oxcess profits which is between 100 pereent and 135 percent of the warthne
excess-profits eredit would not be taxed.  ‘Fhat portion of excess profits which is
In excess of 136 percent of the wartime evedit but not in excess of 140 pereent
would be taxed at the rate of 50 percent.  On the portion between 140 pereent
and 150 pereent of the wartime eredit the fax rate would e 70 percent, and on
all excess profits In excess of 150 pereent of the old wartime eredit the new tax
would be imposed at the rate of 100 percent,

In order to compute the tax in terms of these percentages of the wartime
excess-profits credit, 1t s necessary to introduce o new concept ; that s, “tenta-
tive excess-profitg net income.” This térm is defined in an amendment to he
made to section 710 to mean the excess-profits net income, minus the new specitie
exemption of {30,000 and minug the unused excess-profits credit adjustment
which I8 provided tn section 710 (¢).  The graduated tax rates arve applied to the
portions of “tentative excess-profits net fucome” which ave in excess of the
specified pereentages of the wartime credit. The aggregate of the amounts xo
computed represents the tax that is imposed on “adjusted excess-profits net
Income.”

Since the percentage Is In terms of the olid wartime ervedit, it is algo necessary
to introduce another new techniesl term, “tentative excess-profits cvedit,” which
is the same as the wartime eredit.  In connection with the desired rate structure
this term s necessary to avold confusion with the new excess-profits eredit which
is the credit used fn avriving at adjusted excess-profits net ineeme.  The term
“tentative excess-profits eredit” is defined in an amendment to sectton 710, Since
it s the same as the wavtime credit, it Is detined simply ax that proportion of
the new excess-profits eredit which 100 bears to 136,

T2600---48 -- 12
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CARRY-BACKS AND CARRY-FORWARDS

Seetion 710 (¢) (2) is amended so that there will be no carey-hack or earey-
forward of any unused excess-profits eredit from a taxable year in the fnterval
during which the excess-profits tax was not fmposed to a taxable year when the
tax is imposed. The amendment atso provides that an unused excess-profits
eredit for taxable year subject to the new excess-profits tnx shall not bhe absorbed
by a carey-back to a taxable year in the perfod when the excess-profits tx
was not Imposed, By adding a new pavageaph (35) to seetion 710 (¢) the anend-
ment further prohibits the enrey-back of an unused excess-protits eredit from a
taxable year in the new excess-profits tnx period to a taxable year in the old
excess-profits tux period.

MINOR TECHNICAL AMENDMEN TS

The amendment also embraces certadn minor technieal amendments to the
code which arve necessavy upon the restovation of the excess-profits tax, ‘The
ceredit for normal tax and surtax purposes tormerly provided in section 26 (e)
of the Internal Revenue Code, relnting to income subject to the excess-profits
tax, has been restored. The definitions of “normal tax net fncome™ in section
13 (a) (2), “corporation surtax net income” in seetion 15 () and the eredit for
dividends recefved in section 26 (b) lave been restored to read as they did
fmmedintely prior to the ennctinent of the Revenue Act of 1045,

EFFECTIVE DATE

The amendment relmposzes the excess-profits tax with respect to taxable years
ending after December 31, 1947. With respeet to taxable years beginning in
1947 and ending in 1948, it provides for a provation of the tax based on the pro-
portion which the number of days In the taxable year after Decemb e 31, 1947,
bears to the total number of days In such wxable year.

The CrairMan. Our next witness is Senator Lodge.

Senator Lodge, we are glad to see you back in your old stamping
ground.  We miss you on this committee.

STATEMENT OF HON. HENRY C. LODGE, JR., A UNITED STATES
SENATOR FROM THE STATE OF MASSACHUSETTS

Senator Longe. It is very nice to be back here, Mr, Chairman,

In order to suve the time of the committee, I have had a statement
prepared that I think is before you now which contains the amend-
ment that I propose, and the part of the existing law to which it is
to be offered,

1f it is agreeable to you, I will read this, because it will suve your
time.

The Cuamrman. You may proceed.

Senator Lobee. Mr. Chairman” and gentlemen of the committee,
under the terms of the European recovery bill now pending in the
Senate, assistance is to be extended to the nations of Europe, the
cost of which will be borne by the American people. This legisla-
tion is rightly based on the premise that the people of Enrope will
do all in their power to help themselves. T asstme that this means
not only the people of Europe whose total livelihood is in Europe.
but those whose assets may be in this country,

I think this was the view tuken by the f:‘nrei 1 Relations Commit-
tee wheén it inserted a provision in the ERP bill directing that each
recipient nation would make efficient use of and would locate and
control whatever assets its nationals might have in the United States.
‘That is one prong of the fork.
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But the action which the Foreign Relations Committee took does
not meet all the issue involved, and it is for that rveason that |
offer the amendment to the tax bill which is now before you.

That woald be the second prong of the fork.

This amendment is suggested by the fact that at present ertainn

lnsses of aliens are not taxed on enpital gains arising from taxations
it this country and certain other classes of aliens are able to nuke
large profits on our stock and commodity markets without paying
any IFederal income tax. This is, of . wurse, Mighly discriminatory

ngninst Ameriean cjfigenys who are_requived to pay such taxes.

R T offa simiply prOVldeg that existing tax
laws which apply to Americans shall also apply to nonresident aliens
who are physically present in the United States for at period or
periods aggregating 90 days or more. Not being a tax expert myself,
I sought and btained tile help of tile chief of staff of the Joint. Com-
mittee on Internal Revenue Taxation, Mr. Stam, on this subject. e
ssures me that this amendment is workable and is also consistent
with existing treaty obligations.

Senator CoxNarLy.  ay Lask aquestion there?

Senator Lonar. Yes, sir,

Senmtor (Conn  Lv.. In other words, if they are in this country as
much as 9 . day= under your amendment they would pay this tax?

Senator L~ . That iss right.  They would be taxed on their eapi-
tal gains.

Senator Coxyarry. Why should they not be taxed on capital gains
whet her they spend 3 months here or not?

Senator Lonae. | think the 3-month period was taken as the one
that would be most practical.

Senator CoxxaLLy. Suppose they do not come here at allLL.If they
havg property and are waking gains, why should they not pay the
tax?

Senator Lonuk. | think they should, but T think it would e much
harder to reach them.

Senator CoNNaLLy. | was trying to get the facts.

Senator Lonae. | think you are right.

Senator (‘oxxarLy. ‘hey can duck out in 90 days. They do not
need to stay that long. ‘They might stay 40 o1 50 days and still make
trades and profits and go back home.

Senator Lonar. | think it is a very good question. Let ne say as
faras | am concerned, | would be willingto make asistringent a neas-
ureas you can and still have it work.

| tried to make it assimple and workable as| could.

L think you undoubtedly could catch more people than this amend-
ment catehes if you went at it with a lower term of residence.

Senator Gironrer. Senator Lodge, 1 o not think anybody would dis-
agree with your objective in trying to get these earnings here taxed.

Yousay here that you are assured that this amendment is consistent
with existing treat obligations.

Senator Longe. Yes.

Senator Grorar, | think we would have to examine that rather care-
fully because | think the convent ions

Senator Lonae. | am going to deal with that in this statement in w

noment, Senator.
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Senator Grorer., All right.

Senator Lonak, | wanted to say that one does not have to be a tax
expert to redize the injustice of requiring the massof American people
of moderate means to bear the burden of European recovery and 1o
require well-to-do Europeans to do their full part ps well,

ei would now like to make 4 more det ai | ed di scussi on of the proposal.
based on the information which Mr. Stain procured for me.

Under existing law, nonresident aliens ave taxed in ti | €ollowing
manner:

1. Those having no office or place of business ill ti | &nited States
are taxed only on their income from dividends, rents. sal aries. wages,
et cetera, nt a flat rate of 30 percent, except where suclnkréte has heen
reduced by treaty. This rule applies where the gross income iss
$15,400 or less. If the nonrvesident alien having no office or place
of business in the United States has a gross of income of more thas.
$15,400, he is required to pay til &ll normal and surtax on his in-
come from dividends, rents, annuities, et cetera, arising from sourees
within ti | &Jnited States, but. is not. required to pay any tax on capital.
gains from transactions made in this country, *Thus, nonresident
aliens having no oflice or place of business in the United States are
not taxed on capitd. gains arising fron. transactions in this country,

2. 1T til monresident alien is engared in {Yade o business in the
United States, he is taxable o his income fygm sources within the
United States, including capital gains. However. i( is specifically
provided in section 211 (b) of tie Internal Revenue Code that al
nonresident. aien is not regarded assengaged ill {rade or business
within the United States if ho merely deals through n resident broker,
commissioni agent, or custodian, jn commodities or inStocks ot securi-
ties. There is considerable conpl ai nt about nonresident yliens com-
ing to this country and making large profits on our stock and com-
madity markets without paying any Federal income tax. [ permit
such a practice to continue js to discriminate against American
citizens dealing on the same markels and who are required (, pav
come taxes on capital gainstoti | {Inited States.

This amendment is an effort to renove this discrimination Ly
deeming a nonresident. alien ipdividua to be '_'en?aged in trade wr
business in the United States.” if he is physically present jin th
United Statesfor a period or periods aggregating g total of 90 davs
or more and if he enters into transactions within ti | &nited States
during such taxable year. The amendment is not retroactive.
applies only to transactions consummated it the United States iv
taxable years beginning after December 31, 1947,

As the committee undoubtedly knows better than T, tax conven-
tions or treaties have been concluded with Canada. the United King-
dom, France, and Sweden. | have added | anguage to my amendment,
that. jtsprovision shall not apply in hny way which shall be contrar
toany treaty obligation of the United States,

Let me say that | hiave done this solely to save time and argume ...
and not because 1 doubt the competence of the Finauce Committee t
legisiate in ¢1q tax field.

The Crammax, Might | interrupt there. My, Stam. iS there anv
principle of international law that may not be expressed in treat'e,
that has any bearing o this?
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Mr. Sray. Of course, you have got the decision of the Supreme
Court that says that any statute, 1f later than than a treaty. that
statute supersedes the treaty.  But for international reasons, gener-
ally speaking. you keep the treaty from operation of conflicting
statutes,

The Cuamsax. I am not taltking about our domestic law or
treaties. 1 am asking, Is there any principle of international law that
may not be expressed in our treaties or in our domestic laws that
might have a bearing on this subject ¢

Mr. Stant, 1 donot think so.

The Crammax. Will yon please proceed.

Senator Lonak, 1 was going to say that as a former member of the
Finance Committee I gladly give it full jurisdiction over the entire
tax question, miul as Mr, Stam just said. I do not question the power
of Congress under the Constitution to pass whatever statutes it cares
to enact vegardiess of treaty provisions, This is a nmatter for the
comnittee to ponder.

Asony amendinent stands, citizens of Canada, the United Kingdom,
France, and Swedon wonld be exempt, but all other nations of the
world would be included.

I am advised that in the case of Canada and the United Kingdom,
the amount of taxation which the United States is losing in this man-
ner is very small. Also I understand that a new tax convention with
France has been negotinted and is now pending in the Foreign Rela-
tions Committee,

The Crrarmas, Benator Lodge, may I ask what is the practice of
countries other than the United Kingdom, France, Canada, and
Sweden with respect to treating our nationals? What do they do to us
under similar civeumstances?

Senator Lonse. I could not give vou the answer to that.

Senator Conxanny. That is specitied in the treaties you have with
them.

The Cramsrax. 1 mean the nontreaty countries,

Senator ConyarLy. He named the treaty countries.

The Ciramaman. [ say. outside of those countries, what do they do
tous?

Senntor Geonrce. ‘The chairman was inquiring in regard to nontreaty
countries,

Senator Conyarny, Mr. Chaivman, I want to observe here one thing.
One thing Mr. Stam said I do not quite agree with,

He said the Supreme Court held that a statute subsequent to a treaty
iseffective. Tt is effective on our own citizens and our own people here,
but it is still an obligation to the country with whom the treaty is
made. ‘That is not wiped ont by a statute of the Congress.

A treaty has two aspeets: It is a law, so far as our citizens are con-
cerned, but the obligatory part of the treaty to a foreign country can-
not be abrogated by a statute,

T just wanted to observe my own view on that thing. Insofar as it
is a law, it does operate as such on our own citizens, but as an obliga-
tion to a foreign country, it cannot be abrogated unless in conformity
with the terms of the treaty.

The Cuamman. May T suggest, Senator, as far as the international
incidents are concerned, they might still be litigated in, let us say,
the international courts.
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Senator ConnarLy. Thatisright. ]

Senator Lucas, Mr, Chairman, about 2 years ago | was chairman of
at Subcommittee on Foreign Relations that went into this subject pretty
thoroughly, and made a report on it.

The Crramyman. ThiSsame question?

Senator Lucas. Yes.

The Cuammyan, Senator Lodge, have those transactions bee of
consi derabl e magnitude?

Senator Lonae. Ll‘g last figures we have are for 2 years ago. Isthat
right, Mr. Stam?

Mr. Sray. Right.

Senator Lobar, And amost $+,000,000. Is that right

My, Sran. $3,000,000,

Senator CoNNaLLY. In tax or business?

Senator Lonae. Amount of revenue lost.

L. am not advocating this ag a revenue matter. T nmladvocating it
us matter of morale andj ustice. .

The Ciamman. Mr. Stain, while you were out, we were making inA.
quiry as to what is the practice of nontreaty countries in the treat-
ment of Ameriean Citizens under similar civemmstances, )

Mr. Staar. The difliculty with the whole problem of capital gains
has generally been that many count rjes do not levy any tax on capita
gains, Sothey ( not have this problem like we have over here. They
Just do not tax capital. gains. ) )
df’frlmlt,, has been one of the problems that made this question rather

ifficult.

T'he Cuamyan. Then our citizens would not be hurt in those coun-
tries, as far as capital gains are concerned{

Mr. Stax.. That.is right. . )

Senator Georar, And our conventions, notably with Canada. Great
Britain, and so forth, the ones we have concluded, have generaly a
reciprocal pattern. They not having taxed capital gains imthe con-
ventions, we agreed not to here. .

Great Britain, Of course, does pot i MPOSE @ capijtal-gains tax, as
such, but If itfis n regular trade or business in which the taxpayer is
engaged, he may be liable for a tax. )

fr. Sraa. | think what, happened was this: In the 1936 Revenue
Act, prior to that time we h aTot of difficulty in collecting any tax
from nonresident aliens, and it was thought, lifter study, that if we
could levy some sort of a gross tax ¢ the income going qut, of the
country t the nonresident aien at g little higher rate, gyv 30Lpercent,
that wemight get more revenue from that source than yye ‘'would under
the existing em in effect at that, time, Which would ¢y to tax them
where we could.

As aresult of that, there was some concession made to the noncesident
adiens b% exemptl_ng their from the tax on capital gains. In other
words, they paid this 30 percent gross tax on their income from divi-
dends, interest, and rents and s forth, that went out of the country.

That rule was generally applied to nonresident aliens who had n
gross incomte Of $15,000 Or less, around that neighborhood. | think
it was alittle morethan $15,000, ]

As far s those who had greater amount of incomg, they had to
pay the full normal and guytax rates which might be beyond the 30-
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Rercentt rate on their income from sources within the United States,
hut because of this gross-tax theory that we had, they were still ex-
empted from the capital-guins tax.

hat was the system that was adopted in 1936, and when «a lot of
these tax conventions were entered into, that provision of the 1936
act was incorporated into nany of these tax conventions.

That isthe way that thing got into the tax conventions. They prac-
tically incorporated the 1936 act provisions,

1 think it is certainly true that under that system adopted in 1936
we collected a |0t more fron the nonresident aiens than we did under
the old systen where we had to go out and see what we could find.

So that is one of the problems which has aways confronted the
committee,

Sanator Lueas, Mr, Stam, would this amendment violate the treaties
we have made ) ) )

Mr. Srax. The amendment specifically provides it shall not inter-
fere with those treties, o it c()u'd not violate them.

Senator Barkrky. Let me ask this: Your amendment applies to all
aliens regardless of what countries they come from?

Senator Lobar. Who are not citizens of these countries exempted by
treaties.

Senator Bankrky. Let us taken nonresident alien who has an agent
in New York, nd he invests in the stock market and makes a profit.
That is during the period when the nonresident is not in the United
States at all, maybe during | of the 9 months which he is not required
under your amendment to be in this country.  And the agency trans-
mits the Profits to him, let us Say, in Mexico City.

How would you collect this tax? ]

Assuming that nonresident alien did come here, a mouth at a time,
three different trips, making 90 days, or six trips of 2 weeks, how
would you collect it under your amendment?

Senator Lopak. | suppose you would collect it very much tile way
you do any other tax on capital gains.

Senator ‘ankLey, There isno withholding tax applicable to it now,
and assumir g the profit was sent to the nonresident in)Mexico City, it
would bethere. You could not go down there and get it.

Senator Grorar. 1 think, Mr. Stam, are not all these remittances
to nonresident aliens impounded until they show a tax clearance?

Mr, Stan. | think at the port they leave the country, they have to
Show a tax clearance, and @ that time the investigation ‘would be made
as to whether they had paid tile capital-gain tax. )

~ Senator Barkrey. | am not talking about somebody leavi n‘g atport,
but_somebody who has made a profit duritg his absence from the
United Stateg when it has been sent to hin. in the country where h
lives by hisagent, bythe broker with whom he is dealing.

The Cirairman. Would not the regulatory powers of the Treasury
be sutficient to reach that kind of wtransactioni

My, Sran. If he was NGt physically present in the United States.
London would not uﬂ;ly butSJtUSt using it as an example, suppose he
was dealing on the London Stock Exchange in American securities.
IT he was not. present 11 the United States, ﬁ: would not be taxable gy
his eipital gain that he made on that American stock on the London
exchange.
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So they can deal abroad in Awmerican securities, and L think thi
is one reason why it was thought maybe the 0-day rule was a little
better protection than no rule at all, because, you see, to some extent,
when they do deal on the American exchanges we do collect taxes in
the form of stamp taxes, and things like that, which, had they dealt on
our own exchanges in the same type of security, we wounld get no tax
from.

So this amendment, as Senator Lodge has pointed out, I think, has
attempted to meet the practical problem of people doing busines sid
by side in this country, and one paying no capital gains tax and the
other paying a capital gains tax.

Where they transact the busines —abroad, being a nonresident aien,
that income . _uldidot be from sources within the Jnited States,

The Cnamman. | am still nolclear ay far us Senator Barkley's point
is concerned. If he does his business here through wm agent, ir one
aspect it would be as though he were aeve himself,  [How are you
going to keep the funds the agent will pay to him? Tle will get the
fundsover there before lie pays the tax. }s;tlmt not your point, Senatot
Barkley?

Senator BARkLEY. Yes.

| can seethat if the man were hete 90 duys und transacting business,
and during those 90 duys, he made a profit and took the meney hack
with him, when he left you coul holc 1im yp at the port and make him
clear it.

But suppose that monwy i made during the & months he i8 not imi
this country and transmitted to him in his own country. ‘The fact
he might come over here and stay for 90 days on two or tree ditferent
trips would not enable you to collect it frow him if it has already
been sent to the countrry  f his residence. ]

Mr. Srast, Of course, when u nonresident alien owes taxes, generally
speaking, and he is abroad, usually the diplomatic vepreesntatives of
the United States would contact the other country tc see whether or
not they could make an arrangement to collect (his tax.

It is handled through diplomatic channels in the case.of nongesident
aliens where the property is abroad. So there would he some effort
to proceed through «i)iplmnutiu channels if we could not collect it in
this country. o .

The Crammmax, Is this bill limited to wonyesident aliens who ave
residents here for §0 days? Is that right?

Senator Lopae, That is right.

Senator jamkrry, | do not know of anybody whe regards the col-
lection of a tax w diplomatic procedure.

The Cuamaman. Are there any other questions?

If not, thank you ver){( much, Senator Lodge.

Senator _opar, Thank you, gentlemen.

The Cuamyan. Senator Kem is next.

Senator Kem, we are very glad to have yoi here.

STATEMENT OF HON. JAMES P, KEM, A UNITED STATES SENATOR
FROM THE STATE OF MISSOURI

Senator Kgam, Thank you very much, Mr, Chairman, and gentlemen
of the committee.
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I would like to bring the attention of the committee to two points.
Tilefirst isthis:

A person who earns hisliving as the resulti ot special training and
education is subject to discrimination under the present income tax

aws.

Secondly, that a school teacher issnow not pernitted to deduct as m
business expense an essential expenseincurred in holding his or her job.

Senator Lucas, Do you have'a. opy of your amendment #

Senator Kem. ‘The amendments have heen requested from the legis-
lntive service and are now being prepared. They are not yet available.

Senator Lucas, Thank you.

Senator Keam. | have awritten statement which has been distributed.
and which | should like to have in the record, Mr, Chairman.

Tha Ciairmax, 1t will be inserted imthe record.

(Thestatement is as follows:)

STATEMENT OF SENATOR JAMES P, KeN' Ihl'ﬁgg ENATE FINANOF (COMMITT
. o

«ont

shoul: like to fuvite the attention of the committee to two iatters which |

ieve are: worthy of fte consideration, The Ideas are not original with me,
They have been presented to this committee before, and undoubtedly have
considered In previous years by the committee. Whatever the reasons, relief is not
accorded under the existing laws. | urge that favorable considerntion be given by
this committee thi year.

My reason for appearing here may be briefly stated. Lustfail | spoke on these
matters at at meeting of the Lawyers Assoclatiol of Kansas City. The mail that
| received front till over the country indleated @ wi despread fnterest in the sub-
jects discussed,setl claim no special competence except s one having some recent
fisst-hand perronal experience with the tax burden upon one of the ge-called
learned professions, | havefelt the shoe pinch until it hurt.

The two points | have in m nd are: (1)) A person who earns his living us the
result of special training and education g subject to diseriminntion in the pry-
ment Of Federal income taxes. (2), The school teacher Is now not being permitted
to deduct, s @ business expense, the cost of certain ential training required fmt
wrdor 10 keer alfob in the tenching profession.

1. EARNEDIINCOME ITRAENTITLE] TO SPECIAL.CONSIDERATION

TheFede nl income tax, assts nume indicates, 18 intended td he n tax on income,
not v tax onleapital, ‘Fhere are three forms of income: (a) investment returns,
(0), capital gain, and (¢) enrned income. .

Adan_ Smith_in his Wenlth of Natlons, consldered thmt till fncome shoul d hee
taxed alike, lie nsked mt me question 1 determining nbility to pay: “HowoW
itch g your ncome?* ‘I'his test, however, is not followed iy every case In our
Income-tax laws, We have gone far atield .n affording, for one reason or nnother,
speclal Itedatment to various groups or elasses. My thesls IS thmtearned Income,
particularly {n the case of i professional man and the skilled worker, |Is entitled
10 specid. econstdera€lon, )
~When a businessman spends a stint of money Int order toocobtain machinery,
equipment, or buildings, necessary In his business, he nequires what s called for
tax purposes a capital. investment, He mity alocate the cost, so much per year,
over a number of years, amd deduct for Federnl lucome-tux purposes n yearly
Fercentage of theedst. In this manner, he is permitted to deduct from his Income,
ree from {ncome tax, the cost of the necessary equipment to engage in his  uslness,
By use of this nethgd of calculating his tax, the businessman does not pay at
Federal Income tax on that portion of his capital which, theoreticaly at least,
he iiscs up year by ygar. This g referieq to as an dlowance for depreciation, or
dapleftseason for deduction were alowed, money would

not readily be invested in enterprises, sometimes financlally hazardous, which are:
exsential 10 Industrial development and progress, Production, so necessary for
thie country’s well-befng, would be adversely affected.
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Now lot Us exnmine this-situntio as it s applied to the skilled laborer ind the
rofessional person. Before he can engage (i his chosen calling, he {8 schooled
or several years at a considerable COSU |y order {0 ohta.. the specindized knowl.
edge and skill required to engnge In his work. Sometimes # Heense I8 required,
and not lntm]!noimy the requirements to qualify for the license Include a speel-
fled number of years in an approved technical school. This speciulized trading,
corresponds to “the machinery and equipment of the husinessmun, 1t is lhe
skilled man's capital investment. However, a deductlon for depreciation or deple.
tion I8 not alowed aw a means of recovering funds that have een fnvested in
acquiring the skill und knowledge so necessary to enguge In the work.

'Mie engineer who develops a patentable process or machine cannot charge off
against hii. taxable income the cost of acquiting the knowledge which wits basic
to the jnventlon. However, the businessman Who purchases that machine or
process call, over a period of time, charge off.th cost toh! of the purchase, Th
skilled mechanic cannot charge oft the cost of obtaining the skill ‘with which e
earns 118 wages, hut the cost of those wages to a business can w deducted us &t
business expense. ‘The physician, the' accountant, the teacher, the regiatered
nurse, the machinist, the mechanic, the watchmaker, and the other skilled people
find themselves in a similar predicament under the present tax lawa,

If the skilled eraftsman I8 to be given tilegame treatment with respect to income
tax as Is glven to the businessman, he should be permitted to recover through
the equivalent of a deprecintion charge against taxable ncome the basle capltal
he has invested in purchasing an essential iten of equipment fil order to engage
in hiswork. In the case of the skilled worker the need to use this method Is
greater than In the case of the businessman, hecause SKill and knowledge, unlike
machinery, buildings, und other tangible capital, have no resale valu and no
salvage value.

The case for special treatment

Several cogent reasons miny be assigned for specia treatment for tax purpoges
of Incomes of the skilled workers agnd members of tile professions. | shall runt
narize them. . )

1. The professional nan and oraftsm_.. is entitled to _omethingl in the nature
of @ depreciation or depletion allowance.—A lawyer's intelect, a doctor's skill,
a nurse's special care, g teacher's instruction, a mechanle's speclnl ability, ae not
fixed or indestructible capital, eapable of producing an income forever. Yet the
Income they produce Is taxed more severely than that from capital because capital
18 permitted to replenish its loss tax free py dipping into Incone through deprecia-
tion, obsolescence, and depletion.

2. The professional mam and skilled craftem  are put to much incidental
eapense~The Individual with earned income has expenses not borne by the _adl-
viduat with investment income. The former must live near hig place of employ-
ment and _aintall a standard of living in keeping with hig position. On the other
hand, the Investor . 1ay elect to reside wherever he pleases, thus avolding the extra
expenses rc%nlrcd y_aparticular com nity, and his standard of living doees not
necessarily have m effect o1 the return derived from his {nvestment. Inamnuch
as the major portion of these extra expenses borne by the Individual with earned
Income Is not deductible for tax purposes, such as going back and forth between
home and place of work, {t results that earned Income i taxed to some extent o &
gross bas's, while Investment Income is taxed on anet basis. )

8, Earnedincome is uncertain.—Earned income 18 more uncertain than lucome
derived from capital. If an investor {s not to0 much lured by tile possibility
of a1 extravagant return, he may assure hitugelf of areasonably stable fncome.
On tile other hand, the individual with earned Income Is always confronted with
the possibility of lllness or accldent, either of which may temporarily or perma-
neatly suspend his Income, thus creating the necessity of savings to protect himself
and his family front the possibility of that time when earned income ceases or Iss
substantially reduced. ‘Ihe earned Income Stops short at the death of the earlier.

4. Qapital gainsare accordedspecial treatment—As hag Seen sale, the present
law recognizes tile need of special treatment for jncome derived from certain
sources, particularly capital gajns, The Revenue Code Impores a tax of not over
25 percent on’ the gain front the sale or conversion of capital assets held for a
period of more than'g months.  There appears to be no reason why ‘earned Income
arising from personal endeavor should not receive at least ns much consideratio
ascapital. gains occurring in many ¢dses without effort on the part of thetaxpayer.

8. An Incentive:should e ?rowied {o'r'work dnd effort.—Conslderations of pub-
Ite policy are fuvolved. Lightenihg the burden 6 Income derived from personal
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earnings would encourage ndded effort to receive the gain, It should stimulate
the personal initiative, the additional hour, and the extra ounce of energy 8o
essentlal to n highly productive economy.

There 18 still another benefit to the publle from fair treatment to the skilled
worker und professionnl person in this respect, ' Young men and women would be
eteniriged to enter training for them, at a time when we hear much of the short-
age of doctors, dentlsts, nurses, and tenchiers, Algo, postgradunte training would
e enconraged und the level of competence would be ralsed,

The argumenta againal apeclal treatment - N w
Few arguments have been advayeed ngainst tax rellef for enfnggd tncomne. This
may be due to the fact that thepe has been o surprisingly small amount of discus-
slon of the subject. ‘Three nrguments that have been made deserve congjleration:
1. The difically of adminlatration~It may. be ndmitted that tax ;“Iot- for
earned income presents diieulties of admialsteation, sHowever, this digjeulty
ay be overcome by a seftled policy nud taxpaygr education over a pertod of ghne.
2. Loeal tares placo a heavier bur on inbgatmeng” incomg—It 18 contenged
that a sutliclent dixerfmination n {n‘mr of carntl lusome nlrgdy exists becauge
the local tuxes on property place g hieavypurden o  Ivestmen$ inégme, 1,
The nrgument dovg not appear (o be suyipopted’ by the facts. § Inddl, an opposl
conclusion seems Jart iied, l-‘l'%m;es, g6 la 1081 by thoe Joint Qommittee off;
Internnl Revenue Taxatlon shodv that the fhdividual wigh Jttle weplth pays an?®
sverage of B percopt of hix total income, property taxes, in spite of that fact
that 745 pereent of his Income is earned ihidgme. . On the ether haud, the wenlthy -
individual, with ouly 16 percent of his {ncome earncd, pdays in local taxes only
2 percent of his tatal Income.: 1t .48 apparent then;that the earned-income class
pays more than ita proportiongte share;of the propérty tax,-and it is.cnunently
trir to glve it a redaction in Federal income tax., Wy, v, -
8. All income is on the same moral Igrel~Agat, it {s coptended that no dig
tinction between earped nnd hwmtmw inconieris juatifed, heeause guch fnconge
doea not, In elther.caie, vary us to thedeserts of tho reciplent. v & o
Our taxing nuthorities have nevet attempted to construct o tgk system on a
moral basin, realizing Ite utter impracticabllity. We can differentiate as to the
source of {ncome, byt 1t tg hardly practical to deal in moral values affecting the
manner of its nequisition, Yoo ’

T

Farm of relicf auggested k f L

In 1024 the Federal income-td Jisvs for the flrst time recogul; that earned
Income was entitled, for tax purposi Mg ppecial treatment. A ere It was granted
of 25 percent of the normal tax on curn\m‘mt;jw Amrfor the years 1025-81
this eredit was extended to apply to hoth the normal tax and the surtax. During
the deprexslon years of 1032 and 1933 the earned-income credit against the tnx was

eliminated In an effort to Increase the Federal revenues. In 1084 carned income
whg again given preferentinl treatment. This time a credit was altowed against
earned Income 1ngtead of a credit against the tax, as previously done, This new
credit was efther 10 percent of the amount of eurned net income not in excess of
$14,000, or 10 percent of the entlre Income, whichever was lower, and applied
onlf to the normat tax. In 143 the credit allowed earned Income wag abolished,
and the present lInw provides for no difference in treatment of the various forms
of Income,

Great Britain now authorlzes a credit of one-sixth of earned income, not exceed-
Ing n stated amount, approximately $1,000, a8 an nllowance agalnst income subject
to the standard rates.

Canada differentlates between earned Income and unearned income by impos-
ing a speclal tax of 4 percent on unearned Income, The first $1,800 of income from

Any source I8 exempted from this speeinl tax,

In Australia all incowe below 048 1 considered to be earned, and all fncome
over $16,200 Is considered to be unearned. Within these two figurey, earned
Income fx favored by Inmposing two different rates of tax, the lower one appHeable
to earned income,

In the year 1182 the Joint Committee on Internal Revenue Taxation of the
Congress submitted a preliminary report on earned fucome. It concluded that
the principle of allowling a deduction from net income, subject to tax of a certain

_ Dercentage of the amount of the earned net income, representing a fair allowance
© for the exhaustion of the earning power of the individual, was fair and sound.

~. Tagree with this conclusion. The differentlal in favor of earned income should
bé sufficlent (1) to afford nn equitable adjustirent to the classes jnvolved, and

‘M.,
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(2) to xerve ax an Incentive to work amd effort.  For these purposes, T oreegurd
the provision in effeet prior to 1943 ax wholly insdequate.  In my opinion the
carned-Incone eredit should he at least 25 pereent of the net envned income. The
plan declded upon should be sufiicient in amount to be worth while, and simple
cnonugh to be eastly understoml.

II. A PROBLEM PECULIAR TO THE SCHOOL TEACHER

I would now like to present a xecond tax fneguality which 1 believe deserves
the attention of this committee,

The practice Iz now frequent, and it is becoming more so, for school boards to
require the tenchers to attend summer school every few years to qualify for con-
tinued employment or to meet the qualifleationg for salary Inerenges; and the
cages (n which the school anthoritles contribute to the coxt of attending summer
sgchool ave few und far between, 1The Burenn of Internal Revenue has stated in
its rulings that it considers nsg ordinary and necessary business expenses, and
therefore deductible from taxable inconw, “every necessary ftem of expense in
conducting business, fncurred primarily hecause of and solely in the furtherunee
ol the business engaged in.”  Yet, in spite of thix general rale, In a ruling made
buck in 1021 and followed conststently ever sinee, the Burean of Internal Revenue
has held that: “The expenses fncurred by school teachers in attending sutmer
rehool are in the nature of pevsonnl expenses incnrred in advancing their eduen.
tion and are not deductible in computing net incowe,”

The position taken, in necord with this prineiple, i3 that any change will have to
reault from legistution. If the businesr organization sends one of ity employces
1o sehool to learn how to operate a certain machine or to learn how to do »
certain job better, it can deduct as a bushitess expense the cost to it of paying for
this education of the employee, A physlelan attending a nmedieal convention or a
chemistry professor attending a xelentific meeting or convention mny deduct the
cost A8 a business expense (Jack v. Commisslioner. 13 B, T. A, 726 Silverman v,
Commisgioner, @ B. T. A. 1328). Although the chenrstry professor can deduct
from his taxable income the cost of attending a conventlon to gain new knowl-
edge, and Incldentally to further hix edueation, if he had spent the xame amount
of time and money at a summner school of some outstanding university, in order
to gain additional knowledge xo that he could be n better professor of cheurstry,
he could not deduet this cost s o business expense, and neither conld he deprecinte
it uas n capital investment. Thix in o matter which hax been presented to this
committee In previous years, T urge that the commlttee give it serlous attentton.
We have heard much recently ahout additlonal afd for gehools 8o that the teachers
can recetve an adequate wage. It wonld help o lot if we hud less Federal tax
digeriminntion against school teachers,

Senator Ky, T may say the renson for the delny of the nmendment

y say ; y
is that the draftsmen are attempting to work out an earned-income
credit. without affecting the present tables which would make the
change very much less complicated than otherwise it would be.

T want to sny at the outset. that I do not claim any special competence
to discuss this matter except this: that 1 ecame very recently from the
body of the people where I have had some first-hand experience with
the tax burden ag applied to one of the so-called Jearned professions,

1 have, myself, felt the shoe pinch until it hurt.

. I'think it is fair to say there is no group of taxpayers in the country
in which there is so widesprend dissatisfaction with the present tax
laws than the group that would be affected by the first proposal I have
to make,

Of course, it deals with the income tax.

. There are three forms of income affected by the income tax: (1)
investment. return, (2) capital gains, and (3) earned income,

Adum Smith, of course, would tax all income just as it is carned.
He only asked : “How much is your income$”

But, as you gentlemen well know, we have departed widely from
that conception, and there are n grent many special considerations
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dven in til €ax | aws to certain groups by reason of the character of
their income.

I' will bevery brief, but | want to say a few words on behalf of tile
group who earn their income by reason of special training or skill
wecnired over w perind of time,

That applies to all of the professions and to alllskilled workers who
go through n period of apprenticeship and training.

T'he essential injustice to which | invite the: committee’s attention is
this: If abusinessman in ‘ests noney in a building. or some machinery,
or an oil well, he is entitled toa depreciati n. or depletion allowance,
running over a period of time; he can charge off each year a portion of
the investment that he lins made. )

Now, a serso who acquires atspecial skill in some profession or
ealling is vequire to go throngl a period of training that represents a

ernble capital investment.

The period over which e cur Ibenefit fron that isjust as limited as
the period over which an oil well mawproduce, It can beeealeulated
wit.. just ns great cevtninly, and yetlthat individual who, every day is
wearing out his brains and his competence, is not entitled to any allow-
wece by wey Of donsnaiatin an danlatinn

I have st out in the menmor andumthat | have prepared here the
reasons that are  wed on behalf of an earned-income credit.

I know you _ it narvealllexperts in this field, and I wim not going
toouke up your time with going over it in detail.

Of course, the primary consideration is tile fact that the ability of
the trained worker is wearing out every day.

Senator ConyacLy, Is not everybody wearing out every day.? 1s
ot the laborer and everybody €lse who is not a highly trained man
wearing out his resources also?

Senator Krwm, That is right.

I will say to the Senator from Texas that my amendment would
give himn specia considerations1.1t would give specia consideration
to everybody who earns his living by the sweat of his or her brow,
or by his or her heads.

) Sena;or G k. Earned incone as distinguished front investment
income

“Senator Kiar. Exactly; and it woul d apply to everybody who earns
his income.

The reason | emphasize the situation of a person who hag a capital
investment in g special skill is that the injustice is greater in his case
than in the case of g man who does not, and the sfmilm‘itv with tile
case of tile husinessman’s investment in a building or a machine, or
in an oil well, js more striking and parallel.

Senator Barkiey. Does your amendment deal with the question of
expenses incurred by a professional pan or woman, like teachers, im
keeping current preparation for their work like attending g. teachers
institute and things like that$

Senator Kem. Yes. | have two amendments. | will say to the
Senator from Kentucky my second amendment has to do with that.

My first amendment is earned-income allowance, as the Senator
from Georgia hag said.

My second is an amendment directed to tile specific injustice now
incurred by the members of the teaching profession who, when they
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are required to go to a summer school at their own expensc are not
permitted to charge that as a business expense.

Senator Barktry. That would be practically a simple matter to
alow that deduction.

Senator Kex, YES, sir,

Senator Bawiwrey, The other amendment, seems to me, is the one
that offers some difficulty in establishing a standard by which you
will test the depreciation of u: man's brain.

Senator Kem. | do not think it is practical to estimate the (l(;{)rccia-
tion directly. | suggest that you allow an earned-income credit to qll
persons who earn money by personal effort.

The Cnamyan. Just. assyou alow w standard depreciation ate,
oven though one building may depreciate move rapidly than another?

Senator Kes. | will say to the Senator from Kentucky, previous
laws with which you. have had to do have made an alowance, just as
the laws of Canada and Great Britain and Australia and a great many
other countries now make such an allowance. o

There js nothing original in my suggestion. It is neither new nor
untried nor revolutionary.

Senator | arkLEY, It astobeai arbitrary percentage.

Senator Kes. | am suggesting 25 percent. The last tax law had
an alowance of 10 percent.

Senator Banxrry, | have not reac you nmendment, bw it would
have tobhe a. arbitrary percentage. _

Senator Krm. Yes; fixed by the Congressin the law,

Senator G ‘onge. | do not think any one can quarrel with the jus-
tice or fairness of your earned-income credit, bur we had it, and t en
we whittled it dow to where it did not amount to much, und then
decided, for simplification purposes, te get rid of th whole thing,

~Senator Kem. | am suggesting the imount Of allownnee be sufti-
cient to do two things: In the first place, it should be enough to act
as an incentive to people to exert themselves.

We hear among these learned professions, and many of you gentle-
men belong to them, the statement constantly, by abli practitioners:
"l do not want any more practice than L now have. | do not want
to answer any more calls. It is not worth while. The Government

waul 0, miueh of the additiond inereeah I might make”
Yq .Fes&?g&fdﬂdy _sn;jllxjnlnit that ﬁ%m socin] nml!]. economic f@nn(h)ﬁ_inrl‘.%
mljﬂl'go\tl,ﬂ “']J%V%ﬂ{omg,tﬂgﬂ | am suggesting this as something which,

Now, in the second place, | think the amendment put in the bill,
should provide ani alowance of sufficient amount to overcome this
obvious injustice thai @ man is incurripg Who isengnged in mbusiness
of this kind, a personal-effort business, as against atman  hohhas a
capital gain, or v business that returns him a regular income in normal
course.

Senator Bankrky. Does it apply, to all salaried people ns well as
to business people?

Senator Keat. It applies to everybody. It would apply to every-
body who earn their money by daily effort.

Senator ConNarry. You say that isonly applicable to those who
earn their income by their own efforts, or words to that effect; is
that right ? )

Senator, Kem. Right.
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Senntor CoNNaLLy. Suppose, on the other hand, here is an invest-
ment of income from a nve trent. Does not that represent the
efforts of people that aceumulnt  that, the forefathers or ancestors
or son:(-l)()dy. j'ust ys uch as the pr sent income of one of these
fddividon sl i

Senator Kear. Yes, T am not suggesting thete js any moral differ-
ence in the sources of income. but I am suggestingl that ther. is a
sound reasor to take into considerati n the _epreciation or deplet on
that nlpersonal worker is sustaining every (ay; not because there is
any moral different e in the source,

Senntor CoNNaLLy. | see our point.

Senator Kesm, We give the il operntor in 1l Senator’s State a
depletion allowance, nnd fairly so.

Vo give manufacturers in the State of the Senator from Kentucky
those o llowances, and they nre entigely Lriber..

I am here sayi g something on hehainlof this very large class
who is sustaining n depletion and receiving no credit. )

Senator Barkiky, You can only reach that by o arbitrary figure,
| imagine.

Senator Kem, That is correct.

Senator BarkLry. Because nobody is groing 0 go into an income-tax
collector's oflice nd claim his ability ﬁns Teplete  or his mind hag
de_recinted so that he eannot €arn any more money,

Senator Kes, I am not going to urge thi  for ¢ minute.

Senator Bamxrey. As w matter of fact, his capacity is supposed
to be represented hy Ris earning capacity, but your theary is, evem
though a man nigh continue to earn the same, or more, anticipatio g
the time when he will not do so, he is entitled ot an arbit rary Cl'edl.%
during his enrning period due to the fact he is subject to these human
frailties and declines.

Senator Krat. That is right, He is wearing ont his brains every
day.
Senator Grorae. It is simply aicredit on income in his return.

Senator B..uKLEY. Yes,

TheCuammax. Senntor Kem, has the Treasury given you any ad-
vice ns to the cost of your amendment

Senator Kem. No; | have not consulted My, Stam's very able stair
in preparatian of this. e do have al. interesting report. made by th,
Joint Committee o1 Taxatiom in 1931, in which, after w careful and
scientific examination of tile situation, they reported that tile prin-
ciple of allowing a deduction. from. net income subject to tax of a cer-
tain percentage in the amount of earned net income represents a fair
alowance for the exhaustion Of the earning power of tlgi individual.
The committee characterized the principle as fair and sound.

The Cramatan. T an not questioning the principle i all. | agiee
with you it is fair and sound, and you emr make a tremendous grpu-
ment in favor of it.

Senator Kesm, | am sorry | canngt furnish the committee with that
information. Perha s Mr. Stain can,

The Criamsan. Would it be nominal or very substantial?

L?Il‘. Sram. Senator Kem, Your amendment has not been drafted
yet

Senator Kgar. It isbeing prepared in your office.
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Mr. Sra . You mean tile Senate Legislative Counsel.  We have not
seen that and, of course, | could not give gy estimate.

Senator Kem. My amendment calls for u 25 percent carned-income
allowance across the board,

Mr. Sram. Is that a credit against net income? [, depends oxl how
it is worked..

Senator KKem. It. would he against net income.

| was told this morning that.tile reason for tile delay in drawing the
amendment was they were trying to work out n method of applying it
without changing the existing tables,

Mr. SraM. You see, under the old law, when you had an enrned-
income credit that was only allowed for purposes of the normal tax,
and therefore the revenne loss would not be anything like as great.
ag one that would be allowed for both normal ar . surtax purposes.

As L recall, under e old 2%, the maximu, ollownnee caabany-
body conld get was arvound $565and the Preasury Department pre-
sented statistics at one t me indicating that as high as 9 percent t
think it was higher than that, about 95 percent of come of peapl
Under $5,000 was earned. So their wrgument at that : ime wits that
people under $5.000, having that large percentage of earned income,
woul get 1bout as much relief fron a reduction in the rates as they
woul _ from. distinguishing between earned and unearned income,
that was one of (‘ﬂu reasons why, I think, tha carned-income pro-
vision wits abolished in the interest of simplicity.

As far as those people were concerned, 95 percent of their incoma
was earmed, anyway, und it was felt they could get just as mucellrelief,
through a reduetion in rates. That was the argument they made
that time, ns-I'recall,

‘The Ci1 amsan. When we get your' amendment, we will ask the
Treasury for a report o1 its cost.

I believe T um corrveet in saying, Senator, that the House Ways
and Means Connmittee has included this subject among its studies.

I do not know what their decision will be, but. if their decision will
be favorable, it will be included in what we have referred to ns wl
general revision measure, which would follow this first leisure we
are now considering.

Would you have any profound objection if that were the conrse of
the matter rather than attempting to put it into this first bill?

Senator Kear. Of course, | would like to see it done us soon us
possible.

Let me say to the chairman that it perhaps is presumptuous for me
tg a;?%eéar here at all. As | have said | claim no special competence in
thisfield.

The reason | wm here is this: L st fall | made some remarks be-
fore a lawyers' association in my State upon this subject, The large
amount of mail | received showed me there was a wide public interest
in it, and | thought I should invite the committee’s attention to the
situation. ] o

The CuAmRMAN. | think you made n very fine contribution, and
that there would be strong support for something of that kind when
the revenues will permit of it.

Senator Kem. My thought is that it is of great importance to kee|
the body of taxpayers feeling that they are being treated fairly.
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I think it wits Colbert who said:
Tue art of taxation Is to pluck the goose with the least amount of hissing.

Now, there is a large amount of hissing on t i | part of people who
feel they are being unjustly discriminat ainst in connection with
t i lircome tax us applied to income derived from personal effort.

Senator ConnarLy, May | ask a question, Senator? o

Your second amendment alows for the deduction of certain items
of expense asa business expernise?

Senator Kes, Yes as 80usi ness expense.

It meets readlistically a situation that it is really strange, has not
had attention before. _

| say that without any reflection on the committee or on Congress.

But here is a teacher "who, in order to hold_his or her job, has to go
to summer school, and yet the taxing authorities say : “Years ago we
held that was not a business expense, )

Now, ti | ®tuation which is obviously unfair should be corrected
by legislation.

Senator (irorar. We have had that before us, Senator Kem, on more
than one occasion. ) ) ) o

| thought the present regulation did provide for t i | deduction in
case of a teacher where the teacher, as part of his employment, is
required to take so much training annually.

{r, Stain, is that correct? ) .

Mr. Sram. | think there is some confusion about the ruling. It
has always seemed to me if the teacher went out and made the ex-
penditure in order to maintain her present position, it ought to be
regarded as i ordinary ex%endlture.

Senator Keas. | have the language of the ruling here.

Senator Grorae. | said we had it up with the Treaswy at great
length at one time, and the committee was of the opinion that that
should be allowable as an ordinary business deduction.

Mr. Sran. If tilexpense is incurred in order to get into a higher
position or new' job, then it was not.

Senator Grongk. It Wasnot

Mr, Sram, | think that should be.the rule. ) )

Senator Hawxkes..Is not everybody in the United States trying to
get abetter job, or should they not bef

How'in the world are you gﬁ)ln to decide whether the person_takes
this course In the summer SChool to get a better job or to maintain
the ong she has got.1 ) ) ) o

The Cramasran. The point Senator George is making: If it isre-

tg&'ed,tl)ln the terms of the contract of enpl oynent, it should be
uctible.

Senator Key, My understanding, Senator, is that it is not. |
checked with the Internal Revenue ureau last fall when | was about
to make the remarks before the bar association, and | was told it was
not.

They gave me thisruling, which they said had been in effect since
1921 and they felt, in the Bureau, that it would be in the nature of
legislation for thRm 10 change It. ,

tﬁenator Grorae. They sometimes do nqt hesitate to change some
others. o

Senator K, | agree with you, Senator.

120605—48——138
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This is the ruling they gave me in response to my inquiry:

The expens&s incurred by schoolteachers fn attending summer school. are: In the
nature of personal expenses Incurred in advancing their educatiori and are not
deductible in computing net {ncome.

Senator Grorar. | think that is the rule, and | think maybe th
can avgue pretty strongly for that, as Senator Hawkes has suggested.

But where theteacher is obligated, asa term of hiscontract, to spend
so many days or weeks in some future pursuit of education, | thought
that was a deductible expense.

Senator Kes. How would the Senator differentiate this case: A
physician attending « medical convention or a chenist attending a
scientific meeting, or convention, may deduct the cost as a business
expense. )

That as been held in two cases.

Senator (Grorar. You are right. )

‘Senator Kx . Now, if the professor of chemistry can deduct from
his taxable income the cost of attending a convention to gain new
knowledge, and incidentally to further his professional advancement
in his calling, 1 do not understand why the teacher who is compelled
to attend the summer school, or perhaps does so on his or her own
volition, should not be entitled to the Samecredit.

Senator Barkwey, |t might be they might turn on the question
whether theg are required to do it or whether it is purely voluntary.

Senator Kear. Would the Senator say the chemistry professor was
required to attend his convention ¥ _

Senator Ba xrey. Not without knowing what sort of contract he
had with his employer, or something like that.

Senator Kear. It would be unusual.

Senator Barxrry. We would have to try justly to avoid the possi-
bility of alowing a deduction for somebody who just wanted to go
somewhere and make a trip, and deduct their expenses, though it were
a convention. or something where they mi(T:;ht recelve some advantage.

Senator Kes. My recommendation aniT amendment would be di-
rected Only to teachers Who went to school.

The Bureau, itself, has given these chemistry professors the oppor-
tunity of going on frolies of their own al over the country, and th
allow that as a business expense. But the teacher that goes to school
isnot entitled to it. That iswhat | am complaining about. )

Senator Barkiry. The rule probably works a greater hardship
on the school teachers than any other class, because of their low pay,
in the first instance. )

The Cuamrman. Surely there should be auniform rule.

Senator Kea. There should be, and that is the purpose of my
amendment. .

The Cuairasan, We are very grateful to you for having come.

Senator Lyoas. It seems to me serious thought ought to be given
and very serious consideration to this in view of what is happening
to the school teachers all over the country.

Senator K. Thank you, . .

The Crammman. Our next witness is Senator Fulbright.

Senator Fulbright, ag | undgrstand it, you do not have a prepared
statement for the committee.
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STATEMENT OF HON. J. WILLIAM FULBRIGHT, A UNITED STATES
SENATOR FROM THE STATE OF ARKANSAS

Senator Furnriuir, Not for ti | committee. | have a statement, but
I have not had an opportun(iagl to have it mimeographed.

The amendment IS drafted.

The Cuamraan, Wil you submit your formal remarks for the

record?

Senator Fursmianr. | thought | woulc leave this copy. It is the
or{g}nal copy for the record.

auld like to ask the chairman whether it would be acceptable to

read the whole statement or whether | should try to pick out some
of the salient points for the sake of time.

The Cnamyan, Only in the interests of time, | would suggest that
ou pick out the galient points, and we Will insert t i | ormal statement
nti | eecord.

('The statement is as follows:)

STATEMENT BY SENATOR J. WILL AM FULBRIGHT

For ¢2 years the Federal antimargine laws have been on the statute books.

1 do not think It will serve tiny useful purpose to debate whether they were
justifled at the {imethey were first passed fn 1886. The argument ugsed was that.
some SUch laws were needed to safeguard the public from fraud and to safe-
guard the health of the public. At that time, margarine was not the nutritious
product that It has since become. Even so, the Congress should not have used
theetaxing Power,s, 1o lilt af margarine and could have dealt with the situation
more directly by pure-food laws, But the arguments used 11880, or {n 1002 and
1031 when the Federal margarine laws were amended and strengthened, no longer
apply. They are relics of a qay when there were few or no pure-food laws, when
both margarine and butter were frequently manufactured under unsanitary con-
ditlons, and when trade practices were not so enlightened or go subject to public
regulation anq perusal as they are today. .

It §& not my purpose to review the whole long history of this controversy, but
it will be helpful, | think, i¢ we consider htigfly exactly. what margarine s, the
arguments used to justify jtg drasic romllﬁtlon—nnd 1t 1s 1or e drastically regu-
lated than any other food product—and the reasons why these arguments have
lost today whatever validity they may once have had.

WHAT 18 MARGARINE?

Margarine pag been made jn Eurone Since the days of Napoleon 111, and In the
United States since 1874. . .

The original product was made largely of beef fat which technically Is known
as oleo oll, hence the nAme “oleomargarine,” ! i

The Name «g|, myrkarine,” indlcating the use of oleo ail, 15 tggay a misnomer
and jtg use should be discontinued. Ninetyv-elght Percent of the fats and oils
used fn margarine today are vegetable, but under the archaic law of 188¢ the
product must still he Jabeled officialy as oleomargarine. /rhe more accurate pame
I8 margarine,” i 18 made amost entirely today of domestic vegetable oflg—
Iarglelny soybeans gpq cottonseed, with small amounts of peanut gnd corn ef
being used.

A1 officts . definition and sandard of jdentity wits adopted by the United
States Food and Drug Administration In 1941 under the Fegeral Food, Drux. and
Cosmetic Act of 1088, Under jt, margarine, has a yinlmum & content of §)
pereent ; the actual average figure for 1947 1g glightly more, The standard re-
ulres fortified margarine to contain a mintmum Of 9,000 YSP UNits of yitamin

PEl pound, But g0 percent of all gﬁlmnrlne Row 1g fortified with 15000 unis
of vltémlln. the content always being SHQWI, g1, the Jalel. Margaring tortification
1s_endorsed by time American Medical Augoctntion and '€2ding nuteitionists,

The only base difference between MAgarne gng Qutter 4q that margaring ja.
vegetable fat, butter apntynimal-fat product. They apeequal [y nyfritious.  gsqel
offers about 8300  1orfes Per pound. e amount of vitamin A pobutter yorie

on,
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according to seasonal and other factors; while in margarine it {8 maximum and
the year round. Both products are equally digestible.

Report after report by medical associations and nutritional scientists declares
margarine to be a nutritious, high-quality food. .

For example, the report on margarine by the New York Academy of Medicine
states:

"From a nutritional viewpoint, when 1t 1s fortified with vitamin A in the
required amount, oleomargarine {g the egual of butter, containing the same
amounts of protein, fat, carbohydrates, and calories per unit of weight. More-
over, since the minimum_vitamin A content of enriched oleomargarine is fixed,
and the amount of this vitamin {a butter may range from 500 to 20,000 units per
pound, enriched oleomargarine is a more dependable source of vitamin A than
is butter. Sinceitisa cheaﬂer c5;>r0duct than butter, fortified oleomargarine con-
stitutes a good vehicle for the distribution of vitamin A and fats to fow-income
groups and should, therefore, be made available to them. Under the standards
set by the Food and Drug Administration, oleomargarine 18 as clean and sanl-
tary a food as butter. The two products are likewise equal in digestibility.
Their relative palatahility 1s a matter of individual taste.” .

A report on margaring by the Food and Nutrition Board of the National
Research Council states: o . L o

"The present avalable scientific evidence indicates that when fortified mar-

arine ig used In place of butter as a source of fat {n a mixed diet, no nutritional

ifferences can be observed. Although important differences can be demon-
strated between different fats in special experimental diets, these differences
are unimportant yhen a customary mixed diet jg used, The above statement
ean only be made tn respect to fortified margarine, and it should be emphasized
that all margarine should be fortified.”

Perhaps the most significant study of the relative nutritional qualities of
mar?arlne and butter was made by three University of Illinois scientists, the
results of which were published in the February” Journal of the American
Medical Association. In my opinion, this study explodes the comtention that
butter gontair- some mystefious and highly beneficial "growth fngredient” not
present tn margarine, . . -

Three distinguished scientists of the University of 111imoels College of Medicine,
Drs. Harry Leichenger, George Bisenberg, and Anton J, Carlson, conducted a
2-year gtudy of 217 children in 2 separate orphanages, one group of which hag
butter {n Its diet and the other margarine. This study showed no difference in
the effects of the fats on growth and health.

1 call your attention to the following conclusions of the three scientists:

“Bloodlstudies showed that there were no significant differences between the
e Shittren o e e ienced a high d f good

e children {n the margarine group experien a hi Iy goo!
health during the study and In comparing their health to t osee?ne%hép butter
group it-appears to have been much better. ) .

“When INfirmary records are compared, it g readily seen that the margarine
group (fgred much better than the butter groun,  We are not making claims
that the margatine guaup Were thier gimply because their diet contained
nigrgarine, Othér vatlables are miore likely to account for their better health.”

In 18«?0 it was conien e(i [E]g[ Magarine was an unhealthy food and was
being sold fraudulently S putter, ' In 1902, when the origina " law-which .

sed « 2-cent tox gn all mapgarine—was amended o reduce the tax on uncolored
miirgarine and place an A0S prohibitive fmpost ON the artificially colored
yellow produdt, th,. argument was agafn Made that consumers must be protegfeel
ron'rayd. - In 1081, when th 10cent. tax was extended fo et yellow mar-
e 1e~whéther wrtifictally o NaUraly colored—the CONteNtion woy made that
;n_tﬁnmrlne_ wa 8 “forelgn” product since agreat deal of it was being made from
[ -

ported ald and €oconut oy, .

. iokﬂd ke gQ point OUt heve TR tE “foretgn” FYURERE iS of NO tmportance
toddy. Mote than 05 Fen‘;eut of all marggrine ls now mado bt dPMESIC nere.
g&en 3&«33;?#; a};%ua;negt 1a ‘a8 LIS today as the contentlon that Margaring g

T idlt fovalldted  the iNERNiQA shit the antimatgarigg |aws are necied
¢/ BIOIEC! conmimers froin (U6 possible fraudulent SA€ O yellow pareadng oe
butter. Thero were tio pure-food lhwa yen CORGIESS Pased the gntiparearine
N Thatonti,and bath gt er and mpo garine were soisk dperbyl, or tub foru

nawkan vheAlfla 1l .
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Nowadays, the Federa pure-food laws. and similar pure-food laws In 47 of
the 48 States guarantee the proper labeling and standard of purity of food prod-
ucts, including margarine, thus adequately protecting consumers. There are
also, of course, crimina statutes in every State against fraud and misrepre-

sentation .
Of course, no law was ever passed which would prevent lawless men from
breaking it. But few risks were ever so well guard ainst as the possibility

that margarine would be sold fraudulently to any widespread extent if these
discriminatory taxes were repealed. |f we have any doubts on that score, how-
ever, there Is no reason why we cannot further strengthen the already extensive
labeling and marking requirements to achieve even greater safeguards. | am sure
many Members wouid agree to the general principle that direct legislation of this
sort ‘i preferable to the use of the taxing power of the Government to accom-
plish a similar purpose {ndirectly. X

A dair%_ organization cites six cases of the fraudulent sale of margarine as
butter. This record actually shows there is little danger of fraud. The cases
represent the isolated ‘actions of a very few Individualg over a period of 20 or
30 years. ‘The amount of margarine involved was infinitesma by comparison
with the amount of the aProduct which was manufactured. The records of judg-
ments under the Federal Food, Drug and Cosmetic Act, published by the Food
and Drug Administration, show that front 1930 through 1947 butter was seized
for various violations, 2,010 times; margarine ‘only 30 times during this period.
In only two cases was margarine seized for contamination, filth, addition of for-
eign matter, decomposition, or similar reasons. Butter was so seized in 652
cases. Margarine's few seizures under the Food and Drug Administration have
been mainly because of slightly less than 80 percent fat content.

During the period mentioned, butter volume wasg four to five times that of
margarine. But the seizures were at a ratio of 100 for butter to 1 for margarine.
. In"this connection, only butter g exempt from certain labeling requirements
of the Federal Food, Drug, and Cosmetic Act. 'The artificial color may be and
1. added without stating this fact on the label. Specia dairy interests that
put through the legislation on margarine were able to prevent butter frgm having
to be accurately labeled. Likewise, the label states no grade or other value by
which the contents-a pound of butter-may be judged by the consumer. Fur-
thermore, much butter g artificially flavored without so stating on time label.

| think it should be made clear here, so that there may be no concern on the
point, that no responsible margarine manufacturer or distributor of margarine-
no proponent of repeal of these discriminatory tax laws-is opposed to the label-
fng and marketing provisions of the pure-food laws. Margarine wants to be
known as margarine, labeled as margarine, sold as margarine. | am afraid
some spokesmen for the butter interests have conjured up a specter of "fear"
on this particular fssue that §g almost as fraudulent as the thing they say they
want to prevent.

Closely allied with the contention that these Federal margarine taxes are
necessary to prevent the widespread fraudulent sale of yellow margarine as
butter {g the claim of tﬂe proponents of these laws that butter has some kind
of preemptive right to the use of yellow. Indeed, in 1902, when the tax of 10
cents a pound was laid against artifielally colored yellow margarine, the clam
was freely made that yellow was butter's color and the tax was actually justified
as a kird of impost imposed for the use of that color.

- Representative VWadsworth of New York, chairman of the House Agricalture
Committee, answered this c¢|)|r1tenti on when gt was first made with a clarity an

coocency that seems to me still convincing:

—-H%_at%}am 1s [lght,e‘ %e asked "Wh%[ shade of yellow g it Tbutter? entitled
to. It is ogé?/ in the months of May and June-and | speak as a practical butter
maker Myself when | make the assertion—that creamery butter, and that, of
course, g the butter of commerce, has a decided yellow color or tint and that
color disappears entirely or almost so, when the fall and winter sets jn, * * *

"1 deny that butter hasthe copyright, patent right, or any other right to any
articular color, whether yellow or otherwise. * #, ¢ [f coloring oleomargarine
ielps {0 perpetrate a fraud, then the coloring of butter ig actudly a fraud pe-

~ciige {t makes the consumer believe, and necessarily, that fall or winter or

white butter of any season of the year tg June butter, which g generally eon-
sidered the best.”

L hope that even those who contend that the antimargarine laws should be
dontinued Will not deny that modern margarine is anutritious and high-quality
fo0d- €dual jp every réspect to the butter product.
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HOW THE ANTIMARGARINF. LAWS PENALIZE MARGARINFE

Why then does the Federal Government impose the following taxes and license
fees on margarine?

Colored Uncolored
modern modern
margarine  margarine

—staxes cents per pound.. |
Manufacturers' license fesi” g 6001 | 2006
Wh license 0
Ret%%%ﬁfcelnse me&s.. ”3

In addition, Federal Regulation No. 9, promulgated and enforced by thie Bureay
of Internal Revenue, tmposes ‘very burdensome restrictions on those engag
in_the manufacture and dll)gtribution of margarine. .

The law imposing the $600 tax on manufacture of colored margarine has been
interpreted to mean that private hospitals, private charitable institutions, publie,
eating places, and others which buy and color margarine must pay the yearly
manufacturers' license fee of $600, plus the 10-cents-per-pound tax.

WHY WERE THESE LAWS ENACTED?

There are, of course, no sound reasons for the imposition of these taxes and
license fees on margarine.

Both -margarine and butter are colored yellow to meet food habits. We are
accustomed. ?3 yellow table spreads just ag we are used to white milk.  We would
look with distate upon green milk-though in every respect except color it might
be Identical with other milk. Our housewives do not object to white margarine
for cooking purposes. They are aecustomed to white cooking ats——such as lard.
But they do want their margarine yellow for table use. Thereis no valid reason
why their preference should be {gnored or thwarted.. .

Margarine looks like butter. Furthermore, {t imitates and ig a substitute for
butter, but what §g wrong with that? |If weare to levy a tax on al products
which imitate the original, {n color and other characteristics, we are going to
stifle competition. The very essence of competition is to develop new products
which are like the old but which are better and cheaper.

Of course, the su?reme irony of this amazing claim of butter to a monopoly on
yellow {g that the fats and olls used jn the manufacture of margarine contain.
some naturally yellow color. Under Federal regulations, however, these fats and
oils must be bleached, a process which adds to the cost of manufacture, 1y order
to make white margarine. Otherwise, the margarine resulting would have to
pay the 10 cents a pound Federal tax.

DO THESE LAWS PROTECT gy DAIRY INDUSTRY?

There g little question that the purpose of the 1¢-cents-a-nound Federal tax
on oolorecr margaﬂne and the license fees imposed on Whtﬁaﬁoer_s_ }1.51 retailers,
ag Well as the bulk of State legislation penalizing margarine, ig to favor the
butter industry and to limit the production and distributjon of matrgarine.
Indeed, a careful study of the congressional debates jp 1886, 1002, and 1931
will convince almost anyone that the fundamental reason back of this legislation
was not the desire to protect consumers from potential fraud-there were other
Wore girect ways to do that; nor was it that margarine was unhealthy—in which
ease {ts sale should have been prohibited; Nor was it because margarine, for a
time, was manufactured largely from my rfed olls— higher Import duty could
have stopped that, The fundamental, underlyi né; reason was alaes re to protect
the dairy ‘industry n general and the butter “industry in particular against com-
pei't'on o e, Millard, of Néw York, a leadi t of the orl
nls?e, l‘ﬁgpr#entatlve' Illard, of New YOLK, @ Ing proponent of the orlg-
i bill, "told" the : "Either_ oleor ng Must'go or the great dair
!,r.ﬂabstry of the coun ‘rm“?nust be \_/ylé’ego gtﬁfﬁ‘férf’y destro?led." This argumeni

-wag repeated over and over. We areé Still hearing it today. .
‘}-\ r%%ort made in 1‘;%;9 { theegégretary of ﬂ%ﬂ‘cuugﬁ Barriers to Internal
UCts,

0
trade gn Farm Prod fay81
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"Generally, those favoring margarine legislation have been frank to say that
their object I8 to 'protect’ the dairy industry. When the Washington tax of 15
cents per pound was carried to the Supreme Court, the sponsors of the act ean.
didly stated that their purpose was to help the butter industry and they made
their arguments on that basis.", . . .

The Dairy Record, a magazine representing the dairy industry, said in an
editorial on June 18, 1941: .

“The dairy industry must set as itg goal the complete extermination of oleo-
margarine. It must never rest until the manufacture and sale of oleomargarine
have been outlawed. in this country.” .

And Hoard’s Dalvyman, another well-known spokesman for dairy interests,
said, on Januar%/ 25, 1948: “he tax of 10 cents a pound on oleomargarine colored
in semblance of yellow butter {3 to stop the sale of this product. ‘fhe tax should
be rzjigher_ * * + |t seems to us the dairy industry has a right to protect its

roducts.”

P | could cite scores of similar statements which make it very clear that the basic
reason for the antimargarine laws was to protect the dairy industry.

Leaving aside consideration of the wisdom or justice of legislation” which seeks
to protect one domestic product against another Or one group of American farmers
against another, let ug consider whether antimmargarine legislaion has accom-
plished its avowed purpose, Has it "protected” the dairy industry?

Let ug grant at ence—hat cannot be doubted for a moment—that antimar-
garine legislation, both State and Federal, pas hurt the margarine fndustry.
It has made margarine more expensive for the manufacturer to make and the
consumer to buy; 1t has made it less attractive to users-especially through the
10-cent tax and other drastic restrictions on yellow margarine; it has curtailed
margarine's retail outlets; it has discouraged expansion of the industry. In
short, it has limited both the production ang distribution of margarine. = But,
despite this fact, the production of mar%ari ne has expanded steadily and the
1947 output of 725,000,000 pounds {g the highest on record, exceeding the next
highest year, 1946, by 100,000,000 pounds.

But what of the dairy industry, particularly those farmers who earn the major
part of their livelihood from the sale of milk for butter making? .

In 1001, the year preceding, the passage by Congress of the most drastic of
the antlmnrsgmne laws—the 10-cent taXx on yellow margarine—per Capita con-
sumption Of butter was 19,9 pounds. It has never been that high since.

Following the enactment of the last Federa antimargarine legislation in 1931.

er capita butter consumption fluctuated within narrow limits—dropping from
181 in 1032 to 17.8 yn 1933, rising briefly to 18.2 in 1934, and then dropping to
171 tn 1935. With one exception—when it rose to 17.8 {n 1089—{t continued to
drop steadily until 1945. ] )

And then, jn 1946, it dropped agqin—this time to 10,[%_ gr.e lowest per capita
butter consumption §; our history. | mention this particularly because the hyiter
lobby RS gdvanced, against all “the evidence, the aggment that wartime eanat.
tlons—price control, rationing, and other emergency tactors-—were largely respon-
sible for declining butter consumption. )

The record shows, on the contrary, that total butter production, as well »gs
er capitg consymption, has shown, a fairly steady decline for e years.

P Inthe 10-year pgglod between 193¢ andymm tc)J/taI butter p[gn"qﬂ&_%, including
both ereamery ang farm manufacture, declined from 2131,000,000 Pounds to
1,601,000,000 pounds, or approximately, 29 percent. At the same time total milk
broduction fOr all purposes, including butter, increased from 102,410,000,000
pounds fn 1936 tO 120,276,000,000 pounds in 1946, While there was more milk
available for butter manufacture, then, the (fe_[cgntage of this milk made into
butter decreased from approximately one-third yn 1936 10 one-fifth in 1048.

Wurtlme.condltlmﬁ;_ undoybtedly had some effect on butter production, but
they were pot controlling, por Were they all disadvantageous to butter, for from
June: l,qu3, until October 31, 1945, butter producers received a subsidy of 5 cents
a pound.

n 1047, with wartime controls removed, per capita butter consumption g
estimated to have been 115 pounds. #phigsrepresented a very moderate increase
over 1945 and 1?40_ but not even the most ardent butter advocate could take much
encourngément LM It :
+Jt WaS the third lOWest rate since 1gag.
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It 18 not margarine that has driven more and more butter out of the market.
It this were the reason for declining butter consumption, we should have ex-
pected margarine to have occupied that portion of the market vacated by butter.
But no such thing has occurred. )

Margarine per capita consumption im 1046 was 8.8 pounds higher than it had
been tn any previous year except 1945. But this represented auifinerease of only
0.8 pound per capita since 1936, During the same 10-year period butter eonsumy
tion drogged 8.9 pounds. In other words, the American people, on an average,
bought about 6 ﬁ)oun_ds less butter per person in 1046 titan they did in 1036, but
they did not fill this gap-and it is a definite nutritional gap—with a corre-
spending increage in margarine purchases. Only one-seventh of the lost butter
consu,mtptlon was replaced during these 10 yearsby margarine. ]

The fact §s that butter has been taking itself out of the market. 'The high cost
of producing butter as compared with the more profitable uses of milk ; the price
at which butter s sold—and for the most part must be sold—to enable butter
{Jroducers to compete with other purchasers of feed and farm labor and land—
hese are the factors that, largely of necessity, have given us dollar butter and
deﬂrived the butter industry of approximately 30 percent of the market which
it had 10 years ago. . .

Actually, margarine production does not materlally affect the price of butter,
though, as we have seen, when butter prices are very high, some consumers, who
cannot afford butter, turn to margarine. A study, published ir 1942 by the
Wisconsin College of Agriculture, in the heart of the dairy contry, found no rela.
tion between margarine and butter prices: :

“There 1s no evidence in the past that oleomargarine has beep ¢he important
factor fn causing low butter prices. In 1932 there were about 111, pounds of
butter consumed for every pound of oleomargarine, and consumers spent $15
for butter for every dollar spent for oleomargarine. If all the money spent for
oleomargarine that year had been spent for butter, the retail price o butter
would have been increased 1.7 cents per pound. This would not have solved the
dairy farmer's problem.” o

From the record it seems abundantly clear that antimargarine legislation hns
failed to aid butter producers. It has simply prevented margarine from occupy-
ing the market for table spreads which putter could not fill.

This leads to another question-—more Important than the first. We have
already seen that antimargarine legislation has not aided that dwindling portion
of thedairy industry which produces butter. But what of the much larger por-
tlon—those dairy farmers who depend mainly upon flutd-milk and whole-milk
products for their livellhood? Has antimargarine legislation "protected” them?

There are, in the United States, some 24,600,000 dairy cattle owned b¥ approxi-
mately 5,000,000 farmers. Of the farmers, 1,176,000—a little more than one
fitth—receive some income from butter manufacture, either on the farm or through
saleof milk to creameries. For only half, or approximately ¢00,000, does butter
represent the chief source of fncome. The others—roughly, &5 percent of all
dairy farmers—recelve theit principal income, or all of it, from the sale of tile
products of thecow in fiy1d-milk form or for manufacture into cheese, dried whole
milk, evaporated milk, condersed milk, skim milk, or ice cream.

But butter's fmpsstance 10 dary farmers generally hasbeen accentuated by
certain other fa:tors. . . -

For it was, and dtill. 18, the use of butter as a price stabilizer and balance
wheel, as it 18 _varigus’lg ¢slind, which has led many dairy farmers to insist upon

ecial protection for butter against margarine comnetiltlon, In many parts of
the country the price of fluid milk {g geared by formula to the price of butter.

If, when depression comes, butter egnpot recapture the table-gprend market
because of the possible encroachment of margarine, then butter prices, it 1s con-
tended, will fall abnormally and carry down with them the whole.dairy price
structure.

This argument, of course, does not stand up under examination. In the first
place, as We jiava Seen, margarine has never taken over more than a small portion
of the table-spread market vacated by putter, But even mmargarine, upon the
repeal of this discriminatory legiglation, took over a much larger share of the

le-spread market vacated by butter, Or al of j¢, there jg no reason why these
%mus]l:m cannot be gbmjged, o t%at ?hg prices o%' dairy p?'oducts would be tied
to some more stable and profitable product than butter. Indeed, there 18 every
reason why they should ve changed f they injure the dairy farmer.

mf,‘f_"%'é{ezm the Western Dairy Journal,” a prominent dairy farmer, Berrit
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“My Interest in the oleomargarine question Is primarily selfish. As a person
wha gets his entire income from a dairy farm, | felt that | have a right to voice
my opinion regarding what | think to be the soundest way in which to improve
that field of endeavor and to make it more profitable for myself, Butter i8 our

ricestabilizer * * * and | object to exactly that. It stabilizes our prices at
evels which are generally most unprofitable. © Why do we not select a dairy
product that will reflect a more advantageous stabilizing effect?”

Even more significant is a report by the Boston Mitkshed j'ricing Commnittee,
published in September 1047. This committee, composed of a number of out-
standing dairy economists, was appointed by Richard D. Aplin, acting market
administrator, in response to criticisms of the fluld-milk-pricing formula used in
the Boston market by representatives of cooperative milk associations. This
formula called for a change of 22 cents n hundredwelght in the class | milk
price for each B-cent change in the New York wholesale butter price, for each
3-cent change in the New York wholesale price of nonfat dry-milk solids, or for
un1\: equivalent combination of the two. .

he committee, with Dr. George F. Dow, chairman of the dairy committee

of the New England Itesearch Council on Murkethag and Food Supply. in charge,

worked on their report for 31 months. They studied the milk-priclug situation

fn general with particular reference, of course, to the Boston market. They

recommended that the butter formula for setting class | milk prices ti the Boston
milkshed be abandoned. . .

I think you will be interested in sone of their reasons for this recommnenda-

tion:

"For ninny years until 194¢ the class | prices in the Federal order for the
Boston market "have peen related roughly to byfter prices, over a pary range of
prices. Since June ¥, 1046, there has been in the order a fullfledged formula
for establishing class | prices. ® ¢ * |t hag been unsatisfactory. » * *
Since the end of time war, butter and powder prices have proved to be erratic
and unreliable measures of general economic conditions which should he used
asa guide to sound fluid milk prices. * * ¢ To cite an example:. Consumer
buying power was about the same in Octoher 1046 as tn March 1947, anc the
supply of butter moving into trade channels was almost the same {n these 2
months; yet the price of butter was 84 cents {n October and @4 cents tn March.
The diffefence was due apparently to the advance psychological, appraisal of.de-
mand and supply prospects for butter by the forces that make the wholesale butter
market. There ig no reason why such errors of Judgment should affect fluid
milk prices in Boston by 2 centg a quart.” ) .

The report, after discussing the advantages and disadvantages of formula price-
fixing for fluid milk as opposed to public hearings or other means for setting
prices, recommended the establishment of g4 new formula for the Boston Milk-
shed based, not on butter prices &t all, byt on the "composite level of ynited
States wholesale prices, New Iingland denartment-store sales, and Boston milk-
shed grain-labor costs.”

It seemsfairly clear that, today, butter {5 no longer a desirable price stabilizer
for milk products. Indeed, §t seems to have become such a liability as a price
fixer that the sooner it i abandoned the better for the dairy industry. | think
1t 1s fair to conclude that to the extent that anttmargarine laws encourage dair:
farmers to stick to butter as a price stabilizer—under the mistake ief th,
lméer is "protected" by such Jaws—they are definitely harmful to the dairy
industry.

There remains the contentiQn of time butter lobby that butter ig a kind of
balance wheel, since itg Increased production offers the only alternative use for
their milk surplus when fluid milk sales decline. This ig akey point {n the argu-
ment of the butter lobby for protective lays against margarine competition, but
I think t¢ tg at variance with the evidence today.

It may have been partially true once, when the evaporated and condensed
milk business wer_eén their infancy, when dried whole milk was iyst an idea
fn a scientist's mind, when cheese-making was largely a home ipdqugtrst and
when the jee cream business was a minor outlet for the products of tﬁe airy cow.

But today, the situation has changed.

P
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The following table indicates clearly how these whole milk industries, ail of
them more profitable alternative users of surplus milk than butter, have grown
in recent years:

Utilization of milk in ihole-milk dairy products

Amount fn pounds

Product -
Leramama 102820 100 Percent of 19166
Increase

Fluid milk and Cream _.co.oeeenceeenmcacomaccan 44,140,000,000 59,927, 000, 000 357
Ieecream....... 3,083,000,000 8,420,000,000 17311
Cheese....... , 9 000,000 10,990,000, 000 64.22
vaporate 4,024,000,000 6, 038,000, 000 51,8
Condensed milk 426, 000, 000 574, 000,000 34.7
Dried wholemilk~ 146, 000, 000 1, 448,000, 000 992.0
Total I 8,515,000000  87,455,000,000 49.8

By contrast, as we have seen, total butter production during this period
dropped more than 600,000,000 pounds, or approximately 20 percent.

Moreover, the expanded margarine production which might be expected if
antimargarine laws are removed would offer an fmportant outlet for milk
products in times of depression as well ag prosperity. For skin milk con-
stitutes approximately 15 percent of the constituents of margarine.

Now, of course, the more milk we divert to butter production, the: less we
have for fluid milk gna other whole milk products—sucl as ice cream and
cheese—which, unlike butter, utilize tile full nutritional value of tile milk
solids. In the course of butter manufacture, the rest of the milk is fed to live-
stock, thrown away, or converted into nonfat dry milk med_or.' _And since
butter utilizes littlé of the nutritients of whole milk besides vitamin A, these
nutrients are wasted when not converted for some human use.

W. A. Wentworth, vice president of the Borden Co., pointed out, in an
address to the Minnesota Ice Cream Manufacturers Association in December
1047, that if we had attempted to produce enough butter in 1947 to make the
per capita consumption of 10 years ago possible, it would have been necessary
to divert 13,500,000,000 pounds front fluid ana whole milk uses.

He said: " If this 13500,000,000 pounds were to come from thet supply for
some other dairK roducts, it would take more than all of the milk which will
be made Into whole milk cheeses this year (1947) or it would take 80 percent
of the milk which g being made into both jce cream ana evaporated milk
in 1947.”

Any attempt, therefore, in good times or bad, to increase butter production
would necessarily be at the expense of these whole milk products and of fluid
milk and fluid milk distribution, whole milk industries such as jce cream, cheese,
and dried milk, the income of dairy farmers, and the health of our people.

It g difficult to understand how even the butter lobby ecan make any con-
slderable number of farmers believe that it is ever to their economic interest
to “protect” butter production at the Inevitable expense of milk production.

For the sale of thedairyman's product as butterfat is, as | have stated, a sde
at the lowest price for that product, and the sale of fluid milk 1 the highest.
Other whole milk products, such as cheese, ice cream, etc., fall in between these
extremes. The average price paid to farmers for butterfat sold as fluid milk
?r,cre:lm duri ngo the 10-year period, 1930-45, was about 74 cents Per pound;
or milk sold as butterfat ‘about 37 cents. Consider what this meant to the dairy
farmers of this country.

This fact was not lost upon alt of them, of course, and accounts for the: fact
that while much more milk was produced in 1047 than a decade ago, much less
butter was manufactured.

The statistics graphicaly tell the story of the decreasing importance of
butter and the rise of fluid milk and other byproducts.

In 1046, the dairy farmers' total cadh income from the sale of all his dairy
products was $8,718,874,000, of which only $548,874,000 came from the sale of
butterfat and farm butter-exactly 14.7 percent of the total. Just 10 years
before, fueome from butterfat and farm butter had amounted to 29.5 percent of
the dairy farmers' total ineome.
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Ag a result of declining butter production and increasing utilization of milk
for fluid use and in whole milk products, butter today, in certain sections of
the country, constitutes such a minor factor in the dairy industry as to make
the claim of the butter lobby that the tndustry’s continued prosperity depend
upon the suppression of margarine an absutdlt%. .

ghe following table graphically fllustrates the extent of the decline in butter-
fat production g butter manufacture i, terms of farmer income:

Income from sde of Income  from sde of

and farm

Year  WHOR mitk sep bty putiefd 2 wercent-

Income %% gf total dairy In-

i ] DO PUPRUPRR 3 210
WISONSIN. oo 84 o %
Minnesota :g4 b (4’1‘ 7(‘1' gﬁ

INNESOtAL. . . eeiieececeneiniaens 5 .

19411 fﬂ 72.8

Illinois :8;26 rf% 3%79
INOIS...eete it eneaeas . 2
10411 82.0 18.0

ndiana 10400 88.6 1.4
------------------------------------------ i a3 ik
Michigan o b 08
....................................... 4

i 10411 %Q/g 22.5

wé 6 87.9 12. .

Kansas. .. ... oo 1936 44.0 56.0,
1941 425 57.5

. 19160 5.9 4.1
ORI e e v e 8,7 2.3
191 872 126

lowa, i ggi “8
"""""""""""""""""""""" 18 23 55.77

’ 1916 . 70.
Washington _ ... ..o e eaeann 1036 ﬁé’ 2.2
o 1946% 7.2 2343
) 104 90.6 /

9North Atlantic States.................ccceeeee 1R, 90.6 3.4
i i )

1Southern States. . ... ... 1636 42 ﬁﬁ
19411 77.0 230

10460 85.5 4.3

1EWeSern BEates oo ouuiene e ccecainraaanas 19_. 7. 2.4
:NB 319:?‘ %3

United States,.__..__..... e eeeceenmneeaneaas 1 70.5 25
10411 75.8 24.2

1 852 14.8

(Datafrom Agricultural Statistics, U.8. Department of Agriculture.)
HOW BEST TO "PROTECT" ye DAIRY INDUSTRY

The real interests of the dairy industrv—ana Of the country z& a whole-
would best be served by expanding fluid milk consumption, gyt least until weachieve
the' nutritional goal of 100 quarts more per person per year recommendeqd, Ry
the Bureau of ffome Economics. 'J‘PI could pe done through educationa eam-
paigns emdph_aszmg'the] nortance Of f?wd milk gna of other whole milk products
fn ﬁ?e individual diet; ‘t__[gg_g‘l_!l_ expanded uyse of milk y sych nutritionally de-
sirable projects as the gohool-lynch program~—which should pe extended to ever
public school In America; and, of course, through wider use of modern mil
production techniques and ymproved Marketing methods.

But this could not be done, of course, i any considerable portion of the total
milk supply were diverted from fluid gnq other whole milk products to butter

manufacture.
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THE ANTIMARGARINE LAWS HURT AMERICAN FARMFR

One of the unfortunate aspects of tile Federal antimar%arine laws g tile harm
done American farmers who produce the ingredients which g? into margarine.

These ingredients are the products of farms in 44 of the 48 States. Their sgle
to the margarine market constitutes an hmportant source of income for over
2,300,000 farmers [p every section of the country.

Eighty percent of the constituents of margarine are vegetale fat, 15 percent
is skim milk-pasteurized and cultured; the other 5 percent is mude up of salt
and various other flavoring ingredtents.

IFor the fiscal year 194447, according to the Bureau of Internal Revenue,
47.4 percent of time vegetable fat used in margarine was cottonseed oil; 4.5
percent was soyhe:  oll : and 3.1 percent was peanut ofl. Corn oil and other
vegetable oils account for the remalndet.

The total farm value of the cottonseed produced in 1948 wWas $2.46,473.000.
This was shared, in part, by 1,600,000 cotton growers who received fucome 1Qm
cottonseed oil. ~ The MOSt fmportant Market for cottonseed oil in 1946 was
shortening.  In 1947, it was margarine. During the first § months of 1947,
margarine used 32.5 percent of the total cottonseed oil refined. In 1940
222,814,000 pound | of cottonseed ¢fl was used jn margarine.  During the first
9 months of 1947, 194,484,000 pounds were used i margatine. .

It 1g absurd for certain esmen for the dairy interests to continue to repeat
that margarine 1g o "minor’ market for the cottonseed farmer. Even if § were
true, it would not excuse discriminatory laws against margarine, but the record
reveals that it ig not true.

The pleas of the Cotton South for the remova of these burdens on the livell-
hood Of Itg farmers have been heard many times in this Congress. They have
gone unheeded, largely, | think, because the cotton farmers were neither go well-
organized gs the butter farmers, nor so influential politically—due, largely, to
the political situation in the South. ) )

But tne contest, this thme, 1s NOt one with the Cotton South. Aside from the tn-
creasingl werful protests of housewifes and ofher consumers from every
section of the country, there jg another group of Amerlcan farmers who have a
vital Interest in the repeal of these one-sided 1aws, The Soybean farmers, too,
are deprived of a fair return for their labor by legisation which prevents
margarine from competing, like other domestic products, in a free American
market.

There are three great soybean-producing areas in this country: the North
Central or Corn Belt reglon—Illinols, Indiana, Ohio, lowa, and Missouri:, tile
Mississippi. Del(n—Arkc{?sm_;. ‘M'ﬁlmllm‘a andd I_chlsana; t?% Middle Atlantic

st—North Carolina, Virginia, Maryland, and Delaware. ese are the prin-
%?gal but by no means, theg only area)é in the United States {n which spvbeans
are produced. Thirty States produced soybeans {n some guantity in 1946 and
so amazing has beerl the expansion of this crop and ¢ fmprovement in the
varieties yged—varletles that are adaptable to a wide range of soil and climatig
conditions-that we may expect an even wider geographical distribution of goy-
bean production in the future.

In 1924, total production of soybeans for sale as beans wasg 4,947,000 bushels.
in 1933, 13,609,000 bushels: in 1939, 00,141,000 bushels; in 1846, 186.725.000
bushels, or 41 times as much as In 1924. )

The value of goybeans—sold as beans—hag increased from $12.698.000 in 1933
to $73,052,000 in 1939 {0 $517,887,000 N 1946, ) ) )

haps the most important factor in expanding soybean production was time
opening up, in the early 1930%s, of profitable markefs for soybean ofl in the
shortening and margaring industries. This was a triumph of long years of re-

search leading to fmproved processing and refining methods which permitted a
greatex Ltilization of the edible properties of the bean. .

, Significantly, the oreatest expansion g¢ tile soybean industry has occurred
in the North Qentral region—Illinois, Indiana, Ohio, lowa, and Missouri, along
with Minnesota g the heart of the dairy farming country. Not only does this
region produce more soybeans than gny other, but ¢ harvests more of that
productiQn for sale as b?]ang,

Just how important the soybean ndfistry has become as compared, for ex-
ample, with the butter inustry. to the farmers of the Midwest, g illustrated
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in tile following table, compiled from Department of Agriculture statistics for
1948
Cash receipts, with comparison

Percent soy-
sate S Pecsbel et DA
receipts
i Thousands. Thousandyl.
Ullin $187, 243 31.0 $20,021 918.0)
Ie , 182 26.4 11,737 732
n 56, 97 2.7 12, 545 438 0
Ohi 36, 9055 l141 3‘2,2%24 ;mg
Mmoo - #19 &0 w1 %o

REPEAL O THE ANTIMARGARINE LAWS WOULD BENEFIT OUR COUNTRY

| should prefer, however, to base my argument for freeing an fmportant market
for soybean farmers from restrictive laws oinianother plane than competition.
I 'am not willing, if it can be avoided, to pit one group of Amerlcan farmers
against another. | an for tile dairy farmer, the cotton farmer, and the soybean
farmer. We should never have discriminated by law against one group of Ameri-
can farmers for the benefit of angther,

No; there are other-more compelling—reasons it seems to me for freeing this
highly important market—margarine—from restrictive legisiation. )

These reasons are cgncei%% Wlbh tb'l% welfare of the country as a whole-with
a healthy economy and a hy" peoplé.

jﬂ recent years, despite sonic jmprovement in production, we have been pla?ued
with scarcity-scarcity of food, particularly Of meats, grains, milk, and Tats,
This geareity—whlich is by no means due entirely to overseas commitments re-
sulting from the war—has been reflected n higher prices, which {n turn have
led to demands for higher wages. . . .

But there {5 one domestic crop gy which no wartime shortage developed: Babies
Approximately 10,000,000 wartime babies threw the estimates of population out
of line. These new Americans must be clothed and housed ang fed.

It is scarcity economics to discrimjnate against any good food products, a
product which” jg needed to meet ¢he nutritive standards demanded by our
expanding population. )

here jg, as we all know, a desperate need abroad for grain for human con-
sumption. ~ At the same time there yg, according to the Department of Agricul-
ture, a serious protein deficiency i livestock feeding today.

There {g abundant evidence to show thpt mea from soybeans % cottonseed,
it made available in sufficient quantltles‘t‘hrough the expansion o the vegetable
ail markets, would not only offer an efficient means of overcoming this deficiency
Il the livestock ration but would, also, help free grain for human consumption.

Mr. Ersel Walley, president of the American Soybean Association, points out
that soybean o1} meal, containing over 40 percent gigestible Protein, tggay leaves
the processing plant at approximately the same price per pound as g paid for
wheat or corn by livestock feegders. Yet a pound of soybean of) megl, will replace
from 3 to 4 pounds of corn i the livestock ration, discourage the feeding of
\é\qheat, and will, therefore, help alleviate both the protein deficiency and the grain

ortage.

mﬁ?‘mm,..,n mea would prove, for all practical purposes, egually efficacious.
It compares jp price and nutritive qualities with soy| - .

It {g pot surprising then, as gp ,A,g.rlcultural Jenartment publication,
Deficit yy Prgien for |ivestock (1948), points out, that "How much farmers
will buy(of r| h-protel corp&entrg‘l&? i therefore literally pnly a question of
how much wi 1 Avalable, as it jg probable that whatever 4o produced will be
boLght ang fed.”

(L)%: ‘arélljmqu which a¢ been hegrd gften from tile proponents of these ..
strictive saws g that _songeans are geatrmptive Of the soil agd therefore egg:
nomleglly Wasterul. Little or no supporlt"f_‘or ?hIS argument ,,,, ever been o
fered u‘{= like the jipg)ing radio commercial 44 seems to depen'c'] on repetition
alone for jtg appeal.
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Recently the Christian Science Monitor investigated the truth of this conten-
tion. | quote from the issue of January 14,1948:

"Spokesmen for the butter Industr¥ have made repeated claims that a sub-
s%untiul increase in thé soybean crop, from which soe/bean oil, a prime ingredient
of margarine, g made, would be detrimental to soil' conservation and ersely
affect the general agricultural economy of the Nation. It is argued that 'soybeans
and other fat-producing seed crops are soil-depleting crops.' . .

"These clams are not substantiated by technicians in the Soil Conservation
Service of the Department of Agriculture. They state: 'On the basis of our
experience, if soybeans are grown, even as a clean-tilled crop, with proper con.
servation methods and practices to protect the land, they are no worse on the
land than any other clean-tiiled crop such as corn and cotton ) )

“The soybéan plant, which ig a legume, benefits the land by adding nitrogen
to tile soil through its roots. . o .

* 8oll conservation,’ Department of Agriculture specialists say, 'does not mean
onl ~ the conservation of topsoil, but putting all soil to the use for which it is
best adapted.' . . )

“s « » Federal technicians charge that dairy farmers are as guilty of im.

proper utilization of their land as crop farmers. = Pasture lands ecan be greatly
injured by grazing at wrong seasons or by grazing too much stock per unit of
land.”
1o PSR 'R PRI STPIRE)" o3 RARREIERY U DTS S PGS
sldered, that soil conservation Involves more than the saving of topsoil. In
this sense, | think we can agree, it involves the most efficient use of a given
acre of land and a given amount of farm labor; it involves "putting al soil to
the use for which it 18 best adapted.”

In 1943, tile lowa State College—~from the heart of tile largest llllﬂel_"})rl)(hl(‘illg
State in the Nation—published he fact that 1 acre of soybeans will produce
as many pounds of vegetable fat as 2 acres devoted to dairying will produce
of butter fat. Their report stated also that 1 man-hour of labor will produce
13.3 pounds of soybean oil compared with only 1.5 pounds of butterfat.

The lowa State survey concluded by recommending that "restrictions on the
sale of margarine—State excise taxes, license fees, ete.—should be removed so
that its consumption may be encouraged.”

C. F. Christian, farm marketing specialist at Ohio State University, also
studied this problem recently. . .

“The dairyman,” Professor Ohristian revealed, "raises an acre of grain, usualy
corn, and has another 2 acres ﬂn hiay Or pasture to produce 225 pounds of butter.
The acre of corn will take at least 30 hours' work anq hay and pasture require
more work, and care of the cows will involve another 150 hours y producing
225 pounds of butter. .

“An acre of soybeans can be grown.with 14 hours of jngn labor and will make
about 225 pounds of margarine. .

"A pound of butter represents 10 times the amount of farm labor and three
times the amount of farm land that g represented by a pound of margarine.”

In conclusion, | should like to emphasize this point: | do not believe there i a
single Member of this Congress who wants to destroy the butter industry., 1 do
not believe any of the Members who have introduced bills for the repeal of the
antimargarine laws want to hurt the dairy industry. It {s my sincere belief
that therepeal of these laws would be to thé advantage of all farmers, including
dairy farmers, and of the American people generally.

Much of the argument voiced in defense of the antimargarine 1aWs has been
based on an unproved assumption that without this diseriminatory legisation, the
dairy industry would be disrupted. There has been no proof submitted in this
Congress or elsewhere, so far as| am aware, to support this assumption. All the
evidence | have seen-and | have studied this question carefully-—abundantly
proves the contrary. o ] _

On the other hand, {t {a clear that restrictions which hamper ang curtail the
production and distribution of margaring and restrictions upon those who
produce the ingredients of margarine—more than 2,300,000 American farmers,
And, as | have fpdicated, they are gjgo restrictions ggon time welfare of the
great livestock industries, of needy pegplfe at home and, abroad and upon the best
Interests of t-heal\lNhOIE Gmm-kvnn |;jp|nn{l; " il ' || sud
. hopp that members, regardless of part iliation, wil| study the facts in
this ..,g,‘,’;, %:arefully and with%gut p[eig(jigé [ am confident, ¢ thisym done, that
there can be but one outcome: the antimargarine laws will be, at long last re-
moved from the statute book.
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Senator Fuisrianrr. 1 may , sir, | thinkit is a very thorough
statement and one I hope all of the members will have time to read in
detail.

Briefly thisamendment very simply isto repeal the laws restricting
the sale of oleomargarire,

The margarine laws restrict it in twoways. They impose a 10-cents-
per-pound tax on colored margarine, and a quarter of a cent per pound
on white margarine.

The more serious restrictions, however, are the license fees on
distributors.

Not that that is such agreat burden financialy, although it isa con-
siderable one, but that the licenses have the ‘effect, because of the
irritation of the regulations and supervision, of dlscouraglng retail
outlets to handle margarine at all.

That isthe principal reason in my opinion why it is not avallableto
the whole country. Less than half of the retail outletshandle any kind
of margarine, and a very small percentage, | think about 5 percent,
handles the colored. So it simply is not available.

Under present conditions, the 10 cents penalty on yellow margarine
would not make so much dlfference because, as you all know, butter
isselling in themetropolitan areas for around $1 a pound.

I was informed yesterday by my wife it is 82 cents a pound, where-
as mirgarine is42 cents. So you see it is not that tax so much, although
unjustified, as the restrictions and the snooping that accompany the

Morcement of it,

It is much worse than OPA regulations and their enforcement im-
posed during the war.

The history of this legislation | have in the statement, but | do not
think that is particularly material.

It started, as you know, in 1886.

There have been three principal acts: 1886, 1902, and 1931.

When it originally started oleomargarine had very little in com-
mon with present margarine. In fact, the word is a misnomer, be-
cause it took its name from beef fat, the “olec oil" which is not used
today in an extent greater than 1 percent, and all of that for export.

Today it isentirely adifferent product.

I have the official definition of it here.

For the information of the Senate, that is set out in detail under
the Food and Drug Cosmetic Act of 1938.

It is uniform. Today 99 percent has 15,000 units 'of vitamin A,
3,300 calories, the same as butter, and it has 80 percent of vegetable

fat content.
Senator Rankrry. SCNAOT G ioht) MY departure does not mean
alack of interest in your statement.
* Senator Fursrionr, | understand that,
hﬁs to the question about its purity today; there isno question about

| have here quotations from some of the leading nutritional
scientists Qf the country.

hi no distinction in its nutritional value.
{ ?ﬁéﬁ z?ahowever Pn at margarine }s much more uniform than

butter. Whereas butter will vary in vitamin content from 500 to
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20,000 units per pound during the course of the year, due to the
geasons, margarine is fortified at the same amount of 15,000 units
the year round, and in that sense is a more stable and preferable and
superior product.

At this time of the year, butter has a small content, and in the
season when they have dgrass it has a high content.

Senator ConNaLLy. May interrupt there by a suggestion ¢

| read in the Ip_rass_ aweek or two ago the statement, | think of the
University of Illinois, where a group of scientists had exhaustively
studied thismatter and had applied it to 17 children.

Senator FuLsrigHT. May | correct you there? It is 217 children,

I have that whole account of that experiment in detail.

Senator CONNALLY. That will answer the question.

They experimented with butter and oleo, and as a result, found
that there was practically no difference whatever in the results in
the children.

Senator FurprieHT. That is correct.

For the Senator's information, | havethat. It was at the Illinois
College of Medicine.

Drs. Harry Leichenger, George Eisenburg, and Anton J. Carlson
who, by the way, is avery noted scientist ir. this field and has testified
before the Senate, conducted a 2-year study of 217 children in two
separsaetle orphanages, where they “could control the conditions very
precisely.

One group used butter in its diet, and the other margarine, and
here are some conclusions which | quote from their report:

Blood studies showed that there were so significant differences between th
margarine and butter groups. The children in the margarine group experienced
a high degree of good health during the study and in comparing their health
to those in the butter group, it appears to have been much better.

When infirmary records are compared, it ig readily seen that the margarine
group fared better than the butter groug. We are not making claims that the
margarine group were healthier ssimply because their diet contained margarine.
Other variables are more likely to account for their better health.

There have been many other reports on that point as to its purity
and nutritional value.

| do not think that any longer isa EOi nt in the whole argument.

Asto the question of fraud, | think that aso has been cured.

You will remember at the time the criginal laws werepassed, there
were no pure-food laws at all.  Today, not only do we have Federal
pure-food laws, but 47 of the 48 _Sta¥es guarantee the labeling and
standard of putity, and so forth, in the States themselves. )

So, as to the fraud or purity standard, as such, | think there isno
guestion there.

; Bu&, as to thFF*] queskt]ion of imitation, it seems to me thereis no rea
ouin W ‘analyze it.

'O‘I“fl. i?t't?n'% fod ﬁtggg %?th? maf(‘lg[g have a preemptive right to yellow
and no one else should Use it, the proper thing to do js to pass a law
aiid say that no one should use yéllow, . )

It is'the wrong approach t0 put a regulation iy theguise of a tax on
this product an o not think an, body eaniustify it.

Lard isqQuite similar. Would ;’B_u think the lard people could legit-
ihately request that shdrtening made from other Materials than hog
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fat should be colored black, we will say, in order to distinguish from
the natural color of lard{ .

Senator Hawxkes. Mr. Chairman, may | ask the Senator this ques-
tion? 'lhat is nota good illustration, from my point of view, because
ifyou color something black to distinguish it, that isone thing. Here
you are coloring something that is white, yellow.

Senator Funprienr. | beg to differ with the Senator. The law
does not permit the natural yellow in margarine to be retained.

It specifically makes you bleach out the natural yellow in margarine
to assure white color. Otherwise, it issubject to tax.

Senator Hawkes. | understand that, and you are not advocating
when it is colored it should not be subject to tax$

Senator FuLsrigut. | am advocating repeal of al the taxes because
Ithink there isno justifiable basis.

Senator Hawkes. How are you going to protect the people who go
to arestaurant, and think they are buying butter, from having yellow
mar garine served to them that the people tell them is butter1

Senator Furerient. | think by direct legislation, the same way you
prevent fraud in any other case; and that is, by alaw which requires,
if margarine is served, that consumers be given notice, on the menu, or
other suitable place, with heavy penalties if the law isnot complied
with.

I have no objection to as heavy a penalty asyou wish.

Senator HAWKES. | wascoming tothat. Inother words, then, there
should be some law that compels the restaurateur and the fellow that
serves butter to you and me, at a high price, to put it on the menu
that it iscreamery butter or oleomargarine colored.

Senator FuLsrioHT, Absolutely.

There isno desire on the part of the people who oppose this kind of
taxation that they have any opportunity to commit fraud.

As amatter of fact, all margarine today issold in cartons on which
full notice of the contents isgiven. Also warnings are printed on the
carton asto what onemay do with it.

It isinteresting to see one of those cartons.

On the inside, it warns the grocer not to, by any means, mix yellow
color with it, otherwise he is subject to the:nanufacturing tax of $600
ﬂl&oﬁg}llq.]?bdo it without paying it, he isliable to a very severe

. penflty. it asademonstration, must immediately throw

it away. He cannot sell it or giveit away.

All of that is carefully taken care of now and the cartons of mar-
‘arine: stateon the outside, asmust all other foodsexcept butter, that it
s artificially colored.

Butter and cheese and ice cream are the only food products that
arenot required to abide by thageneral ruleas to food products. They
do not state they are colored artificially, although they are, except
possible for 3 or 4 months of the years And |. thirk iR fmost cases
they arethen because the creameries do not get uniform, milk at any
time.

But this "yellow" argument is based on the idea they were first in
the field with yellow and ng one else has aright to gef]l a spread for
bregth, that iscolored yellow,

»Yon say lard is not a good example. | think it isquite close.

72605-—48- 14
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. _will _go a little further. | might recall that back in the early
-days0f England, when cotton first came in, there was a law passed to
%)rohibit:’the making of cotton cloth for the protection of wool, and

hey used great propaganda

There were laws that you could not make shrouds out of cotton, or
could not bury people incotton; it had to be wool.

Of gours_, that broke down. . )

Today you will see innewspapers “Aralac” advertised as a substitute
for wool. It is made out of skim milk, incidentally, a product of
these same people who oppose the repeal of thislaw,

L wonder if this committee would be sympathetic with alaw that
“Aralac” could not be manufactured as white in order to look like
wool..

And you could go on. | think you might as well th. early
buggy manufacturers could come in and say, "Listen. These auto-
mo .Ky people aregoi ngito usemachines with four wheels. That ought
not to be permitted. ~ Ihey.ought to have fiveor three."

- It is a ridiculous idea t¥1at a product has a presumptive right to a
particular color. Even apatent right does not go on forever. = If you
invent something out of your own mind, which never existed before,
it has only a limited duration. . .

nd here they say they have for all time a right to use yellow and
no One else can. .

Senator Lugas, Senator, would your amendment permit the mar-
garine to remain in its natural color$?

Senator Fuwsrianr, Oh yes, )

Senator Ligcas, As] understand it, you said a moment ago that they
are compelted to bleach margaring at the present time.

Senator Fowpl- 1, That is right.

Senator Luocas. Under your amendment, they would not be com-
polled to do that? ) ]
:Senator FuLnrient, Undi  this amendment what | seek {0 do is
repeal al of the restrictive laws, both as to the licensing and coloring

ator Luoas. |f we did that, would the repeal of the law permh
margarine people to add color tg the jparearine

MIURGWE L ULDIY 1AL L. ) .

. Senator Lucas. In:other words if it came put just a little yellow,
they could” add enough color to make it yellow: )

ator FuLsrIonT. ., sactly, like butter does now,
Thet is what they Ao aaj'ni’m btter today. The butter you ate

thif N rning Was Ic_]olpred., . . N e e
- 1f,y0 1o k.t t € country lgter this menth, von Wil} find it is no
mors Velidy thin METGREIE in ita nlfal fate It i practically
shite.. [ 1o, isa SN ting to'it. - ‘

.S""M‘I.A,Lﬁ%g1',:gr¢0.."°it vou. .| h@e seen butter come from
e shurn in the couritry; andia 4ot of it iS,puye White butter.
.- enator annmilp...‘.,; 0 ﬁu;se‘greamories have butter which is
co,ored . d%y, 2 d thi, amendment would permit themargarine mayy-
facturerftQ do it i his AN GNEAPEl and Without the waste of material
that ts (ﬂf quqe;wl. ), the hoysewifp has to do it in the kitehen. .
& e OF the,ms anfactyrers, not,alt. of the . mnufacturorg, enaloses
the murgari;m brn Y fo‘ﬂoplmne nackage, tl?%i? ,tlliljn othos T u:fn{rl{nr
container, ig.the colorjing . So you hreak that by P and then
kneatl it to UL o eolor m’gnh ) tlrﬁaey dotha 2
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I That is avery recent development within ayear. Until that was
invented, they had to take it out-and put it in abowl and add the
color, and mix it in. . )

It was estimated by the Department of Agriculture, | believe, in
the course of ayear, around 11,000,000 pounds of margarine had been
logt in that process,

The Cuairman. Why should anyone want to go to all that trouble
to make margarine look like butter$?

Senator Fursrienr. That isa matter of taste. The same that you

have with many other things.
. aWhy -do We %vear these %slly clothes we do when others arg/omuch

nwcomfogéable% . L )
. Weare used to it and do it because it is the custom, It is purely
a matter of taste that has developed through the custom of doing
itthat way. .

We have many of those things that are jrrational. NO one can
sa_\lv_ why they do it. ) )

‘Take a necktie. Why do you wear a necktief It is one of the
silliest things in the world, and yet we think we look funny without

one.

That isall | know. You are used to the color of yellow, and there-
foreyou want it. .

The Cuamman. But, do you want the margarine to look yellow
for itsewn sake, or to look Ilge butter{

Senator Fuorsriour. Because of taste developed over the years.
Most of our advertising is based on thesame idea o

The butter people say because it imitates it, that therefore it is
bad. But al the progress in our industry in all its fields, has that
element. Of imitation in it, a substitution of a better product.

The Cuarryan, | was wondering why a person would want to

o al through the trouble of getting the margarine, which is g fine
%oool, putting itin a bowl and adding color to make it look like some-
thing else.
_ Senator Furerionr. | cannot explain that, but the fact is they do
it, and the increase in the use of it in that form is very great.

I am unable to explain it, but it is a fact which we must recognize-
the American housewife wants it that way. _

The Cuamaran, You would not suggest they are trying to make it
dook:like butter?

Senator Fursrienr, Why does the housewife do it¥ )

The Crramratan, You would not suggest they are trying to make it
look likebutter§ Isthat your point{

Senator Fursrient. That is right, and why do the butter people
color their butter? _
. 'The Cuairman, Thereisa difference in coloring something to make
itlook like something else-
it s?ffnator Fuwsrienrr. And coloring something to make it look like
| .

The Crramaran. Like something which does not change its essential
'thf 'I“&m think sh hancing her ch ith d
A lady m ink she igsenhancing her charm with a powder or.
,1ipstick;ybuta;\;(he jgsstill aTady. Yog are not taking an gntl rely'dlf'-l
ferent thing and trying to make alady out of it.
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Senator FurerienT. ‘You have gotten into a field, Senator, | am not
an’ authoria? on. 1 will have to accept your word on that.
It has aways been most difficult’ for me to distinguish between
whether they have powder on or not.
Senator Luoas. Senator Fulbright, do you spesk of soybeans in
connection with this margarine |
Senator Fursriaenr. Yes, indeed, )
I have some very interesting statistics on the soybeans, and that js
one reason why this bill has, T think, become polifically possible, to-
gether with these other factors of p_urit?;_ and manufacture.
The significance of the soybean in this is very great, and | have
the statistics on that in here. . )
Senator CONNALLY. One of your points is that if the butter J)eople
¢olor their butter and oleomargarine a\s0 iscolored hy the producers,
ou do notthink there isany reason why one should be taxed because
t uses color and the other go through because it does?
Senator Fuisriont, | cannot see any reason for it at all,
The value of soybeans is becoming greater than the value of butter,
and both are productsof farmsin the same area of our country.
The shifting of the whole dairy industry, which is the next point L
wanted to.pasg t0, is to things other than butter, not because of marga-
rine, as | think the statistics will show, but simply because butter isthe
least profitable part of dairying.
| _have a very interestin, tab e which | will try to passonto.
Thereis more than can be said on the yellow argument, but | think
it hagno real merit. . ) o
The red 3uest|on, I think, is whether or not in the public interest
thédai ry industry should be protected.  And do these laws protect it{
| think they do net protect it, even though you would say this is an
industry that ought to be protected.
I think the factswill show these laws have not and do not and cannot
protect it, butter, assuch. ) )
| donot think butter today hasreally benefited from it. ]
Senator Hawkes, Mr. Chairman, | would like to proceed with this
color thing a little more. A
The ordinary color of butter isyellow, isit not{
Senator FuLsrient. At certain times of the year,
Senator Hawkrs, A substantial part of the year§ )
Senator Fursrient, A small parts Not the majority. Only in the
spring months, when there isplenty of green pasture. Tt iSthe green
gres that makes it yellow. ) )
Senator Hawxkes, Does anybody in the country think of butter as
being anything but yellQw:{
- Senator Fousrionr, No. . .
* Senator Hawres, Now, then, the color of the other thing jg white,
or nearly white.  When you say yqu have to remove the egior, it iSa
dirty yellow: ' .
o ator Fuwsrient, | do not know why you say "dirty." It isjust
yellow. , ) _
_ Senator Hawxkes, | amnot talking againg, your matter at all. | am
just trying to analyze thething becayse we want {Q do theright thing,
.B\%.t youhave gotgwvery Iglubstnntiul INQUSILY, and | do not think yoy
will Tind the people from the creamery Qtates agreeing that butter is
small part of the business.
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Senator Fursrient. The statistics | have here are from the Depart-
ment Of Agriculture. ) o

Senator Haws:es. | have talked with them, and they think it is a
very important part of their business. =~ Just as the straphanger thinks
more people sit down than stand up, but at tile same time the strap-
hanger is an important part of the income of the streetcar c_omﬂany.

| want to raise the point that you cannot fool anybody on this thing.

Thextruth of the matter is you believe that oleomargarine, even
though its color is along the lines of muddy white, should be permitted
tobe colored because itis beneficial to the mental reaction of the public
imeating it? .

Senator FuLsr 1. Because they want it. )

I do not know how beneficial itis totheir mental reaction, but | may
s?fv, since you mention the public, | think they do have an interest in
this.

We are talking al the time about inflation, and so on, and nothing
to my knowledge of any importance has been done by the Government,
except in the restricted field of not reducing the taxes last year, and
oneor two things of that sort. )

But here is a very concrete way you can make available to the con-
suming public some help.

The Senator’s State is one of those consumers’ States as opposed to
butter producers, and you make available to them here a product at
approxmatelg one-half the cost of butter, which from all the evidence,
isjust as good for them, and one they want. ]

Por the benefit of a ver: restricted class, you say because they first
made ayellow tablespre d, no one else can make it.

Senator Hawkes. | am not saying that, and the fact that the con-
sumers in my State predominate, would not affect me in the least in
doing what 1 think is just and the fair thing.

Senator Pursriont. But their interest is entitled to consideration.

Senator Hawxes. There isno doubt about that and we want to do
theright thing, not on the basis of more votes for oleomargarine than
for creameries. ) o

Senator IFurnrianr. If there is any judtification for the creameries’
position.

Senator Hawxes. | have seen too much of this thing aready to
think that you ought to vote for a thing you think is wrong because
more votes are GONING that way.

Senator Lyoas, Thedairy crowd hashad g pretty fair throttle upon
the Congress during its time, and | do not know whether votes had
anything to do with'it,

Senator FuLerignt. They had had much the better of the argument.

They have kept the law for 62 years, and there are Some very strong
vested interests in this law.

. afthls law were repealed, a lot of people would not have very much
o do.

Inthelast test on thiscase, they got twice ag many votes.

Senator Connapry. Under the present pure-food laws, amanufac-
turer could 1101 Sel{ GJEQIAGAIINe @ butterf

Senator Fyr..arent. No. . ]

Senator Connarry, He would be penalized. Take a housewife, as
she goes into a grocery store, the grocer cannot sell her oleomargarine
on the pretext it iShutter?
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Senator Fuusrioar. No. ) o

Senator Connarry. If they wiant to buy it, and it is theie, and she
prefers to buy it, why should she be taxed for that privilege?

Senator FoLsrieur. | See no reason. )

There is no question about deception, asfar asbuying in a grocery
store goes, The only point in that whole field is one raised by the
chairman in the selling of itin a restaurant where you cannot put tile
label on the pat of butter. It has to be handled by necessity on the
menu or somewhere like that. . )

All margarine islabeled very clearly today-all about it, what isin
it, how to handleit, and everything else.

The Cnamaran, Senator Fulbright, you are not  aking any conten-
tion thishas immediate relevance to the income-tax reduction bill$

Senator Furnricnir, It has relevance to the tax bill. It is a tax
measure.

I do not think it is abona fide tax measure, but we have to be bound
by the Supreme Court decision that it is.

Itreally isregulation. It iSnot arevenue-producing measure. What
it produces is so small, | think if the truth were known, athough L
could not ascertain it, that the administration costs are more than the
taxes bring in. It brought in less than $5,000,000 last year. =

T have, of course, this very large organization to supervise it
and the organization is opposed to the repeal, just as any bureau of
the Government would be opposed.

The Cuairyan. | suggest Senator Connally has pointed a possible
bourse of distinction that might be kept in mind. That is to say, the
tax on theproduct assuch, as distinguished from a group of taxes that
might be intended to reach thisaleged imitative angle.

Senator Furarianyr, | am afraid | did not follow that.

The Crnamaran. Senator Connally pointed out there isno more rea-
son for taxing oleomargaring, as oleomargarine, than for taxing all
sorts of other products, if | understood the Senator correctly.

Senator CONNALLY. That is right. _

The Crairaman. If | understand you correctly, there is such a tax
you are complaining of.

Senator Fursrieur. That isright.

The Cramman, There is also a series of taxes that are intended,
rightly or wrongly, to reach this imitative feature; isthere not$ And
isthere not aline of distinction between the two taxes? .

Senator Fuwskienr, Would | gather from the Senator that if all
margarine js sold under itsown name there is no question about your
being willing to remove the tax $ o

The Cuairman. | am notsaying what | would be willing to do at al.

| am merely suggesting there may be two prongs of argument.

Here you have raised one that _oes to excise taxes on the product
itself as’such, and another series of taxes that are intended, rightly or
wrongly, to prevent imitation. ) )

Senator Fyvsrienr, In thefirst case, you mean am illustration would
be a tax on liquor, for example. Just'a straight excise tax on it, as
whisky. ,

Theyother kind, the second ptrong you are talking about, seems to
me ought to be reached, if at all, through a direct regulatory statute
and nét atax law.
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| ww not know of any other illustration inour tax system where you
seek to prevent the sale of a product that you think is fraudulent by a
tax measure.

The Cuxa1 AN, | am not arguing that, Senator.

| am merely suggesting that you have two pointshere; the arguments
of which do not turn on the wisdom of both points.

In other words, acommon argument will not turn the wisdom of both
of the points.

Senator Connally points out you have got a tax on oleomargarine,
assuch, and he queries that.

It has been suggested that there are a series of taxes to prevent
imitation. You cannot use the same argument to solve both barrels
of your gum,

Senator Fursrienrt, The only one | was interested in in this par-
ticular discussion was the 0 cents on yellow margarine. That isthe
argument. | was trying to make that argument, not to relate to that
theone-quarter of a cent on whitemargarine which is comparable to an
excise tax on liguor.

The Ciairaran, | understood you wanted to take that off, too.

Senator Fursrt  T. | simply want to take it off, because | do not
think a food product is the right product for excise taxes. That, |

think,. i . :
ik RS is only an adjunct to ¢4 other and principal objectives

of these laws, which is to restrict and prohibit, if they could, the sale

of margarine as a competitive product.
| do not think there are any “bones” about that being its real
could easily gather from testimony in 1944. There have

been very extensive hearings on thiswhole matter, and as the Senator
well knows, there are volumes on it.

| have tried to read most of them.

But if it were solely g question for the committee, or Congress, t0
decide, whether or not we want to tax butter or margarine at one-
fourth of acent a pound, | do not think there would be any difference.
Surely, ou then could not distinguish between butter and margarine
if that was all that was involved.

You could hardly make a distinction between two spreads on an
excise tax.

So, | was not really thinking about that at all,

The objective of the butter people has been stated very clearly.

For example, | might quote the Dairy Record, a magazine represent-
ing the dairy industry. They saidin an editorial on June 18,1941:
e Y e 1ot Gt et aauTe i Te o e e
have been outlawed in this country.

So, there are no bones about it, they are not worried about the dis-
tinction as to imitation and so forth. They just thing it ought to be
outlawed.

Senator Hawxes., Do they give any basis for that, Senator? That
does not sound sane to me. Th thingis usable and many people like
it better than butter.

| have a daughter who buys oleomargarine and has it on the table
even when butter is available. So, there are people who lijke' oleo-
margarine whether colored or not.



208 REDUCTION OF INDIVIDUAL INCOME TAXES

Do they give any reason for saying the sale of this thing must be
absolutely stopped o L
] OISenator Fuisriont. They fed, if itisnot, itwill destroy the butter
industry.

Senator Hawxkes. That isnot a good reason.

Senator Kursrignt. That isthe only reason | ever heard of.

| agree completely it isnot agood reason.

Senator Hawkes. The only reason | have heard, | have heard but-
ter has been served people supposedly, and it was oleomargarine. |
have had it and have spread it on my bread, and then | could tell
thedifference when | ate it. ) )

All'I am interested in is preventing fraud on the public.

Senator Fursrieur, | am in complete accord with the Senator on
that, but | say the proper way to do it is a direct, regulatory lawwn
with stiff penalties, and I am joining in as stiff a penalty as he thinks
necessary. o o )

Therelisno limit towhat | would be willing to do on a direct regula-
tion to avoid that sort of thing. ) o

You can see that isnot Wha? they avoid by a tax of this kind.

I do not believe the Senator can think of an analogous situation
where we have sought to prevent fraud by the indirect approach of a
tax law,

_If itis bad and should not be colored, then why do we not outlaw
itand say, "You cannot do it at all." )

That istheonly logical and sensible way to do it. o

They did not dare do it that way because they do not have sufficient
ground todoit. | thinkitis ridiculous on its face.

What they have been able to do is maintain this thing that started
62 years ago under conditions wholly different from what they are
today. That isthe history of it.

There are other quotations in here | need not bother about.

| wanted to get some of the figures which | think should be persua-
siveon the dairy people themselves. = . ]

You redlize there are certain organizations in butter alone which
think so. | grantthat. )

I was drawing the distinction between that part which makes butter
and the whale dairy industry o

The political strength of "this organization has been to wnake the
whole dairy industry think it was to their interest to maint~::. this
discriminatory legidation, whereas | think as a matter of fact, wuile
it will help the butter manufacturer, himself, it does not help the
dairy industry as awhole. .

That isat least my argument, and | believe it istrue.

| want tonot e afew facts. . ) )

Following the enactment of the last Federal antimargarine legisla-
tion in 1931, per capita butter consumption fluctuated within narrow
limits, dropping from 18.1 in 1932 to 17.8 in 1933, rising briefly to
18.2in 193 ‘andthen dropping to 17.1 in 135. ]

. L think that is fairly significant. It. dropped down gradually until

1946, when jfﬂwqug@ﬂgt@g&wmha £. But in'the meantime,

What this has done it hasinjured and held back margarine, but it
has not really helped butter.
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Senator Hawkes. May | ask you this: Wasthat drop from 19 pounds
down to 10 due to the fact there was not any butter available?

Sen;tlor FuLsrienr. Noj in some of those periods, it did not jump
up at all.

pSenator Hawxkes, Of course, in 1946, I imagine, there was a shortage
of butter, was there not

Senator FuLsrieur. That was after the war.

Senator Hawxkes. | know.

Senator Forsriont. Iereisa shortage in thissense: what has hap-
pened, the dairy people have diverted their product into the more
profitable lines.

| can go to that right now. | have the table here showing exactly
what happened. Take, for example, the utilization of whole milk, and
these are Department of Agrinculture figures.

Fluid milk and cream, the average 1935-39 was 44,000,000,000
pounds.

It went up in 1946 to to 59,000,000,000 pounds. That isan increase
of 36 percent.

In ice cream, it was 3,083,000,000 in that base period to 8,420,000.

That is an increase of 173.1 percent.

I need not go through all of the figures.

There was an increase of 64 percent in cheese in the same period.

In the utilization of milk in these other fields, evaporated milk was
whole milk, an increase of 992 percent.

That is remarkable. Here it increased from 146,000,000 to 1,448 -
000,000 pounds.

Senator Hawxkes. That is dried milk$

Senator FuLBRIGHT. Y€S.

The reason for it§ The return from butter fat sold as butter is
the least profitable way you can market your milk.

Senator HAwxes, May | ask you g question there, because it is
amazing when you say that. Why would the dairy group conduct a
lobby, asyou say, for 62 years, to do thisthing if the butter business
was theleast profitable way to get rid of their milk?

Senator FoLerigur. | think you ought to distinguish between the
dairy group and the butter group, and there is a distinction.

Senator Hawxes. You said the lobby was the dairy group.

Senator FurerieHT. No; butter. The Butter Institute is their or-
ganization, which isthe primary organization interested in this.

| think they have made some dairy people feel this is an integral

oint..
,E Let me make that other point about the price, and then | will come
back to that.

The average price paid to farmers for butter fat sold as fluid milk
or cream during the 10-year period, 1986 to 1945, was about 74 cents
apound. For milk sold as butter fat, thatis, in the form of butter, 37
cents per pound.

There is avery complicated system of prices.

You say why do the dairy people support these taxes. | think it
isinteresting. There are awhole lot of them who do not, and | have
some quotations on that point, objecting to the so-called formula for
the setting of the price of milk in such places as the Boston milk shed.
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Senator Hawkes. By whom was that article written that you read
a few momeghts ago, Where their ultimate goal was to get oleomargarine
totally destroyed? o . .

Senator FuLpnienr. Thisis in the Dairy Record. That is a mag-
azine r@{)resentmg the dairy industry, and 1 read what they said in an

aditania

| say that a lot of dairy people think thisis to their advantage, byt
| do not think it is, and the people who are really concerned about it
are SpeCIfIC%lh{ the butter industry..

. But the butter end of ¢} dairy industry has become a very small
part of it. o

Senator Hawxkes. You see What | am thinking of; do you not? I
wondered why, if the dairy group got more money for thejr fatsin
other forms, t¥1at the dairy” magazine would advocate the €limination
of this oleomargarine. In my business, we have aways tried to put
all of the raw materials_and things we had in the most profitable items.

Senator Forsrrenr, 1 hat iS what they are doing. _

Senator Hawxrs, | think if those facts tire correct, the dairy group
would be down here backing you on this move. o ] )

Senator Fury .l Exactly what they are doing, is selling their
whole milk in these other forms rather than butter. That is the
reason these tremendous decreases in butter production have taken
place, pretty nearly 50 percent, in spite of all the protection they have
wad during'this period as aresult of these taxes. . )

Senator Hawxkes. What | want to know is: Are they backing you
on thisthingt

Senator ¥ ursrienrr, NO; they are not.

Senator Hawxkes. They ought to be if those figures are correct.

Senator Fuwsrianrr, | think they ought to be, too.

You are familiar with the fact there are some very capable repre-
sentatives Of the butter industry here in Washington who are led by
one of the ablest men, | have been told by some of the older Senators,
who ever represented any industry in Washington.

-Senator Hawxes. | would not think the butter industry was big
enough and powerful enough to keep the Congress on the wrong track.

Senator Kursrianrr. | can say lpconfess ] was amazed at it, too.
If you talk to some of these older Senators around here, they will
tell you it has been. ] ) )

Here are afew facts. In the State of Wisconsin, which has been
thought to be the leading butter State, in the mind of many people, the
income from the sale of whole milk, as a percentage of the total dairy
income, in 1936, was 79 percent; 1941, 89.8 percent: 1946, 98.64 percent.

, The income from the sde of butterfat was 21 percent, in 1936
down to 1.86 percent, less than 2 percent; 1.36 percent of the total
income from the dairy produce of Wisconsin, you see, and 0 on.

Takeyour part of {hecountry. | think you would fall in the North
Atlantc States. ) . )

In 1936, for nine North Atlantic States, 96.6 percent was sold in
the form of whole milk. ¥p to 98.4 Bercent in 1946, and only 1.6
percent sold as butter in those ning North Atlantic States.

Senator Hawxes, Have YOU got any-figures to show what part of
that issold in the regular form of milk and used for the production of
butter outside of the dairies$ S t
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Senator FFunsrienr. This says, "income from sale of butterfat and
farn butter as a percentage of total dairy income."

Senator H.  wi s. | thought maybe you knew.

Senator Fursrienr. |f you sell it to gitcreamery for hutter, Of course,
that would fall in this category over here. If it issold in the forms
I mentioned, in fluid milk and eream, it is over here.

Senator Hawxkes. That isa terrible drop.

Senator Fersrienir. Surely it is.

Do you realize the production of butter during this period has de-
clined 600,000,000 pounds. or approximately 29 percent ? You see
what | am gettingat.

I did not make these figuresup. They are from the Department of
Agriculture. | do not think they can really be disputed.

Margarine hasby no means taken up that slack.

The CHarmMan. What is time point that you are working on now

Senator IfurLnrianr. That the taxes nre not protecting the dairy in-
dustry and not benefiting the dairy industry, as a whole, that is, the
producer of milk, time farmer who has cows.

I will not say it has never had any influence on butter alone, although
I think it is doubtful.

I think they kidded themselves about the effect of margarine.

| think the beneficial effect of the laws to them is very doubtful.
Their rea solution is to pursue the things they are now pursuing
and sell it inthe forms | now mentioned.

| hope the Senator will read this statement. It is much more co-
ordinated than my statement is now. It is much more logical and
precise.

But | was trying to show what the proldem is and what is happen-
ing. 1 do not think the dairy industry, as a whole, is threatened by
extinction.

When | mention the decrease in butter supply, |, by no means, leave
the impression of a decrease in milk production; that has greatly in-
creased from 102,000,000,000 pounds to 120.,000,000,000, and there is
gtill a shortage. i

Butter, in the meantime, has about priced itself out of the market,
selling now up in the neighborhood of $1a pound, that is in New York,
and here in Washington it is around 90 cents.

I hope | have just at least indicated enough that it will inspire
you to read this report fully.

Senator Hawxkes. | assure the Senator | will read the full report.

Senator Furnrienr. There are one or two other points | just want
to indicate.

It used to be thought this was all a question of cottonseed as against
thebutter industry.  In the past, politically speaking, it was regarded
purely ag a Southern issue, but this matter of soybeans has come in
totm &s(te it a Nation-wide issue, from the standpoint of the producers
interest.

| wanted toread a few facts on that.

First for the fisca year 1946-47, according to the Bureau of In-
ternal avenue, 47.4 percent of the vegetable fat used in margarine
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was cottonseed oil; 41.5 percent was soybean oil; and 3.1 percent was
peanut oil. Corn oil and other vegetable oils ageeunt for the
remainder. )

That, you can see, is avery small percentage. The total farm value
of the cottonseed produced, in 1946, was $246,473,000. Thiswas spread
over 1,600,000 cotton growers. ) )

Then in 1946, 222,000,000 pounds of cottonseed oil was used in
margarine. ) ) )

I uhve here figures on the soybean production and its remarkable
growth.

In 1924, total production of soybeans for sale asbeans was 4,947,000
bushels; in 1933, 13,500,000 bushels; in 1939, 90,141,000 bushels; in
1946, 196,725,000 bushels, or 41 times asmuch as in 1924, _

at is spread over some 30 States, and the real center of the in-
dustry isin the Middle West, in that same area, in which States that
used to be so interested, and still think they are interested primarily
in butter, produci n% more soybean oil than butterfat in value.

The value of soybeans has increased from $12,698,000, in 1933, to
$73,052,000 in 1939; to $517,387,000 in 1946, approximately the same
value as butter for the whole Nation. o

Senator Hawxes. What isthat soybean oil used for principally?

_ Senator Fosriant. | have the exact figures, but one of the uses
isin margarine. It isused for other purposes, lacquers, and so forth.
 Senator Hawxes. | realize that and | wanted to know if you had
figures showing how much was used in margarine.

Senator FuLerignT. Y €S,

Senator Grorge. About 41 percent of that total, almost half of it.

The Cuaman, You gave usthe percentages just afew momentsago.

Senator Hawkges, Mr. Chairman, what | wanted to know was
whether that percentage he gave us is used directly and only in
margarine. . o

The Cuaman. What he said was margarine is made out of so
much percent of thisand of that.

.|Senator Fuwprienr. That figure issomuch margarine out of soybean
oil.

He wants the figure on the total percentage of soybean oil that goes
into margarine.

Senator Hawxkes. That is right. ] )

Senator Funsriaur. 1he percentage of soybean oil used in the man-
ufacture of r,narg%ari ne in the 10-year period between 1937 and 1946,
inclusive, varied Trom 16.3 to 22.1" percent.

I have made several statements on this, and it is possible | may
have omitted it inthisoneand putit in another. It isreadily available.

There are a great many interesting figures that fortify that.

Yo have cash receipts, for example, from the soybean crop and from
butter just as an illustration. ) ] ]

AsT gavethe figuresin that illustration of Wisconsin, | have a great
many Sgta_tes giving those same figures. o

AS an illustration, the soybean crop in Illinois for 1946 amounted
to $183,000,000 plus, whereas the buttgr and butterfat was $20,000,000.

lowa wasone of the few inwhich th butter outweighed the soybeans.

It was $82,000,000 for soybeans, asagainst $111,000,000 for butterfat.

Take Indiana, right in"the middie of the Midwest: $56,000,000 in
soybeans, and $12,000,000 butterfat.

n other words, soybeans werg 438 percent of the value of buitter.
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Ohio was $36,000,000 for soybeans and $12,000,000 for butterfat,
or 308 percent;: and Missouri was 154 percent. )

There has been a great misapprehension about the relative value to
the Reople of these States of these two industries.

There is one other very interesting fact which | only found out
myself within the last few days. =~ )

hisis lowa State College.” This is in the same State | mentioned
asone of the few in which butter is of greater importance than soybeans.

Thisis lowa State College, which published the fact that 1acre of
soybeans will produce as many pounds of vegetable fat as 2 acres
devoted to dairying will produce of butterfat. Their report stated
also that one man-hour of [abor will produce 13.8 pounds of ‘soybean oil
campared with only 15 pounds of butterfat. ) o

And we are aIw%/s talking about increasing production efficiency,
theuse of lands, and soon. )

I just found that out within the last few days, and | think those
facts are very startling- _

The lowa State Survey concluded by recommending that--
restrictions on the sale of margarine, State excise taxes, license fees, et cetera,
should be removed so that its consumption may be encouraged.

C.F. Christian, farm-marketing specialist at Ohio State University,
a0 studied thisproblem recently, and stateshis conclusions as follows:

The dairymen raises an acre of grain, usually corn, and has another 2 acres
inshay or 0Da.sture to produce 225 pounds of butter. The acre of corn will take
at least 80 hours work and aa/ and pasture require more wo LE) and care of
the cows will inyqlve another 150 hours §; producing 225 pounds o‘f. utter,

An acre of soybeans can be grown with' 14 hours ‘of man labor and will make
about 225 pounds of margarine. . )

Apound of butter represents 10 times the amount of farm labor and 3 times
the amount of farm land that is represented by a pound of margarine.

I think, when you get down to the basic economic facts, there isone
which is most significant.

I think this tax law is a vain effort to try to bolster up an industry
that is having great difficulty not because of margarine, pecause gou
will see margarine has not taken yp the slack, but it js, | think, a
fundamental economic fact of production and cost of production for
the butter that hag entered into the picture.

| just want to say f seems to me the net effect of these laws has not
been 10 keep butter yp as distinguished from the dairy industry, but
has been to hold down and prevent the development of margaring, the
margarine ipdustry primarily, and | think principally because of the
limitations on outlet.

I'l really think that is more significant than the 10-cent tax when it
comes down to what is happening, because these dealers and grocery
people are not going to put yy with this snooping about and keeping,
track of every little pound tlfwey may have and seeing that it is kent
just according to certain regulation - of this Departmgeqt,,

| think you gre familjgr with such regulations: 'ﬂlmt people ean-
not take ypargarine OUt and Sell it like butter. You have got to have
an order before you go out and sell it, and you have got to keeE strict
account of how ‘much you received, and they check gy just like they
doif you areselling drugs.

» It jg acurious thing that fees for handling margarine, a perfectly
wholesome food product, are considerably more expensive than if you
are'a dealer in heroin or morphine or something of that sort. It jg a

.eurious thing.
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Mr. Chairman, | apologize for taking so long, but | submit this for
the record.

It is a complete statement which fills in the many gaps in what |
have said.

| would like to submit individual copies to tli¢ members of ¢he commit-
tee if you think it weuld be all right to do so, as soon as they are ready.

They will be ready in the next day or two.

The Cuairaan. Our difficulty is & practical matter, as we have
more or less agreed we would confine our hearing to income-tax
reduction.

It might develop in the view of the committee this is more relevant
in connection with further bills we might have of a genera revision
nature.

I am not authorized to make any final decisions on the subject, but
we are hearing you this morning out of court to you and not be-
ﬁmage subject is relevant to what we intend to develop at these

Senator FuLsrient, | would like to say particularly for the bene-
fit of the Senator from the State of New Jersey, who evidenced some
moments ago some wonder about the power of the butter interests,
the rea reason thisamendment is submitted to thishill isa very prac-
tical legislative one. That is, that over the years the people interested
in repealing this legislation have never been able to get such a bill
out of committee.

In the House of Representatives, by special resolution of the House,
such legislation goes to the Committee on Agriculture rather than to
the Ways and Means Committee, where tax legislation, as you know,
normally goes.

Whereas it is justified before the courts as a tax measure, in the
House of Representatives it is treated as an agricultural matter, and
therefore has been successfully bottled up for ¢2 years.

The only reason we felt we should do this is that any opportunity
we had to get a vote was to attach it to a bill we knew was going to be
voted upon.

You speak of tax billswhich may come up in the future. Certainly
there ig' no assurance that ‘any other tax bill will.come up in this
sassion.

But from what you read, you think the only tax bill that may come
up for a vote is the bill to which this amendment is offered.

| am not impatient with the regular course, but we fel’ the only hope
of getting any expression from the Senate and the Congress was to

follow thisprocedure.
?ft hashfo trleé| the other way many times g4 over the course of
many years.

L think the Senator recognizes J:heonl\{ reason for attaching it to this
bill'is not because it is an income-tax bill, but the only opportunit, we
think we have got to get @ vote on it, and-it is, under the ruleso he
Senate, germane to-this bill | am told by the Parliamentarian, .

The Cuatraan, The Sengtor will apprééia. . also | am not fndi-
cating the fina attitude of the committee, but he will appreciate the
committes might want to limit its work this round to income-tax
reduction.

Senator Forsriorrr. Would it bé proper to inquire of the Senator if
he believes there will be another bifl) dealing with excise taxes out of
this eommittea? !
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The CuAlRMAN, | can say this: The House, as | understand it, is
warking, as tile Senator knows, on a vast, field of possible revision
legislution. .

g[ have no authoritative reason for saying this at all, but | have
henrd that they arealso considering whet her, i connect ion with alater
bill dealing with revisions, aso to add on provisions to take out, for
example, the more atrocious excise taxes, or to reduce them.

But, I am not in w position to make an authoritative prediction on
that subject. xcept, so far as | am concerned, if the surplus after we

et further into tile session would warrant a bill of the ty; | have
just discussed, personally | would hope very much one would come
over here from the House.

Senator Ifursnianrr, Is there not an excise bill reducing taxes on
church organs, and so forth, before this committee?

The CuairMAN, Yes.

Senator IFFursmairr, Is-it the committee's intention to bring that
bill out?

The Ciiamyan. We have no present policy as to that bill.

Owr present intention agreed upon Prlor to the beginning of these
hearings is that we would concentrate first on an income-tax-reduction
bill.

Senator Fut mienrr. I inquired only because if | thought you were
going to bri n% that out, | would be perfectly willing to have'this con-
sidered with that. ) ) ) )

The Cuamsan. The senator, of course, is entitled to his whole field
of maneuver under all the rules of the Senate, but 1 would suggest,
myself that a more appropriate time to bring up this particular matter
would be in connection with some later bill.

Senator Ifursriair. | thank you, Mr. Chairman and members of the
committee.

('T'he following table was submitted for the record :)

Production of specified fats and’oils in the United 'tates, and quantity used in
the manufacture of olcomargarine as a percentage of production, average

19871-41, 1946, and January to October 19477

Average, 1937411 10466 January to October 1947
Percent- Percent- Peroent.
Item ageused ‘nr(‘ used lage Use
in Manu i nmany - .
Production |"c‘) r @ Production 18 AN - proguction s gf%‘)’e{;& e
mar&gf‘ﬁ’le m'é’rgé%e margarine
Pgunds Percent Pounds Pereen, Pounds Pereent
1.4781300,000 o i om0s) |3 5o a1
419, 000, 000 15 , 000, 14 1,26/000,000 15
87, 000, 000 , 3 ‘ 101.000. 000 14 107. 000. 000 it
213000, 000 9 124.000,00000 4 154,000,0000 4

1ard,. Including

eredpork fat .. 1.964.000,000 (0 2138.000.000 (1 1.820.000.000 ()

1 Preliminary. 309 narnont 1 0.1 percent.
R STESEA ARFUEY O AP AT i faortof e Bureat of the Cenus, Bureay
The Cramrman. We will recess until 10 o'clock Friday morning.
Whereupon, a 12:40 p. m., the committee recessed to reconvene

rrfday, March 5, 1948, at 10 a m.)
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FRIDAY, MARCH 5, 1948

UNITED STATES SENATE,
Cod» ITTEE ON EINANCE,
Washinaton. V- 0.

The committee met at 10 a,.m., pursuant to adjournment, in room
312 of the Senate Office Building, Senator Eugene D. Millikin, chair-
man of the committee, presiding.

Present: Senators Millikin “(chairman of the committee), Taft,
Hawkes, Martin, George, Barkley, Connally, Johnson, and Lucas.

The CrramaraN, The hearing will come to order, please.

Our first witness is Mr. Mitchell. )

Mr. Mitchel, will you state your full name, your residence and your
occupation.

STATEMENT OF DON G.MITCHELL, CHAIRMAN, TAXATION coM-
MITTEE, NATIONAL ASSOCIATION OF MANUFACTURERS, ACCOM-
PANIED BY JOHN ¢, DAVIDSON, MANAGER, GOVERNMENT
FINANCE DEPARTMENT; GEORGE HAGEDORN, ECONOMIST; AND
DR. HARLEY L. LUTZ, TAX CONSULTANT, NATIONAL ASSOCIATION
OF MANUFACTURERS, NEW YORK, N. Y.

Mr. Mrrcuenr, My name is Don G. Mitchell. | am president of
Sylvania Electric Products, Inc. | am also chairman of the taxation
committee of the National Association of Manufacturers. This state-
ment is made in_support of the tax bill, H, R. 4790, which is now be-
fore your committee. | also will present data on the shortages of in-
vestment capital which indicate the need for more thoroughgoing re-
duction in taxes. ) ) o

Before | begin, | would like to ask if | may be granted the privilege
of reading my entire statement without interruption. It will take
about 30 minutes.

The Caamrman, We will try to do that, but | ean make no guaranty.

Mr. M1 meLn, After which | shall be most happy to attempt to
answer’ any questions the Senators may care to ask me. )

I shoul aso like to introduce to you gentlemen three advisers
who have accompanied me and to whom it may be necessary for me to
refer in order to answer your questions accurately. They “are, on my
left:. Jack Davidson, manager of the Government Finance Dopart-
ment Of the National Association of Manafacturers; next on the left,
QGeorge Hagedorn, economist of NAM; and still further left, Dr.
Harley L. Lutz, tax consultant of NAM.

Senator Lucas. You have nobody on the right?

217
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Mr. Mrrouewn, | will be far enough right in my statement to take
care of thet. ) o
_ The correct view to take with regard to I, R, 4790, in our opinion,
is that it is a step in the proper direction, but to recognize that ittis
only a transitiona phase in the movement toward a more thorough
revision and readjustment of individual income-tax burdens. This
judgment is exgressed on tilferm of the bill as it passed the House,
Obviously, if the measure should be revised in tli Senate, S0 as tO
diminish the amount of tax reduction that would result in private sav-
ings, the legislation would do even less toward meeting the funda-
mental needs of the economy. )

In other words, we support the bill as the best, and in fact the only
tax bill that can be enacted at this time. It will provide a welcome
tax relief to those with small incomes, and also for time correction of
the Situation which now exists as to income taxpayers in the com-
munity and noncommunity property States. The rate reductions will
help all'along the line. However 1t will result in only limited addi-
tional capital formation out of individual savings, and particularly of
the venture or equity type. )

_ Thisis shown by data submitted by the Secretary of the Treasury
in his testimony on H, R. 4790 before the Ways and Means Commit-
tee. According to one of the tables appended to the Secretary’s state-
ment, the estimated tax reductions in the net income classes to which
the Nation must look for the great bulk of its venture capital—those
of $10,000 and over—would be $1,609,000,000. We estimate that 80
percent of any savings through tax reduction in the net incomes of
$10,000 and over would be saved. The total savings resulting from
enactment of the tax reduction provided by H. R. 4790, in these net
income classes, would therefore be $1,288,000,000. If we assume that
as much as half of the total savings would be applied to venture cap-
ital formation, the total addition to this kind of ita which he
House bill would make possible would be $644,000,000. While such
an amount would, of course, be welcome and helpful it is very far
short of the total amount of venture capital investment that the econ-
omy needs and must have in order to continue its advance.

ssuming that we want to continue to do business on the free-enter-
Prise basis, there is a point beyond which our incomes must not be:
axed if this country is to have enough capital—enough jobs, wages,
?oods, and profits. This point is reached when it isuuﬁonger ossible
0 set aside enough national "seed corn to grow bhigger and better
_crog;s, next year and the year after that. Our national "seed corn”
is the part of the annual product that is put back each year imthe
Nations capital plant and equipment. In other words, it is capital
formation. . )

Dhta from 1869 through 1930 compiled by the National Bureau of
Economic Research, and later corroborated by United States Depart-
ment Of Commerce data, show that'during the 60-year period about
one-fifth of the Nation’s total production was needed, decade after
decade, for investment. .

In that same period, this annual contribution to capital formation
led to eight times as much preduétion, or at.an average rate of 3.8
percent increase per year, compounded annually.
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During the swme period, productivity of labor doubled as tile result
of tile worker being given more and better machinery and tools with

The record (lvf lflmlsu six decades is uncqualed by arl)f/ othex rnati.OD.
Bu record of the next decac P28 equally significant—
fl.n'!vdtwér way rannd. Tn not on waé }}ga!ali(l cu!‘)‘itu]!’fornlulio
reach one-fifth of the national output. And this was the: first decade
sine the Civil War when the level of production did not advance.
Without an adequate flow of capital, the American people did not

rosper.
pWSPthout Wishingiqm imply that lack of capital formation caused the
depression of tile thirties, there is significance in the fact that during
that decade of definiency of new eapital, there was no prosperity.

Now, however, with 1tional income and employment at pesk peace-
time levels, suflicient capital from private savings to regan our pre-
depression stride cannot be accumulated because of Federal taxes.

und taxation would estimate and allow for tile deficit. in_capital
formation which hus to be made up, and tile imperative need for new
capital. 1f the Nation does not have thoroughgoing tax reform, over-
taantion will kill the goose that lays the golden eggs of better jobs,
better wages, better goods, lower prices.

What, then, do we need in |lu,]lurs of capital to keep our_Nation
moving forward at_its predepression rate of 3.8 percent a year?

In answer 0 this question, | submit & table compiled from data
published by the Departiment. of Commerce, tile President's Economic
Repart, and other officin” sources,

ho'Cuamman, Where is tho table?

Mr. Mrrcnenn, The table follows. _

The Crammax. 1 see. Theatable will be inserted in the record at
this eint.

(Thetable is as follows:)

Future:capital requirements compared with capital funds expected to be available

{Billons of dollars)
Actual— Annnal  Annual
i
10465 1007 (IOEHE)  (oroecteand)
(@ ® «c (@
FRIVAT) CATITAL REQUIREMENTSTO
1,-Por financingirross private domestic fnvestment... H 130 39 47
Z Forfinancing net private foreign investment 2. _... 3 & 5 0
S Total capital required...............c........ 3 R +

| al icl g tl . i t.
R oS, Which are'tess "L € bistolenlp exptaso of grgra TR BIOAUES ovigea . the
President’s Economle Report. Pp. 29 and n“;?(m billions of dollars):

[TV
Export balancdexcluding unitaterul FANSACHIONS)..eceeivvneeieniiiiaiaiianane. 48 8.8
U. B, Qovernment for fgmloan: ... ............. i 3.6

Balancdronprivate Capital..........ccevmmeenerrracrernensceenieenaenes 33 8.2
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Future capital requirements compared swith capital funds expected to be

available—Continued
tIn millions of goNars]
Actual- Annual Annual
1l average  Annual
10465 1007 OIS g
@) (b) © (d)
rrivateEcarimanlAVAILABLE
4. From reduction of liquid asset holdings of business. [ 2 2 0
J» From commercial bank 10ans.........ee oo cnviennes 5 6 4 4
8. From Government subsidies .- 1 1 1 1
From fi ing through o ! . oo 2 6 6 6
"_wventure'?unds provided directly By individ-

increased equity fn homes................ 1 0 1 1

& Inareased guity In unincorporated busin 2 3 3 4
10, Net investment im corporate securities.... 0 0 0 0

From internal savings of business:
11, Capital consumption allowances............... 11 12 10 ol
12, From retained corporate profits..... - 2 &

13, Total capital available.usssusesssseen - 30 35 30 w
1?(. Annua?agapital deficite.. .......... i | e 8 7

Mr, Mrrcurry, Thistable shows actual private capital requirements
and private capital available, for the years 1946 and 1947, and projec-
tions of these data through' the year 1954, 'The projections of the
amounts of capital to be available in theyears ahead are on the assump-
tion that present tax laws will not be changed.

In other words, that is what will happen if we do not watch out.

Tile table isbased upon the revised concepts of gross national prod-
uct and national income which were published by the Department of
Commerce in the Supplement to the Survey of Current Business for
July 1947. Because of the statistical modifications made, the histori-
cal trend of the relationship between gross product and capital forma-
tion becomes 15 percent in the new series as against 20 percent in the
old series. The projected private capital requirement shown in the
table iscomputed at 15 percent of gross product, and it is assumed that
the maintenance of thisrate of capital formation will lead to aresump-
tion of the historic rate of annual growth, which has been 3.8 percent
per annum.

The CrairMaN. Has that been an average rate?

Mr. Mircag  An average over the 60-year period to which | re-
ferred previously.

The CrAmMAN. SO that in some years it might have been more and
in some years it might have been less?

Mr. MiToHELL, Deflnlte(%,‘ yes.

Sénator MART, . That 60-year period ends in 19281

Mr. MrreueLL. That istheg0-year period which | referred to before,
which ends in 19283 yes.

On the basis of these assumptions, we find that the average annual
capital formation requirement that will be needed to maintain a
healthy growth in the economy will be $44,000,000,000 during the 5
years 1948 through 1952, and that it.-will rise to $47,000,000,000 in the
years 1958 and 1954, even on the assumption that in 1954 there will be
no need of net foreign financing from privdte sources. Should that
need still exist, the aggregate requirement for capital formation would
be even greater than the table indicates.
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The Craraan. What is your assumption asto the purchasing value
of the dollar?

Mr. MITCHELL. Do you have that, Jack?

Mr. Davibson. | think it makes no difference, as the relationship
of the several figures would not change much under any circumstances.

Mr. HageporN. The dollar volume of the estimates are on the as-
sumption that the present value of the dollar will continue.

Mr. Mrrcuern. [T you will refer to the numbers on the left-hand
side of the table, those will refer to the lines to which | am referring.

I will now present a brief explanation and justification of the as-
sumptions made with respect to each source of capital shown in the
table.

Reduction of liquid assets of business: Line 4 of the table shows
funds made available for capital formation by reducing business
holdings of liquid assets. These assets have been looked upon as a
substantial source of capital funds for a number of years after the
war, but indications now are that the Eroc&s of converting those as-
sets has already drastically tapered off and is nearing an end. Ac-
cording to Federal Reserve Board estimates, holdings of liquid assets
by al business declined by about 6.5 billion dollars in 1946. A com-
parable figure for all business is not available for 1947. However,
the President’s Economic Report states that the reduction of corpo-
rate holdings was 5.5 billion dollars in 1946 and only 1.5 billion dollars
in 1947. This would indicate that the reduction in 1947 for all busi-
ness was about 2 billion dollars. We make the liberal estimate that

‘it will continue at thislevel through 1862 though we might be justified
in assuming that the end would come sooner.

Senator CoNNALLY. Mr. Chairman, may | ask a question at that

int?
po 1elCHAIRMAN, Surely.

Senator CanNALLY. As a matter of fact, these were liquid assets
owned by the corporations?

Mr. MITCHELL. That is right; which they accumulated during the
war.

Senator Connarry. They accumulated these assets during the war ?

Mr. MircneLn, That isright.

Senator ConNaLLy. And then in 1946, after the war was over, they
put a lot of them into expansion?

Mr. MITCHELL. That is right.

Senator CONNALLY. So it does not recommend aloss at all; it simply
recomntends that they are Q[Qg{;@[iﬂg and doing well and taking a
chance on increasing their plants? ) o

Mr. Mrreners, ‘That (s nght,_and the paint we are making is that
that source isbeing dried up quicker than jad been expected because
of thesize and rate of growth of gy present economy.

Senator CoNNaLLY, The reason they accumulated so much during
the war was they probably could not Use it in their normal activities.

Mr. MrrcueeLi, That istrue. If it had not been for tly, war, that
would have peen wsed up previously. That istrue.

Sengtol ConnarLy. 1 here isnothing ynusual about that, is there?

Mr. MironeLs. We are notclaiming  ere isanything unusugl,, We
want to show there is one piece of capital funds available at tjg mo-
_Jent and it is going to pg used up pretty soon, and there will not
bs any more.
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That is al we aretrying to show in that connection.

Commercial band loans: Line 5 shows capital available from com-
mercial bank loans. Commercia banks provide cepita for private
jlgurposasin the forms of both business loans and residential mortga_c?_es
There has been a rapid rise in such loans during the past 2 years. The
increases in 1946 and 1947 of all commercial bank loans arfe shown jyl
columns (@ and (b). This trend has caused considerable aarm due
to |kt)|s effects on the money supply and intensification of the inflation
problem.

The expansion of bank loans cannot continue indefinitely. In
projecting our figures, we assumed that the annual amounts will de-
cline from their present level, but nevertheless will continue to be sub-
stantial for the next few years. Our estimate of about $4,000,000,000
annually from this source probably is more than is desirable, and hence
is on the liberal side. )

The Cramraan. Bank loans obviously are intended to be safe loans?

Mr. MrrcuerL. They are, Sir. ) )

The Cramrman, And therefore they do not touch the field of risk

capital.

g(r. MITCHELL. That is right. The unfortunate part of it is that
t00 many businesses have had to borrow from banks and use the money
for purnises they should have been ableto get venture capital for.

The Cmamman. Butit has putalot of inflexibility into the business
structure.

Mr.MITCHELL. That is right, and if we have a recession-- )

The Cramman. Will destroy by that token the equities aready in
the business? . .

Mr.Mir . You areexactly right, Sir.

Government subsidies, as shown in line 6, about $1,000,000,000 in
capital is provided each year from Government subsidies, mainly to
farmers for imﬁrovements to their property. We assume that no great
expansion of this amount will occur in the future.

inancing through institutions: ]

Line 7 shows cagital available from private institutions, which
mainly are savings banks, lifeinsurance companies, and savings and
loan associations.” These institutions provide capital by purchasing
mortgages or corporate bonds. They are not permitted to provide
equity capital.

Senator Luocas. Would you suggest that they should be?

Mr. Mrremern, No, sir, by no means.

Although such institutions are now providing large aunts o
Prlvat_e industry, this is not a satisfactory substitute for equity

inancing. It means heavy debt loads and heavy fixed charges which
inturn can mean double trouble when the going gets tough for acom-
pany, an industry, or al business. However, and again this may be
onth liberal side, we assume that institutions will econtinue to supply
ca;lgltal at about the present rate of $6,000,000,000 annually. )

here is, of course, need for investment capital continuously in
business as well as for venture capital and that isone of the sources of
the continuing need for investment capital. .

The Crammman. That is the contribution as far as savings are con-
cerned of the people in the lower brackets )

Mr. Mrrerern, That isright, That is where they should make their
contributions.
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The Caamman. And they do. )

_ Mr. Mrrenern, They do. " They make then whenever they buy a life
msfurar;]ce policy, whenever they put money in the savings bank, and
s forth.

Venture funds provided by individuals: ‘The full impact of present
tax rates on venture savings isshown in lines 9 and 10.

No better evidence is needed of how difficult it is, under present tax
[ates, for the little businesses to grow and expand and compete with
the old and established corporations. )

That is perpetuating the big companies. That isnot what has made
this country great. We must have new capital, venture capital, that
can be put Into new enterprises. ] ) )

Line 9 shows that individua investments in their own businesses
totaled only $2,000,000,000 in 1946 and $3,000,000,000 in 1947. This
totd may, without benefit of tax changes, grow very slowly over the
next few years due to the growth of the national income. e estimate
that the $3,000,000,000 rate will continue over the next 5 years, but
that. by 1953 the total may approximate $4,000,000,000 a yeéar.

The Situation Is even_worse asto net new investment in corporate
securities. ~ As shown in line 10, individuals did not increase their
holdings of corporate securities in either 1946 or 1947 (SEC data). No
chane%e can be anticipated in this sitaution until tax rates are mod-
erated.

This does not mean, gentlemen, that nobody bought any stock in
1947.  What it means isthat there was no net ‘increase in the amount
held by individuals. If they bought some new stocks, they sold some
olc which were probably picked up by institutions, and it was more
likely of investment.

Senator Jomnson. Were there any new issues? ,

Mr. Mironern., Yes, sir, of course, but no net galn in the hold-
ings by individuals, according to the Securities and Exchange Com-
mission,

Senator Jounson., How could there be new issues and no gain?

Mr. Mirenere. It isonly those held by individuals, Senator, that
I an spesking of, and | beljeve that to be a true fact.
in&]\% gons probably picked up and held what were sold by the

. Senator Jomnson. L do DOt see the importance of distinction between
institutions and individuals, They are made yp of individuals.
__Mr. Mrrcaern, The point | an trymc}; to make is that there is s
little money Teft over in the brackets of the people who generally put
up the money for securities that they cannot add to their pile.

There is not any money. If they buy some new they have got to
sdl some olq, because they do not have anything left over after their
4axes,

Internal savings of business: Lines 11 and 12 show the amounts
aval ablle from internal savings of business. The amounts retained
by business for capital purposes are divided on their books between
rétained earnings and capital consumption allowances: depreciation
and S0 forth. ofits due to inventory valuation, as estimated by the
Department of Commerce, are eliminated from retained earnings, as
the capital required for financing such rises in valuation are not in-

cluded in the total capital needed.
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While there probably will be a gradual rise in the alowances for
capital consumption, due to replacement of presept assets with new
ones bought at a higher price level, thisincrease will be at the expense
of profits and not materially affect the total of the two sources,

e assume that the total internal gross savings of business will in-
crease in proportion to the3.8 percent annual increase in gross product.
No provision is made for an increase inthe percentﬁe of earnings paid
out in dividends, although this percentage isnow abnormally low and
can be expected to increase over the-next few years. Thus, our esti-
mates of $19,000,000 000 annually in the next 5years from this source,
la_crgd 324,00,000,000 thereafter, may again be too high and hence too
iberal.

The Cramman. Mr. Mitchell.

Mr. MrrcHELL. Yes, Sir. )

The Cuamman. Are you sureof your assumption:

We assume that the total fnternal gross savings of business will increase
in proportion to the 3.8 percent annua increase in gross product.

Mr. Mircrer. | think it is a reasonable assumption, Senator.

The Cramman, But do they have an analogy? o

Mr. MrTCHELL. Thei/] have arelationship, and we are using it purely
as an assumption. There is nothing magic about the 3.8 figure, bit
we know for 60 years we had a healthy economy and did grow at about
that rate.

The Cratrman. Did you grow on both branches at that rate? Did
the-gross savings of business increase 3.8 percent while the general
annual income was increasing 3.8¢

Mr. Mitcuers, Can you answer that, George? .

Myr. Haorporn, In the long term, yes; as far as the fluctuations of
the business cycle, no. In other words, as you go down the business
scale, earnings decrease much faster than thegeneral national income,
and as you go up, earnings increase much faster than the national
income,

The Cuamraan. This assumpton, then, is supported by experience?

Mr. Haoeporn. Yes, Sir. . .

Mr. Mircrerr, Summary of table: Line 13 summarizes the total
capital available from the indicated sources. Line 14 shows the an-
nual capital deficit in the years 1948 through 1954, which is derived
by subtracting the total capital available, shown in line 13, from total
capital requirements, shown in line 3.  You will note that on the
Dasis of these data, there will be an average annual deficit of some
$8,000 000,000 for the 5-year period 1948-52, and of $7,000,000,000

nkeach of the years 1953 and-1954—again, assuming that present tax
laws are not changhed. ) ] ] )

In hisstate of the Union message, the President said that industry
would need to provide at least $50,000,000,000 for new investment over
the next few years inorder to be in position to supply the demands of
consumers. Our projections show that the funds in sight indicate an
annual deficiency of $7,000,000,000 to $8,000,000 000 a Yyear, or an
aggregate deficiency of upward of $50,000,000,000 during the next 6 to
7 years. It isgratitying tofind that our estimates areso closely borne
out by those of the President.

Tho Crramaan._Is that all types of investment

Mr. Mymnrsor .
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Notwithstanding the President's forecast as to capital needs, the
Secretary of Commerce undertook to demonstrate, before the Ways
and Means Committee, that businessis now able to meet its financial
needs. Tileimplication of this testimony was that business would be
able to do so, even with an increase of the taxes on corporate profits.
| hope that you will consider that data | have presented completely
refute Mr. Harriman's statement.

We believe that our estimates and projections are sound and do not
exaggerate the situation. We are convinced that these data constitute
evidence of a grave deficiency in the volume of capital funds-funds
that will berequired in the years ahead to keep the economy operating
at high levels of production, employment. and income. In our view
they offer a challenge to fisca statesmanship.

Since the funds for capital formation must come out of current
income, it isclear that more of that income must be released, through
a revision of the tax laws, for capital formation purposes. Saving
and investment occur throughout the income scale, but it is beyond
guestion that the bulk of the funds needed must conic from the middle
and larger incomes, and from areduction of the corporation taxes.

In order to come within striking distance of thegoa of an additional
$7,000,000,000 to $8,000,000,000 for capital purposes, it is evident that
there must he drastic revision of the tax rates on both individual and
corporate incomes. In_testifying for NAM before the Ways and
Means Committee last July on the general subject of tax revision, |
stated that the NAM program gave first priority, in this revision, to
the individual income tax. Our reasons for this preference are:

1. It is tile only way by which small, unincorporated business can
get tax relief and can have ade uate funds for reinvestment;

2. It is theonly way by which individuals can be enabled to save
out of current income for investment purposes,

3. It istile only way by which to give reality to a reduction of the
corporation tax. Distribution of larger dividends, while present tax
rates remain, would simply mean heavier tax payments rather than
appreciably greater opportnity for saving and investment.

'he NAM program of individual income-tax revision proposed a
new rate scale, starting at 12 percent on the first $2,000 of taxable
income and rising to a maximum rate of 50 percent on taxable income
of $100,000 and above. This was presented as a first step, and still
further reductions were said to be necessary at a not distant date.
If we are to take seriously the Nation's capital requirements, then we
must accept, ag part of any program of tax revision, the substantial
reduction of the tax rates through the middle and upper income
ranges.

Senator CONNALLY. Let me ask aquestion there.

Mr. Mircr @ Yes, Sir.

Senator CoxNaLLy., By 12 percent, do you mean the amount of re-
duction or the amount o tax)

Mr. MrreneLL. That is the first bracket.

Senator ConnarLLy. All right.

Mr. MITCHELL. In fact, we cannot delay much longer going further
than this-which means facing the necessity for a substantial reduc-
tion of the corporation income-tax rate. There is not enough taxable
income in the individual surtax brackets from $18,000 up to fill the
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capital formation gap if it were completely exempted from taxation
and were qll to be saved and invested. If that gap is to be filled,
there must be n reduction of both forms of the income tax.

The Ciramrman, |f you reduce your maximum rates to a level of
not more than 50 percent, what difference would it make in revenuet

Mr. Mircneryn, | have a table here which shows that. | take it you
are talking about the 12- to 50-percent plan. o

The Cramraran. No. Assume tomorrow we took existing law and
merely reformed it sufficiently so that no one would pay more than 50
percent, what would be the loss of revenue?

Mr, MITCHELL.. Without the community-property provision?

The Crramman. Just as it stands now.

Mr. Mrrecurwn. | tihnk we have the figures here, but we do not have
them put down. )

The Cuamman. A relatively small amount?

Mpr. MrtoneLn. Yes, sir,

The Cuamman. The total receipts from the highest brackets are
just relatively a small amount$

Mr. Lurz. Three or four hundred million from the net income
bracket oyer $200,000 annually.

The CrammanN,. Letusassume for discussion's sake that is desirable.
It would not remedy any of our crucia problems?

Myr. Lurz. No,sir; not of itself.

Senator Lucas. Let me ask right there: Taking your statement of
12 percent on the first $2,000 of taxable income and arriving to a
maximum rate of 50 percent on taxable income of $100,000 and above
what would be the total amount if you put that rate into effect

Mr. miTcHELL. Thefotal amount of reduction of ‘revenue: because
of that?

Senator Lucas, Yes.

Mr. MITCHELL. With or without community property {

Senator Liucas. Without it.

Mr. MITCHELL. | have that figure. Approximately $7,500,000,000
at the present income level.

The CrairmMaN. You mean reduced that amount?

Mr. MITCHELL. It will reduce your revenue by $7,500,000,000 as
against the 6.6 billion that the present 4790 would.

The Cramrman. How would it reduce the distribution of the re-
maining revenue as between the taxpayers having less than $5,000
income and those having more than $5,000 income?

Mr, Davinson. It would maintain approximately the present dis-
tribution of the tax load.

Mr. MITCHELL. In other words, it would be almost equal percentage
revisibn down the scale. It would give amost the same percentage
reduction at the high-income brackets as it does in the low.

The CuamMmaNn. | am not talking 8bout that. | am talking about
the dollar amount of distribution to those having less than $5,600
as contrasted to those having more than $5,000 income.

Let me put it this way: | am testing how mueh, if any, burden you
are shifting from the middle and upper income brackets to the lower
brackets.

Mr. Lorz. $4,000,000 000, or somewhat snmore, would go to net in-
comes under $5,000, and the remainder of the total amount would go
to incomes over $5,000.
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The Cuamman, That is about 4 out of 7; about the present ratio
of distribution?

Mr. Lurz. That is right. )

Senator Lucas. Mr. Chairman, may | ask a question thero#

The CrarMaN. Yes.

Senator Lucas. Mr. Mitchell, are you re;ommending to the com-
mittee that we incorporate into a tax program this formula that you
laid down here, to reduce from the 1reasury receipts $7,500,000,000
from the corporate taxes? .

Mr. Mirenenn, We started out asking for that a year ago. As |
said earlier in my testimony, we believe that 4790 as passed by the
House isthe bes . hill that we can get at the present time.

Senator Lucas. You would take that, if you could get it?

Mr. MITCHELL. You are quite right, sir. . .

Senator Lucas. And you would include in addition to this the
incr?ease of rersonal exemptions plus the community property tax,
too

Mr. Mrrcurrr. That woul d cost- _

Senator Lucas. | know what it would cost. | an nasking whether

you would incl ude that in your tax program also.
" Mr. MrrcneLL. We did not, in our tax program, include the $100
increase in exemptions, Senator, and we think, although it is politi-
cally a pretty hard thing to sell the country, the economic interests
of the country would probably be better served to reduce the upper-
it_ncome brackets and forego temporarily the $100 increase in exemp-
ions.

Senator Lucas. |f | understand you correctly, if the National As-
sociation of Manufacturers had their way about a tax program, you
would take the formula laid down here in your manuscript, giving
the corporations a reduction of $7,500,000,000, and sto? right there.

Mr, MircugLr. Yes, Sir; but please understand that the reduction
would go to individuals. We would go back to our origina recom-
mendation, which is a 12-to-50-rate scale on the individual income
taxes, with no change in exemptions at the present time; the grant-
ing of a $500 deduction for premiums paid on life insurances on the
taxpayer's own [ife, and the removal of the 5-percent limitation on
the medical expense deduction. _ )

Senator Lvcas, Would it make any difference to you if that $7,
500,000,000 would cause the Government to go into deficit financing
in order to run the Government

“Mr. Mrrcueurn, We do not think they ought to go into deficit
financing.

Senator Luoas. | say, would it make any difference to you if that
could be proven; that the $7,500,000,000 might make them go into
deficit financing?

Mr. Mircnern, Yes, it would.

Senﬂtor/ Lucas. And you would change your formula and not ask so
much ¢

Mr. Mrreners,, That isright.  We think there is room for it, how-
ever,

Senator Lycas. You think the Congress OUght to Iay down some
rule whereby annually we would pay a certain amount on the national

debt?



298 REDUCTION OF INDIVIDUAL INCOME TAXES

Mr, MITCHELL. Yes, sir. We are on record that we ought to pay
$2,500,000,000 on the national debt during every year.

Senator Lucas, Do you take that into consideration when you make
the recommendation of $7,500,000,000%

Mr. MITCHELL. Yes, sir. We believe there is $10,000,000,000 differ-
once between what you are going to have to spend and what you get.

Senator Lucas. You have been talking to Mr. Hanes, too?

Mr. Mircnern, No, sir; | have not. But | read histestimony before
this committee.

The cHAIRMAN. Mr, Mitchell, you are speaking about saving the
economy of this country. | should like to suggest to you if you save
the economy of the country, it will take a majority of the people to do
it and their representatives here in Congress. Out of our 54,000,000,
income-tax payers, 52,000,000 have incomes of less than $5,000 a year.

Mr. Mrrcnern, That is right, sir.

The Cuammratan, You have got to have very widespread popular
approval and very widespread reflect ing approval, therefore, in Con-
press, to pass any tax law.

Mr. MITCHELL. | agree with you.

The Crairman. It issnot astrict exercise in logic.

Mr. MrircueLn. | agree with you, sir, and that is why | am making
the testimony today on the basis | an instead of going back to the
bill we proposed to the House Ways and Means Committee.

The Cramsan. If the House Ways and Means Committee reduc-
tions were reduced some more, you might not like it, but | assume that
would be acceptable to you?

Mr. MrrereLL. My, personal opinion is, Senator, it is important to
take a step in the correct direction. It is always easier to take a
second step if you have got the first one back of you.

The Cuamman. | agree with that.

Senator CoNNaLLy. In other words, your present desire to come
down alittlein this is predicated on “We will get this much now, but
just a little later we will get some more”$

Mr. Mircnerr. | do hope so.

Senator CONNALLY. Isthat not your purpose?

Mr. MrrcaEr My purpose is to get this one.

Senator ConnaLLY, And then you said the advantage would be it
isa step in'the right direction ¢

Mr. MrroHRLL, YE€S, Sir.

Senator CONNALLY. As soon as you get this, you will come along and

tr{‘w %&t soms more. ) ) _ o
r. MrrcaeLr, | am certainly going to try to get this deficit in
venture capital made up so we can go ahead on a sound basis.

Senator CoNNALLY. This country is going backward awfully fast
financially.

Mr. Mrr¢HeLL. | am not worried about 1947, It is a pretty good
year; but my crystal ball cannot tell me what is going to happen
1n 1948 and 1949.

Senator ConnNaALLY. $200,000,000,000 national income, a great deal
of which your crowd got——the manufacturers,

Mr. Myresrewr, | do not know who jg my "crowd."

Senator ConnaLLy, Yeu say you represent themanufacturers. You
say you' represent the National Association of Manufacturers; do
you not ’
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mr. Mircnern, | presume the manufacturers of the country got a
great deal of that $200,000,000,000.

Senator ConNaLLY, You know whether they did or not. You have
got all sortsof tablesand statistics there.

Mr. MITCHELL. | do not think they got it all.

Senator CoNNaALLY. NO; | do not think you did, either. | think
you would if you could, but you did not do it.

Mr. MitcurLL, You do not mind if | disagree with you, Senator?

Senator ConNaLLy. No; and you do not mind if | disagree with
youf

Mr. MirciieLn. No.

Senator CoNNaLLY. | want the manufacturers to get something. |
want business to grow and develop along with our economy, of course,
but all this wild cry about disaster; those cries do not appeal to me
because weare doing pretty well.

Mr, MitcugLn. Senator, our difference is| am trying to look into
the future. | would like this to keep up. | rather like the way
the country is doing businesswise, and | would not like it to stop.

Senator CONNALLY. That is right.

Mr, Mirongrn, | am afraid if we do not fill this capital need in
the future, you are liable to come against a time you will not be doing
so well.

The CuamrmaN. What percentage of what you fellows get goes to
now l‘f‘l‘l,? I do , know if | have the national figures, but |

.

would be happy to tell you about my own company, sir.

We do $95,000,000 worth of business and our pay roll and employee
benefits are $40,000,000 of the $95,000,000.

The Cuamrman. What is the national over-all percentage of pay
roll to the national income?

Mr. Ha EporN. Senator, if you take the national income without
any fluctuations, you will find the payments to hired employees are
about 75 or 80 percent and have been from time immemorial. That
percentage has not changed at all in historical period.

If you take the record of private business and include the total
receipts of business, you will find the pay roll is just about half, and
remains very closeto that point through all different economic periods.

Out of the remaining half, business has to pay its taxes, provide for
replacament of its capital, and whatever is left after thess is its profit.

The Cuamryan. What is the historic percentage of profit?

Mr. HaaeporN, | have some figures here, Senator, on the percentage
distribytion of ps-ivate national income from 1929 to 1947. They are
by the Department of Commerce.

Of course, in that 18-year period, we had some rather violent eco-
nomie fluctuations.

The Department of Commerce says that the 1947 corporate profits
after taxestook 9.4 percent of thetotal private national income. )

In 1929, it took 10.1 percent. Of course, during the depression it
became very small. .

The Crairman, Is that after taxest

Mr. Haorporn. 1 hat is after taxes.

During the depression it became very small. In fact, in 1931-32-33,
it was a negative item.
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Since 1939, 1 will read off the figures: 7.7 percent in 1939: 8.8 per-
cent in 1940; 9.9 percent in 1941; 7.8 percent in 1942; 7.3 percent in
1943; 6.6 percent in 1944; 6.1 percent in 1945; 8 percent in 1946; 9.4
percent in 1947.

The Cuamrsytan. Thank you very much.

jonator MarrTiN. May 1 ask a question there, Mr. Chairman?

The CrrAIrRMAN, Yes.

Senator Martin. In that percentage paid out in wages. does that
include the white-collar salaries and executive salaries, or just what
we commonly know as Iabor?

Mr. Hageborn., It includes all wages and salaries.

Senator MarTIN. Includes executive?

Mz, Haceporn. That is right.

Senator Maxrin, What proportion of it is for, we will say, the ad-
ministrative end, that is, the white-collared class and executive?

Mr. HageporN. | cannot say offhand, Senator.

The Cuamaw, Proceed, phease, My, Mitghellag 10 a level that will

Afan Muearars
make possible a degree of tax reduction under which the funds needed
for capital formation can be provided. | am sure that all of us can
agree that thisisthe ideal way to get the job done. | am surethat this
committee, or the Congress as a whole, will agree that the ideal is
realizable at this time.

Senator Livcas. Right on that point: How do you figure the budget
ought to be reduced ¢

Eh-.. MITCHELL. That is adifficult question. The National Associa-
tion of Manufacturers has made a study, sir, and on the basis of the
facts before us, we believe the budget could be cut to $33,000,000,000.

Senator Lucas. That would be some $6,000,000,000 plus.  You have
got facts and figures to substantiate that?

Mr. MITCHELL. Yes, sir. We would be happy to supply each of you
with complete detailed facts.

Senator Liucas. Instead of testifying on this tax bill, you should
have appeared before the Budget Committee.

Mr. miTcHELL. We would be very happy to supply you with our
reasoning. It isacomplete and detailed study, Senator.

Senator Liveas. | think that ought to go to the Appropriations Com-
mittee, because that is an important statement to make.

If you could show how to reduce the budget $6,000.000,000, I am
sure the Congress would be very grateful to you.

Mr. Mrronern. | would be happy to do 5o, sir.

The information will be found on p. 601,
econd, if we assume that an across-the-board reduction of the

budget is not now possible, there can still beabudget cut by sacrificing
theé nonessentials because of the urgency of certain essentials. For
example, if the reguirements of foreign aid and defense have top
priority in the budget, then there should be drastic belt tightening in
other parts of the budget.

We suggest, for instance, public works. .

Senator Liucas. You come hereiith an assertion of that kind, with-
out any break-down, and just ageneral conclusion. It does not mean
athing to me. 7

When you make a statement that the budget ought to be reduced
over $6,000,000,000, you ought to have figures to substantiate it.
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; Mr. Mrreuenn, The statement we are making here does not call
Of=—

Senator Lucas. You aretelling the Finance Committee exactly what
ought to be done with the budget.

[r. MITCHELL. | have told you, sir, we have a break-down of that
budget we will be glad to supply you. So it is not just an out-and-
out assertion.

Senator Lucas. You are talking about if national defense cannot be
sacrificed, there ought to be belt tightening in other parts of the budget.
You ought to have some figures to show what you mean by that state-
ment, because, standing aone, it is worthless.

Mr. MrroneLn. The reason we do not have it, we are not depending
on that for thisthin we are asking for.

Senator Liucas. You should not make a statement unless you depend
upon It.

p.\[r. MITCHELL. Very well, sir.

Senator MarriN, Mr. Chairman, | think in fairness to the witness,
as | understood, you do have those figures that you could present?

My, MiTcueLL. Yes, sir, and have offered them to the Senator.

Senator MarTIN. And | think that it is not quite fair of my dis-
tinguished friend from lIllinois, not quite fair to the witness to leave
him in that position.

| think if there is any doubt as to his figures, he ought to be per-
mitted to present them here, athough they ought to go before the
Appropriations Committee.

The CuairmaN. Those figures have direct relevance on what we are
doing here, and we will certainly beglad to havethem here. Iamsure
Appropriations would also be glad to have them.

{r. MrrcueLL. Thank you, sir..

Senator BarxLey. Does that mean you are going to tell us how
much you think ought to be sliced off the budget for Public Works?

Mr. MITCHELL. We have a total for Public Works; yes, sir.

Senator BargLEY. Do you know the total?

Mr. Lurz. In the fisca year 1949, the total for civic public works,
Senator, is $2,859,000,000.

Seg.a?\tor Bargrey. Will you tell us how much of that ought to be
cuto

Mr. Livtz. That is the total in the fiscal year 1949.

Senator BArgLEY. The total estimated by the Budget?

Mr. Lorz. That is in the Budget estimate; yes, sir.

Sen?tor BarxLeyr. You do not know how much Congress will appro-
priate

Senator Tarr. | recollect that it is about a 50-percent increase over
expenditure for public works in the current fiscal year.

fr. Lurz. One hundred percent over 1947.

Senator ‘T'arr. That is what | meant.
| .Senaﬁor BARKLEY. ngse et;(é)enditures hand appropriationgd for ’fl“b-
ic works are not required to ent in the year ropriated. .. They
run on until uwall?/qCOmpleted, and they ar e):mt &Rﬁ‘giv A particul&y -
date.

| am interested to know how much of this public works you would
cut off, and what part of it, and what items.

Mr. MITCHELL. Dr. Lutz made the study, sir, and perhaps he can

say.
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Senator Barkrey. And what J)rojects you would eliminate.

Mr. Lurz, This particular study was not as to the detail of projects.
We simply pointed out in view of the inflation situation and scarcity of
labor and materials, and in view of the stop-spend order of 1946, on the
grounds that then the taxpayer was not getting a fair value, it was
reasonable to assume in 1949 there could be no case for spending more
than actual I){1 was spent in fiscal 1947, which was $1,400,000,000, or half
as much as the budget for 1949 proposes.

Senator Barkrey. All right.

Mr.MITCHELL. Right here, weshould take note of thefact that many
of those committed to the present level of Government spending place
the greatest emphasis on, or perhaps hide behind, the necessity for
adequate defense and maintaining our international position.

Senator Connatry. By "perhaps hide behind,” you mean to impugn
their motives, do you not?

You are high-minded and honest when you want to cut taxes, but
aman that does not isa crook. Isthat correct? )

Mr. Mrrorerr. | would not go so far as to say that, Senator, but it
isalways easy to spend more money in government and hard to spend
€ss.

Senator Connarry. You mean by that language to impugn the
motives of those who do not zégree with you on reducing taxes?

Mr. MITCHELL. No, | would not say- )

Senator ConnarLy. What else do you mean, then—*hide behind "
In other words, the sheriff islooking for them and they are out in the
brush somewhere hiding.

Mr. Mrrcuerr., We will cut out the words “perhaps hide behind,”
Senat or.

Senator Connarry. | do not want you to cut them out. They repre-
sent your views.

Mr. MirorgLr  That isright.

Senator Hawkss. | think, Mr, Chairman the witness might have
used a better expression : “Because Of political expediency and pressure
groups and demands, many of those in the Congress would rather
comply with those demands from the voters in their particular district
than to take the right course in preserving the United States of
America. i

Mr. Mrrcrery, L will accept your statement, Senator.

Senator Barkrey. | do not want to pursue this thought, but you
wer it seems to me, very unfortunate in using the words "hide
be in connection with our national defense. . .

Areyou willing to identify anybody who is urging national defense
who i hiding behind it$

Mr. Mrreasrs, No, notatall. My next statement says that | would
be thelast one to quarrel with these objectives.

Senator Barerey. You would be the last one, but you are among

those who do. L.
, Mr.Miromx | do, however, strongly want to make the next state-
ment, Senator, that we must constantly remind ourselves that we have
no military strength, we have no international prestige and influence,
except for'the strengfth of our domestic economy.

In other words, It our domestic e¢onomy is weak, we cannot have
military strength and international prestige and influence over the
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long period, and my ﬁl_ea is to keep our domestic economy strong so
we can have al these things. o

Sengtor Barkrey. You do not think it is weak now, do yout

Mr. MircurLL. Noj but | am afraid it might get weak. )

Senator Barerey. | am sorry that | got in alittle late and missed
a part of your statement. But have you identified any figure by which
you would reduce the Treasury's income by reduction of taxes?

Mr. MITCHELL. My pleais to have the Senate pass the Knutson hill,
4790, in its present form, which is $6,600,000,000.

Senator Bargrey., You think that would strengthen us?

Mr. MITCHELL. | think it will help to, Sir. )

The Cuamrman. It has been indicated to the witness, Senator Bark-
ley, that it might be less, and that would be reluctantly acceptable.

Senator BargrLey. On hispart?

The CHAIRMAN. Yes.

Sendtor Barkrey, All right. ) _

Mr. Mrrenenn, This Smply means that if we recognize the needs
for replenishing our capital_sources, then we must also recognize that
tax reduction of the right kind and in full amount isneeded to main-
tain our strength abroad aswell asat home. ) )

Or, to put it in terms of the budget, if first things come first we
need not spend in 1949 twice as much on public works as was spent
in1947. Nor do we need to embark on new and costly programs, and
certainly wedo not need to spend asmuch on some of the existing pro-
grams Of dubious worth and low priorities when the whole national
Interest is considered.

Here, | refer, gentlemen, to some of the Government bureaus that
were established @s depression-fighting bureaus and are still there.

What was it the fellow said-the nearest thing to immortality on
earth is agovernment bureau §

_ Senator Lucas. | think the National Association of Manufacturers
iscloser to immortality. o i )

Mr. Mirciern, You do not mind if | disagree with you, Senator.

Third, we as a Nation may need to moderate our views on the im-
portance of a large budget surplus for debt reduction ascompared with
tax reduction at the present time. The NAM has been a strong ad-
vocate Of debt reduction, recommending $2,500.000,000 as an annual
minimum for this purpose. The Congress has just gone on record,
in the legidative budget, for setting aside $2,600.000,000 for this pur-

. These are realistic and reasonable positions if we do not go
urther and insist on an additional safety margin in the budget to meet
these goals. At the present time, we Cannot afford to maintain tax
rates that anticipate an extra amount of surplus in the administrative
budget for debt pa]yment at the expense of supplying the econom
with more of the'lifeblood of new capital. We find added strengt
“for thisview in the fact that the marketable debt in the hands of the
public is being reduced at a substantial rate through the application
of the cash surpluses which are being created by other parts of the
Federal fiscal system. )

There may still be other approaches to a solution of the tax prob-
lem. Nothing can be more certain, however, than that there must be
asolution If our national economy Is to grow and become stronger. It
is not a matter of tax reduction versus debt retirement or a strong

12608—48——16



234 REDUCTION OF INDIVIDUAL INCOME TAXES

ilitary. We just won't have deht retirement for.Jong, and we won't
ave tpé econo!mc strengt}h \fo back up a'strong military, urﬁl\% some-

thing drastic is done about present tax laws.

A hundred years ago Karl Marx, in his Communist Manifesto, gave
the graduated income tax second place among the important steps
for destroying the system of free capitalism. Today, the last great

bulwark of free capitalism in the world is undermining its strength
with a tax system ‘that could not have been better conceived in the

Politburo. We shall be inviting al the disaster that Karl Marx in-
tended for us if we make plans for powerful industrial support of a
powerful defense establishment while continuing to employ a tax
system which will bleed our free economy white.

The CriamrMaN. Any questions?

Senator Barkrey. Do you mean that you are opposed to the grad-
uated system of income ’)taxes, or that the National Association of
MWHf?A(‘itTucrﬁrEsLl?pmltKarl Marx said was that the graduated in-
come-tax system once installed keeps getting higher and higher and
higher and sometimes goes on until it finally gets so high it dries up
the sources of capital.

Senator BagrkrLey. It is not the system, then, it is the rate?

Mr. MircHELL. It is the rate.

Senator Barkrey. Of course, Karl Marx said that 100 years ago,
and at the rate of debt reduction you recommend, it would be another
100 years before we pay this debt off.

You have calculated that, | suppose. At 214 billion, it would take
100 years to pay that off.

Mr. MrrereLL. That is right.

Senator Barkrey. And that would discount the possibility of hav-
ing to increase it or go further into debt on account of an emergency

r. MrrcHELL. Yes, Sir.

Senator BarkLey. How long would it take if we had these recur-
ring emergencies to get to the point where the country would have
to repudiate itsdebt because of the impossibility of payment?

Mr. MITCHELL. | have not any idea

Senator BarkLeY. Such a thing might be possible?

Mr. MiToHELL, Ye€S.

Senator BargLEY., And if we do not pay this debt while we have
a lot of money with which to pay it, we cannot do it when we sub-
gide, Or retrace our steps, or go backward in the matter of income in
this country from which most of our revenue must be derived.

It seems'to me it is a short-sighted policy to fix a debt-retirement
rate that will take a whole century to get rid of the debt we have néw.

Mr. Mrroaerr  Senator we are not in disagreement except to this
point: There must be a balance to this thing. If you do not put
enough capital into the system to keep the economy going, what good
is it going to do you to make one payment this year and another
big one next year, and then 2 or 3 years later have to go into deficit
financing{

Senator Barkiey. That is what | fear in regard to your tax-reduc-
ton rome- that is, we are going to have that happen in 2 yeats
if wepr uce tine income go mucg Wg cannot pay any aé)# our debt},/ and
we might have to go into deficit spending.
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I hope we will not, but if an emergency arose, we would have to
increase that debt beyond what. it has been, even beyond what it was
at the end of the war.

Mr. MITCHELL. We feel, Senator, by giving some tax relief, espe-
cialy in the middle and upper brackets, there will be money avail-
able for the creation of new jobs and new capital plant which will
help to sustain this level of economy rather than have the slump you
aretalking about.

Senator Barkrey., Everybody that wants a job in this country has
got one now.

Mr. MircueLL. Thereis no argument about that today.

Senator BARKLEY. You do not have to create an immediate incentive
to get more j obs because anybody can get ajob who wants one now.

I do not know how long it will last. | hope a long time.

Mr. MrrcHers. | do, too. .

Senator BarkLEY, Thereis no way to predict it.

What | am worried about isthe longevity of this debt and the future
generations yet unborn may have to pay it.

Mzr. MITCHELL. We are al worried about it.

Senator BarkiLey. That they are going to have this thing settled
on them, and they will not be in any position to meet an emergency
that might arise in their generation.

Mr, MITCHELL. What | “am trying to say, and | think you are say-
ing, we have got to find some balance between them.

Senator BARKLEY. That isall.

The Cuamarax. Any questions?

Senator Martin. How much do you think we can reduce the debt
without the danger of deflation?

Mr.MITCHELL. We have recommended an annual debt reduction of
214, billion qollars.

Senator Tarr. YOu say "not less than"?

Mr. MircueLL. Not less than.  Probably beyond that.

Senator MarTin. How much could we reduce it without the danger
of deflation?

Mpr. MrroneLL., Of course, if you used all of it to replace bank-held
debt you would have a pretty deflationary influence. If you went

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

far beyond that figure, it might be quite deflationary.

Senator Barkrey. Will you explain the mechanics of that sort of
deflation? | am not committed to paying off the bank part of the
debt before paying off the other people.

A lot of pegple pgyght bonds gnd are holding them who are not
in the banking business, and | do not feel like saying only the banks
ought to be paigd aif it tha debi is to be reduced.

If you paid $5,000,000,000, we will say, to banks, and took yp the
bonds they hold, that monpgy would go into their capital.

Mr. MITCHELL. Come out of their deposits.

Senator Bargrey. HOW iSthat?

Mr. MrrenEeLn, It. would come out of their deposits.

Senator Bargrey. Notnecessarily. It would come oy of the Treas-
ury of the United States to pay off the bonds held },, the banks.

That money would be either owpeq by the banks whep, thev got it
back, or put on deposit in the panks,” How is that Jeflationnrv?

Mr. MITCHELL. Do you mind if | defer that question to Dr. Lutz,

sirf
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Senator BARKLEY. You answered. Seaator Martin's question on it,
and | wondered if.you could not expla’n it. .

My, Mir meLt. You might get me over my head in that financial
situation, ) )

Senator Tarr. We have quite an argument going on between our
Joint Economic Committee and the President s advisers as to how
deflationary, payment of the debt ispad isnot. i

Senator Barkrey. | T you J)ay off somebody holding Government
bonds he has that money and spends t maybe. Presumably invests
it or does something with it. . . ) )

That isnot deflationary. It might beinflationary insofar as prices
are concerned.  If he has more money he would buy what he n needs.
It might be jnflationary, would it not ¢

Senator Tarr. May I suggest— . .

Senator Barsrey. | would like for the witness to answer this ques-
tion, He brought this up. )

Mr. MrrogeLy.: I am gr%gg to defer it to Dr. Lutz.

The Cuamrman. GO and tell us about it, Dr. Lutz.

Mr. Lurz. Mr. Chairman, as Senator Taft says, the situation is
extremely complicated..

Senator Barkrey. As any Senator would say.

Mr. Lorz. Any Senator; pardon me, . .

Suppose we begin with tﬁe kind of situation you apparently, had
in mind, Senator, in Whi ch the Government collects a thousand dollar
from a taxpayer and turns the money over to another individual
bondholder.

That is a transfer of money from the taxpayer to the bondholder.
The taxpayer hasa thousand dollars lessto spend and the bondholder
has a thousand dollars more to spend and there is no over-al change
in aggregate purchasing power of the economy.

It Is neither inflationary nor deflationary” when the Government
debt isredeemed i the hands of the general public. S

Let Us move another step over. ssume the Government is going
to pay Off debt held by the ordinary commercwﬁ bank.

In that case the taxpayer's check goes into the bank through the
Treasury, and the Government picks up the thousand-dollar bond.

The regilt is the bank's assets are decreaseq] §,; the thousand dol-
larsand the bank's deposit liability gecreased by 4310 thousand gdollars.
and the net result of that is thaf tha bank's gwn reserve position |s
somewhat improved, because the reserve which it carries with the
Federal Reserve bank then bears a somewhat higher percentage to
the remaining deposits than it did previously.

That may have deflationary consegquences:

It depends—

The Cramarax. That one threwy a |of of people off as you went
around that curve, Will you @@ through that second step again and
?ﬁfﬂgnst(r ate it, please! The Government NOW takes a bond from

e bank-

Mr. Lurz The bank's total 'assets obviously are diminished because

they have been carrying that as part of Lotal assets.
_The Cramrmaw.!t  has Cash instead/of a bond, The Government
picksup abond and givesit cagh, . .-

i
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Mr. Lurz. But the taxpayer's deposit account, the check which he
-wrote t0 pay the taxes somewhere in the economy, isdiminished by a
thousand dollats. ) .

The Cuamrman. What is the pelation, though, of taking that bond
out of the bank's circulating stream to the credit base of that bank in
relation to Federal reservet S ,

Mr. Lurz The bank's own reserve position is improved, as| tried
to explain amoment ago. ) . .

The Cnamman. You mean it has a better position with cash than
it did with thebond ¢

Mr. Lurz | mean it now has an additional thousand dollars in
reserve account. o ) i

The Cuamrman. It has cash, but did it not have certain credit
enhancing possibilities when ithad the bond§ =

Mr. Lurz. But it did not have the bonds in its own account as
reserve.

Senator Tarr, Lot us get it another way: In the first 3months of this

car, We are going to have a Government surplus of $7,500,000,000.
That means we take $7,500,000,000 away from the taxpayers out of
thedeposits of thebanks.

Mr, Lurz, That is right, _ .

a ]Slenator Tarr. And you thereby reduce bank deposits 714 billion
dollars?

Mr. Loz, Thatisright.

Senator Tarr. That 1s a very deflationary operation.

Now, if you take $7,500,000,000 and pay “off bonds in the hands of
the Federal Reserve banks who hold about 22 billion of them, that is
purely deflationary; isitnot? )

Mr. Loz, | was coming to that asathird step. )

Senator Tarr. In that case you reduce the deposit and you just use
the money up. You put it avay, so to speak, by paying off Federal
Reserve banks. .

Now, however, supposing you pay off bonds in the hands of the
banks.  That puts easl; back into the hands Of the banks and Improves
their reserve position.

Mr. Lurz. That is right.

Senator Tarr, Because before that they had bondsinstead of that?

Mr. Lorz. Right. .

Senator Tarr, Now, then, if they turn around and lend that money
again, 1r,ou completely neutralize the deflationary effect; is that
onvront

Mr. LUTZ. That is true. )

Senator TaFr. 1S not that exactly what happened in the year 1947,
as amatter of fact? Atleast, thatis what the President’s report said,
in effect, we have a suoré)l usfor calendar 1947 of about $5,000,000,000
instead of $7,000,000,000, and on the other hand, bank loans have in-
creased about $85,000,000,000.

Mr. Loz, That is right. o _

Senator Tarr. So-the net effect of that thing is we are right back
where we were when we started.

Mr. Lurz. Of course, Senator, that does not have anything directly
to do with the initial step we are talking about, which is the reduction
of the bank-held debt.
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If the bank is not willing to expand its loans, the results would
be simply this improvement in their own reserve position. They are
in i position to expand loans because of reserve holdings having
increased. . i

Senator Tarr. | agree it does not make much difference as lqnﬁ
aswe maintain the price of Government bonds the banks have, whic
is an unlimited source of new reserves.

Mr. Lorz. That is right.

Senator Tarr. They can sell bonds to the Government, and they
all have about 50 percent of assets in bonds, and the Government has
to buy as long as we maintain the price of Government bonds.

So, | suppose you are right, the reserve thing is no longer a check
on bank loans, o

Mr. Lurz. That is right. _

Senator Barkrey. You look at every bank statement in the country
published in the papers, and they give enormous amounts of Govern-
ment bonds they hold.

I am not talking about the Federal Reserve banks.

Every bank in thiscountry in itsstatement gives a certain amount-
000,000; $20,000,000; in some cases billions, these large banks.
"I'hat is their individual property in their vaults.

They do not loan that. That is a static amount they have there.
So that does not create any inflation because they cannot loan those
bonds, and they cannot do anything but hold them' in the vaults or sdll

$5

them.
So Ion%as they hold the bonds and do not cash them, they do not
increase their deposits or amount of money available for loans.

After dl, even where they have bought the bonds, it represents a
lot of other people's money 'in deposits, and it is aliability to their
depositors although carried as an asset of the bank.

If they cash those bonds and get the money for them, they have
that much more money available to loan tothe le)ub|_l_(_), and that would
be inflationary rather than deflationary; would it not$

Mr. Lyrz. That isright. Just what'l have been saying.

When the Government redeems a bond held by the bank, the bank
then has that much more in the reserve gegourt apd is in position to
go out and expand loans up to the legal perceritage limitation against
their reserve. )

Senator Barg ._O.he reason the banks have invested so much
money in these bonds isthe amount of loans compared to their deposits
1R some cases have been infinitesimal and they had to invest it in some-
thing that would bring return. _

M%,Lm, The bank acquisition of bondstook place during the war,
Senator.

Senator Barkrey., | know, but if U.’l% had demands from people
generally, or industries, they would not have invested all that money
in bonds.

Mr, Lorz. | an not sure they could have avoided that during the
war.

Senator Bagrrrey, They would have acertain amount, but the con-
stant complaint we hear for several years is that-banks did not have
demand enough for loansin their papticular communities to carry on a
banking business in the ordinary sense of making money out of interest
on loansthey made.
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Mr. Lurz, That isright. o

Semator Barkrey. Now, that situation, of course, was accentuated
during the war because t i |k&nks were patriotic as well as individuals
and wanted to help the Government finance the war.

Butitisalso to be remembered that all these people who hold bonds,
whether individuals or banks, hold a promise and obligation of the
Government of the United Statesto pay that bond, and I cannot, mﬁ-
sdlf, reconcile my theories to the beliéf that the Government ought
to take advantage, or at least be evasive, on an obligation it has made
to the people or the banks or anybody else, by postponing forever

lequate payment on those combined obligations, and retire this debt
within a reasonable length of time. Not too fast, but certainly |
do not want to pass it on to ti | ehildren who are going to be born
looiears from now in 2048, if | can hel,yit.

The Cram an, Senator Taft? .

Senator Tarr, Mr. Mitchell, | wanted to ask you another question.

Your whole thesis is based on the assumption the only way to get
capital, jsfrom t. lupper-income group?

MrreneLn, Venture cnpitaﬁ

Senator Tarr. Equity capital, yes. ) .

gne[-e are two other things I' wonder if your committee have
Xl lored first place, to what extent is a low capital-gains tax a sub-

dtitute for incentive for investment to arate decrease?

In other words, assuming the rates on higher income are not re-
duced or cannot, or whatever it may be, what other methods of pro-
viding incentive capital have you’explored! _

One | just suggested was a¥ower capital-gains rate which | should
think might be some incentive. )

Mr. MITCHELL. It is some incentive. .

Senator Tarr, At least people can build yp their gapital. Th
cannot get much income from'it, but they can build yy, their capit
under those circumstances.

Mr. MITCHELL, That is perfectly true. )

Senator Tarr. And spend capital if they wish instead of income.

Mr. Mrrouerr. That is right. . o

Senator Ta 1, Have you explored in any way the possibility of
stimulating Savings among the lower income groups in song way
that woulé get that money invested in equities insteaqd gf in bonds

Mr. MITCHELL. | have 'sone question, Senator, in jpy own min
asto how much of ¢),e income of the lower group shou\a' be invested
in equities.

I consider common stock of American Telephone and Telegraph as
equity, and prabably an investment, not a speculgation. )

Sengtor 1‘1,-). | ‘once jpireduced a bill to set yy some kind of Goy.
ernment iNSurance like FHA. an investment company which would
gather together small savings, and might, through Government, insur-
ance of 5o percent, perhaps, of equity, stimulate the gathering of
savings together from the smaller-income people. Because just purely
as akind of realistic approach, | do not see the day when you are
going to put back large fortunes again and have a lot of angels

starting small companies.
Mr. neLn. NO.
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Senator Tarr, That is your advocated theory, and even at 50 per.
cent-

Mr. Mrronerr., There have to be a lot more of smaller angels;

Senator Tapr. | wondered if, while you were studying these things.
whether you might study alternatives for alower rate.

The Cuamrman. Dr. Lutz, you demonstrated what happens when
the Government buys abond from the citizen, and what happens when
the Government takes abroad out of the bank's portfolio.

What happens now when it takes it from the Federal Reserve?

Mr. Lurz. That is the most deflationary procedure of all, Senpator.

The redemption of bonds held by the Federal Reserve banks, by
the use of taxpayers money, means without any further step in the
process, the reserve banks make the checks that are drawn against
the balances of the member banks which are carried as a reserve with
the Federal Reserve Bank, and you get the sane leverage in com-
pressing the available volume of credit reserves that you get when
the Federal Reserve bank makes available more money for the ex«
pansion of bank deposits.

| would say, depending on the reserve percentage—as I remember
it now something up to 22 percent—it would mean in the central
reserve cities a contraction of something like 5 to 1 leverage downward
in compression of credit.

The Cuamman, Is it not the announced policy of the Treasury to
retire the debt by taking bonds from the Federal Reserve?

Mr. Lgrz, Senator, | cannot answer that question directly, but it
seems to me thiswhole matter of debt management is something that
must be flexible, It would depend éntirely upon the general business.

The CuamrmMan. | understand. | am driving to the single point of
what isthe Treasury's policy.

Mr. Lorz. | cannot answer that.
ment you reduce that reserve and thereby tighten up on the banks,
the banks immediately ﬁroceed to sell theiy Government bonds and
the reserve hasto puy them under present Treasury policy. So you
cannot reduce the amount of bonds held by the Federal Reserve bank
as long as there isany desire on the part of the banks to lend money
-onl them,

Mr. Lurz. That isright. As long as you have a large pool of nego-
tiable paper, as there is, you cannot prevent that transfer in either
direction.

Senator Tapr, We propose to start hearings on the whole question
-of bank reserves and this business of maintaining Government bonds
at par, keeping the rate of interest down, in April. So | hope you
wi IF come back and testify before us,

Senator ConNatLy. Mr. Chairman$

The Cuamuan, Senator Connally.,

Senator Connarry, As | understand your testimony, you have
stressed the desirability of getting more capital and increasing plants
and so forth. s that correcti

Mr. Mrroners, YE€S, sir,

Senator ConnaLLy, We had some testimony here the other day as
to the percentage of increase in 1047, Do you know what that vash

Mr. Mrronrerr, No, | imagineit was sizable.
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Senator ConnarLy. As1 recal it now, it was 54 percent over the

previous year. | have not looked at the hearings since.
That ispretty satisfactory progress, is it not?
Mr. MircaerLn  Yes. It is not that we are arguing about, Senator.

Could | give you an example from my own business? | know
that perhaps better than any other business.

Senator Connarry. All right.

Mr. MrrcrELL, Here is a company that has grown. It is a little
compan if ou think of the big giants; it is a large company if you
thin o litt e individual businesses.

It did about $20,000,000 worth of business a year before the war.

In 1947, which is really the first full postwar year after reconver-
sion, it did $95,000,000 worth of business.

Senator ConnNarLy. That is pretty good, over $20,000,000 before the
war.

Mr. MITCHELL. Very good. We have no complaints.

Senator Connarry. Nearly five times.

Mr. MITCHELL. That is right.

We have outstanding 1,000,000 shares of common stock, and 100,000
shares of preferred. It gives us about $30,000,000 of working capital.

In our industry, it is historically a 2-for-1 industry.

That means it takes about a dollar’s worth of capital to make $2
worth of sales.

So, we could not swing $95,000,000 worth of business with $30,000,000
worth of capital.

What we should have done, sir, if equity capital had been available,
is to go into the market and sell more common stock to broaden our
base so we can have enough capital to swing $95,000,000.

Another thing we could have done isrefused to grow, | suppose, and
keep it where it was.

What we did was what most other companies did. We went to the
bank and borrowed $14,000,000, which gives us about $44,000,000 of
working capital, and by turning it a little oftener than usual, we were
able to swing $95,000,000 worth of business.

Aslqn_g as we can borrow bank money at 2 percent, which we are
doing, and as long as we do not go any further, we are all right.

But those bank loans come due in 5 years. And supposing that we
do not get a chance in the equity market to get any more capital in
below at the base of that situation. Suppose equity does not become
available. When the time comes, after this 5 years, the bank is going
to want its $14,000,000.

If we have not made profits enough to pay it off, the bank is going to
own our business. That is not going to ]mppen- because we are going
to find someway to sell long-term debentures to insurance companies,
or something else, but the point is, it is conceivable bank credit could

Ary v

rft il; doing that rapidly now. It is getting harder and harder to
borrow from banks and harder to sell debentures to insurance com-
panies and there will come a time when only blue-chip companies
can sell them to insurance companies at fair rates.

What we need to do is get more in the business.

Senator ConnarrLy., What did you do with the profits you made on
the $95,ooo%ooa Did you put tﬁ/em back into th% busi néss or spend

them?
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Mr. MITCHELL. | will wren you exactly what we did. We made
$2,500,000 after taxes, whieh is about 2 percent on our sales, alittle
better than § percent on our capital, not enough money, not enough
percentage. lf. is unhealthy. We could not keep business eventually
on a basis of 214 percent on sales and 5 percent on capital. It is not
enough.

We are going to try to better that by increasing our own efficiency.

Senator ConnaLry. You did not tell me what you did with your

rofits.
P Mr. MITCHELL. There is alittle rulein the Internal Revenue Code,
called section 102, that you have got to pay out 70 percent, of that
money in dividends or explain why you did not, and we paid out
72 percent of that $2,500,000 in dividends, and the rest of it, which
is about $700,000,, we added to surplus.

And at $700,000, it is going to take a lot of time to get that $14-
000,000 if that isall we are going to put back in the business.

Senator Grenee. That will be about as sow as paying off the
national debt, will it not?

You do not contend, Mr. Mitchell, there is very much venture capital
in thistax measure? ) )

bi @H MITEHELL. No, sir, there is not very much, but every little

!Elt'(‘)i‘lp. You understand that 71 percent of this money, as

I recall, from the table, 71.62 percent goes to individuals who have
an annual wage of $5,000 or less.

Mr. MITCHELL. Yes, gir.

Senator Lucas. There is not very much venture capital in that
group.

Mr. MITCHELL. Not much; no, sir,

Senator Lucas. Very little in the balance of it, the way it is dis-
tributed here.

Mr. MITCHELL. Yes.

Senator Livoas. What you hope is when this tax measure is adopted,
perhaps next year, you can get a better onet

Mr. MITCHELL. | hope in this measure you gentlemen will leave
as much verture capital as you caq.

Senator Lucas. Under the Knutson bill, on a yearly basis, it would
cost 6.5 billion dollars for the fisca year 1949, and 7.1 billion if it
were made retroactive to January 1, 1948.

Mr. MITCHELL. Yes.

Senator Lpoas. Do you favor the retroactive provision §

Mr. MITCHELL. With the $7,'500,'000,900 and the $2,500,000,000 on
debt, and our figure of $10,000,000,000, of difference between income
and outgo, yes, %think wa yould be in favor definitely of going back
to January 1, 1948.

Senator Lucas. You would like to see the bill passed in the present
form without any reductionf i ) ) )

Mr. MITCHELL. Yes, sir. Community property is going to help in
this venture c;api,tal thing some, Senator.

Senator Luogas, | think that is the only thing'in it that will help.
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Mr. MITCHELL. Any material amount, because the percentage re-
ductions in the top bracket are not going to be so great.

Senator Hawxkes. Mr. Chairman, | would like to say this: | think
| understand what Mr. Mitchell is talking about in connection with
the payment of the debt and the reduction of taxes.

A great many people in the United States failed to appreciate the
only difference between the United Statesand the communistic, social-
istic world isthe fact that we have presesved initiativein this country.

A lot of people do not like to hear this, but | think what you mean
is that you would like to pay the debt off at a rate that is something
we have some right to hope we can keep up with, instead of making
a great, tremendous payment for 2 or 3 years and then find out we
have crushed initiative that keeps American machinery going, that
produces the money from which we get the taxes to pay the debt.
.I would rather keep faith with the American people and pay the debt
off consistently, year after year after year, and let them know we are
going to keep faith with them, let them know their representatives
have enough intelligence to know we have got to stop waste in the
Government, and have got to live within our income, and not crush
initiative.

Because, when you crush initiative, | give you my guaranty you
will not pay the debt. You will default. We will be just the same
kind of Nation we are trying to help all over the world now.

Is that your viewpoint

Mr. MITCHELL, Exactly.

Senator Hawkges. | wanted to emphasize that because that is my
viewpoint. .

The Cramman. Thank you, Mr. Mitchell.

Mr, MITCHELL., Thank you.

The CrAIRMAN. Our next witness is Mr, Miller.

Mr. Miller, will you give your full name and residence and occu-
pation, and be seated and go ahead with your statement.

STATEMENT QF WALTER P. MILLER, JR.,REPRESENTING NATIONAL
PAPER BOX MANUFACTURERS ASSOCIATION, PHILADEPHIA, PA.

Mr. MILLER. Mr, Chairman and gentlemen:

My name is Walter P. Miller, Jr,, and | speak to you as chairman
of the Government-relations committee of the National Paper Box
Manufacturers Association. | am a past president of that organiza-
tion and | am engaged in the set-up paper-box business in Philadel-
phia, ag my father was before me.

Present aso jsMr, V. Clement Moore, tax consultant of the National
Association, whe Will attempt to answer any questions you might
have concerning our testimony.

| wish to express my sincere appreciation of this opportunity to
appear before you and to add my word of thanks for the services you
are rendering to your constituents in these difficult days.

| agree mostly with what Mr. Mitchell has said, but | want to
speak alittle more about the little angels he mentioned a while ago, and
it ismy duty and privilege to represent an industry which is a rather
special segment of American industry for several reasons.
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First, it is, in general, small business. Thereare approximately 1,100
separate manufacturing establishments in the country with total sales
of about 300,000,000 or an average per unit of 272,000.

Second, it ismostly local business, since set-up paper boxes, perhaps
most familiar to you as the candy box, although there are many other
types, are too bulky to beshipped very far economically.

Third, because of the number of manufacturing units it is highly
competitive, and | would liketo say already there is abuyer's market
in our industry.

Fourth, because of the flexibility and adaptability of our product,
it affords many opportunities for ingenuity and individual enterprise.

For these and other reasons | say very proudly that this industry
exemplifies the American way of life. And, furthermore, our services
are essential to many other industries, for no matter what they make
or how good it isunlessit can be packed, stored, and shipped, it cannot
be distributed or used.

I recognize that you are considering only personal income taxes
at this time and that testimony is limited to the provisions of the
Knutson bill. | would, of course, appreciate an opportunity of talking
with you at a later date on the subject of a general revision of taxes,
but your present deliberations are important to us for ¢ number of
reasons.

As | have said, our manufacturing units are generally small and
of the 1,100 operating in the country, approximately one-third are
individual proprietorship or partnerships and the balance amost
without exception are small, closely held, or family corporations.

For the partnership and individual owners the impact of individua
income taxes is obvious and in regard to the balance | would point
out that being small and local they have no access to general capital
markets and additional equity capital must come from the owners
or those closely associated with them. The persona income taxes
of these individuals, as presently assessed, preclude the possibility of
their putting more money into their businesses.

Thelack of such additional capital isavery real and present danger
to our industry. Qur equipment was operated without respite dur-
ing the war and depreciation rates have not been adequate. Today
new’ machinery is becoming available and new processes and materias
arebeing developed. Weestimate that 5,000,000 eryear in additional
equity capital—and | do not mean bPnk loans which are apt to come
up and kick you in the teeth when times are worse-is needed to
revitalize our essential services to the community and to provide our
share of the jobsneeded to make America strong.

This money is not presently available and 1t can come from only
one source-the savings of the individuals concerned. | would like
to emphasize that the individuals of whom | speak-the proprietors,
partners, and family owners of these businesses—are in what. are

nown as the middle-income groups.., Qur surveys of the industry
show that withdrawals of principals in the industry average from
$8 000 to $10,000 per year.

Therefore, gentlemen, we need your help. | do not feel that the
provisions oft e Knutson bill are adequate to provide the capital for-
mation needed in small industry. But because it represents the limit
of practical possibility of tax redugtion in this current year | would
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like to go onrecord for the National Paper Box Manufacturers Asso-
ciation as giving it unquaified endorsement.

For the record, therefore, we would specifically approve the follow-
ing provisions of H. R. 4790 ) )

ion 101 covering the reduction in norma and surtax rates
thereon.

Section 201, which provides an increase in exemptions from $500
to $600 for each person, and an additional $600 for taxpayers over
65 years of age.

Section 301 providing for the splitting of incomes of husband and
wife, because of the inequity which now exists due to this privilege
having already been granted to States with community laws. Wefeel
thiswould be particularly helpful in the income-tax brackets of which
we speak.

Naturally, also we approve the remaining sections of the proposed
act which are pursuant to the above provisions.

In conclusion, | would like to say that | an aware of considerable
pressure on you to reduce the tax savings contained in the present
provisions of the bill. If this is necessary, and I hope it is not, |
would like to make a special plea for those savings, particularly
in the middle-income brackets, from which capital formation for
small business must come.

| shall not go into the necessities of national expenditures but if
the proposed reduction in tax savings of the Knutson bill is based
on national security | would submit to you that there is no more im-
portant factor in national security than the fortification of the jobs
and facilities of small business. For that purpose the tax savings of
the Knutson bill in the middle-income groups is essential.

The CriamryanN. Any questions?

Senator Hawkges. Mr. Chairman, | would like to say that was a
very clear statement and a very excellent statement.

‘The Cuamraran. Thank you very much, indeed. We apprecinte
your testimony.

Mr. MILLER. Thank you.

The CuairaaN., Our next witness is Mr. Magill.

STATEMENT OF ROSWELL MAGILL, WESTPORT, CONN.

Mr. MagrLn. My name is Roswell Magill. My home is Westport,
Conn.

I am a member of the New York City law firm of Cravath, Swaine,
& Moore, and | appear here at the request of the chairman.

Senator CoNNALLY. Areyou representing any specia organization{

Mr. Maa L. No, sir; | am not.

Thoughtful citizens generally ask two questions about Federal tax
reduction.

First: Can the Federal budget stand it{

Second: Would tax reduction be a good thing for the country?

T e first question, stated more specifically is: What are Federal
expenditures and surpluses for fiscal 1948 and 1949 likely to bhet

The second question involves two subsidiary points. Would it be
better ¢ use any surplus to reduce the debt, or use it, at least in part,
to reduce taxesi What will be the effect of tax reduction on the
economy, on the production of goods, on inflation or on deflation{
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All these questions are hard to answer. To answer them requires
the exercise of good judgment applied to a lot of statistical data
and to such intangibles as men's incentives to work and to produge.
Reasonable men can certainly arrive at different conclusions. More-
over, the very difficulty and complexity of fiscal problems makes it
easy for ignorant or unscrupulous men to confuse the issue with slo-
gans and false statements and special pleading. A Presidential elec-
tion year is not the ideal time for dispassionate analysis of any gov.
ernmental or political question. The best | can do is to state as
simply as | can the facts on which my own conclusions are based..

1. The Treasury's latest estimates of budgetary receipts and ex-
penditures show an anticipated surplus of 7.5 billion dollars for 1948
and 4.8 billion dollars for 1949, or 12.3 billion dollars for the 2 years.
The Treasury has erred on the side of understatement of the surplus
for years. Hence, it is not surprisi nﬁ that the staff of the joint com-
nittee estimates the surplus at 8.8 billion dollars for 1948 and 7.6 bil-
lion dollars for 1949, or 16.4 billion dollars for the 2 years. Neither of
these estimates take any account of possible reduceions in the budgeted
expenditures. Both sets of estimated expenditures include bi ions
for European relief. Hence, on the face of the record the great excess
of tax receipts over expenditures will permit a reasonable amount both
of tax reduction an¢ of debt reduction.  Indeed, the estimated swplu:
approximates total Federal expenditures during the thirties. If ex-
penditures are reduced, as Congress has resolved and as certainly
should be done, the case for tax reduction becomes even stronger.

In calculating revenue losses from tax-rate reductions, the usua
process is to figure that revenues will decrease proportionately with
the decree in rates. This practice overlooks the fact that tax rates,
like other things, are subject to the economic law of diminishing
return.

When rates arelowered, the general tendency isfor revenues to drop
less than proportionately and, jp our past history, increases in revenue
have followed tax reduction. For one practical reasqn, people do not
wrestle quite so hard to find the last dollar of ]nwfuf]) deductions.
Evasion is less tempting. Collection becomes easier, less costly.

The CHAIRMAN. lLIr. grfngill, when the reduction of taxes Las been
coincident with rising revenues, has that not always been in a rising
ecqnomy . Of
- Maam. Yes. sir, conrde. the example of what | am speak-

he Crairaan. SO that is impossible to give that as a complete
answer

Mr. Maonn. Right.

The CramrMAN. It undoubtedly has some effect, but | de not think.
you can say all of theincrease in revenue is due to the fact of tax ye-
duction..

My, MaaiLn, That isright. | would think the first statement | gave
here is the safer one to rely on; namely, that in estimating reveaues
from a decrease in'taxesyou can not besure that revenues will go down
proportionately to the decrease.

Senator CoNNALLY. You do not meal to contend that, the increase
in revenues after tax reduction was solely attributalfle to that¥

Mr. Maarry.. NO. ¢
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Senator ConnawLLy, It was just afactor, and it might hove been still
greater if jtthad net been for the tax reduction ?

Mr. Maomn, It isquite possible.

What makes this whole fiscal area so diflicult to discuss is that there
are SO many factors that enter intQ all computations. )

The Cuammax, |1 you take jttag correct that the reduction of taxes
lot's give incentive, then some par of the increased revenue would be
attributable to it, but | take it the difficulty is to describe the exact
part.

Senator Mawkes. | want to sy, and | think Mr, Magill will agree,
just as it ig true that the power to tax, if carried to excess, isthe power
to destroy, it js true if taxation is regulated to keep initiative and
stimulate eople to go into ,usiness and do things and rhate more
noney nnd nnk(; more goods for the people, your revenue from taxa-
tion on a lower hussg camrvery eg .\ . i ppane i are too

Mr. Maginu, Yes, siy, That issubstantially what I an trying to
suy here, and L think substantially the case for thisbill,

Senator Hawkes, | agree witl, you very emphatically.

Mr. MaciLe, Thus, | fed that the estimates Of revenue 10oss involved
in H..R. 4790 probubly are on the high side.

2. Ts tax reduction wise? In my judgment it is, for ¢ number of
reasons. In the firs place, al of us would ngree that economienl

overnment, like qn economical family budget, js hard to achieve, in
ﬁm presence of billions of dollars of surplus receipts. We ought tq
strive in every Way We can to bring the cost of government dow to o
figure we can afford in l€ss pros jerous times tha.. these. A1 impor-
tant way to stimulate a cUlt in til eost of government isto givetil
CGover nnent less to spend.

Second, individual tax ratesaretoo high and exemptions are meager.
The individual taxpayel has had dmos no relief from the tough
tax vates Of the war. “Qur countty and the world needs all ti | pro-
duction we ¢an get, One way to get production is to give the worker
and the foreman and the business manager the fruits of his labor-
not to take gway from him two-thirds or half or one-third of very
additional dolla; he earns by working harder and taking on more
regponsibilities.
~ Maf), analysts have observed the diminishing flow of risk capital
INto husiness, Great, corporations fire forced tg finance themselves out
of earnings, and t i | small corporation Or ti I new venture has ne chance
10 get new money i0 the market. "I'he basic reason isthat those citizens
who normally provide risk capital, out of their savings have savings
o small after taxes that they invest, if a al, in Governmeont o1 gilt-
edge bonds. To keel) gur enterprise system healthy, there must be
a steady flow of new risk capital into jt, Taxes must be reduced to
make that flow possible. .

Senator Lucas. ngh_t on that point | have aquestion.

Mr. MaoiLn, Yes, .ir.. )

Seantor Lucas. You state that small corporations have no chance
to gét money in the market.

antor Hawxkes, Will the Senator speak louder, please, so we ean

hear you over heret
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Senator Lucas. | was directing my remark to the statement made by
Mr. Magill: “I'he small corporation or the new venture has no chance
to get Nnew money in the market."

o you have any figures to show what new businesses have come on
the horizon during the last couple of years?

Mr. Maartn, | sorry 1 have not, and my statement is based
primarily on my own observation..

As we are all aware, the amount of new flotations, particularly of
risk securities, on the market, hasgone down very seriously.

I believe the figures, which I supp: sed were introduced before this
committee, show that the total amount of eguity investment in all
American corporat ions was about $1,000,000,000 last year out of about
$26,000,000,000 that was invested jn such companies in one way or
another.

And certainly so far as one's observatiQn, goes it is impossible for a
small or new business, which is not known to the customers, to raise
money on the market in risk securities.

Senator Lwoas, Is the margin required on the stock exchange a
factor having to do with that?

Mr. Maaint, | do not know, Senator Lucas. | am not an expert on
that. | should doubt it. 1 would not think it would. In talking about
small business, 1 am talking about the $5,000,000 enterprise or smaller.

Senator Lucas. | understand.

1t strikes me it would be enlightenmg to the committee to know, in
view of the statements made before (he committee, 1 think, about the
failure of these new ventures because of the lack of noney to know
exactly how many have gone into business in 1946 and 1947.

That might not tell yg anything from the Standpoint of the future
which you folks are mostly arguing about.

94Mr- [aarnr, Both of us would like to see what happened in 1947 or
194..

‘Th. only source | can think of would be either the Secretary of Com-
merce OF possibly Mr. Sehram of the New' York Stock Iixchange, if he
is appearing.

Senator Lucas, We can get the figures.

Senator Hawkgs. Mr. Chairman, | quite agree with what the Sena-
tor from lllinois has said.

| do not think you mean they have no chance. They have alimited
chance and an unsatisfactofy chance.

In other words, itisnot tf{o kind of an opportunity that encourages
them to go on.

I would think you woul d like to change that word "No," because |
think your statement issplendid but| think "No" isalittletoo strong.

Mr. Maomy., You may beright. Actually, what | am thinking of
are thecases | have had.

As | said, | am alawyer, and do not deal with the exchange. The
cases | am thinking of are cases of individuals who have a twg, ot
three, or five million dollar business and who are getting along in their
sixties or seventies, gnd their entire fortunes gpg Wrapped yp in their
business.

They see they cannot pay their estate taxes when they die without
the executor's selling out some of this stock. They come to me with
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the question: “What can we do to put ourselves in aposition to pay our
estete taves when we die?” )

"The fivst. tgﬂk you think of isto recapitalize the business, market
YN TIYIR TN A d 3

Then | have actually approached various investment banking firms
in ll) cularuinstances of the sort | wm describing, and they have
gaid that there is just no market for that kind of security because
no ono ever heard of thisboltland nut company that | described.

They say they just could not sell. the stocl?.

They coulc sell their debentures or bonds probably, and probably
they could sdl preferred, if a sufliciently high rate were fixed, but
not t i I common stock.

Senator L.ucas. When | think of these problems, | always go back
to th. peak period of 1920 when we had 1 low rate of ta.cation in this
country, an  vet we had thousands upon thousands of business failures
during that hi gh period of prosperity, so-called.

Yet, if | read the records covveetly, during 1946 and 1947, our
business fuilures have been very few, wnd new businesses have come
on ti Iscene during these 2years.

| cannot predict what the future is going to hol¢ for us, but | deo
not el too excited about some of these statements that are constantly
being made here. ] _ _

r. Maomn, | think | would certainly agree with the first half of
your statement that we are enjoying n tvery high degree of prosperity
and business failures are few.

_ As to the second {)art, the ability of the small enterprise to finance
itself these days, I, like you, would like to see some figures on it.

The only figures | have seen are with respect t0 investment in_
i:or orate enterprise as a whole and not broken down as to big and
ittle,

Senator Lucas. There will always be that problem regardless of
what kind of a tax structure you have.

There will always be somebody imtrouble and seeking son.. way
to find capital to go into business or to maintain themselves and keep
from going into bankruptcy.

That has been the history of the countr_Y throughout.

When | think what appened im1929, tile peak year of prosperity.
so 10 speak, before tile war eame on, and realize thére were something,
like 15,000 business failures at that tine, | eannot get very much ex--
cited about the present conditio.

~Yet. mg?/be I wni not looking far enough ahead with respect to this
risk capital. _

Mr, Maqirs. | am sure _}:Iou are Iookln(Tzl far enough ahead.

1 heard :udiscussion of that the other day by an economist.

T’—Jewound up with the agreeable conclusion that many of the factors
which yere responsible for the 1929 situation are not present today;
there is not the same speculative interest, for instance, in the stock
market today that there wast hen. )

Senator Liwcas. That is a pretty good thing.

Mr. Maairs, | hope e is right. _

Consequently; his theory is that we will not have a bust tomorrow
agwe h:ﬁ back then.

72605-—48—-17
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The Cuamatan. Mr. Magill, | would like to say that just the other
day | was reading areview which showed in 1947 we had an extraordi-
nary increase in bankruptcies over 1946,

| would appreciate it. Mr. Stam, if you would get that in the record.

Senator Lucas, | think that is important. | would like to see it,
and aso would like the information with respect to new business of
different kinds,

The Cuairman. It was very surprising to me, but it showed a very,
very heavy, increase in bankruptcies in 1947 over 1946.

It was in Dun’s | think, last review.

Mr. Stan. We will get that.

The Ciramaran. Will you put itin the record, please?

Mr. StaMm. Yes, sir.

(Theinformation referred to follows:)

TanrL L—Industriall and business failures
I T total of liabilities
Number of failures (in millions of dollars)

1048 946 1igy il 1915 1946 19477
on o 202 % a 4.4 15.2
66 92 238 1.8 3.0 13.0
85 86 254 3.9 4.4 15,3
90 81 277 10 3.8 16,

) 72 92 378 22 37 173
JUR i 61 69 243 3.2 3.0 19.0
July; 72 74 299 3.7 3.4 A
August . 287 12 38 14.9

oplgnber. . 64 96 292 L7 4.9 10.0
QOctober 123 .336 3.1 6.4 213
I 104 313 13 12,5 16.3
141 317 18 17.1 25

. 1,130 3,476 30.0 70.4 210

912 g9 26 59 184

Source: Dun & Bradstreet figures as reported In the Survey of Current Business.

Tasre 11—Monthly data of industrial and businesss failures iy 1946 and 1917
expressed as a percentageof the same month in 1945

Grand _total of liabilities ¢y

Number of failures millions of dollars)
1945 MO6 1047 1045 1946 1947
Percent Percent Percent.  Percent  Percent
) 100 2418 1000 75 25
139 361 100 187 813
100 101 299 100 113 392
100 ] 308 100 3% 1,610
100 128 525 1000 168 7
100 113 164 1000 o 5044
100 103 415 100) 92 - 1,003
----- 100 - - - -%-04- 4;13 100 317 1242
. 100 50 1585 100) 2895 >
..... ... 1088 442 mﬁ 207 687
109 173 422 100 62 1,254
8505 100 250 1417

Monthly average .. 100 140 429 100 227 084
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Tante 1II.—-Number of firmssin operationand percentchange, by major industry
groups, sclectedidates 1941-47

Number of firms (thousands)! Percent change
group = —— . iD .
Se tem. ¢ oem- (em- tem-
3 Deem I)M-m-'l)wﬁi Decemm: yor 1641 her 1993 her 1045~ 157 1016
L b 106Than 1048 hos ber |1 em.., Decem.  Desemney. Decem-
1041 1477 1o 10493 hor 1047 bor 10465 hor 1047

All industries..... 3398.0 2,8356 3,224.1 3,657.8 38714 -166 4365 +135 +5.8

é.ﬂnhugand quarrying.. 234 26.0 26.3 27.8 28 +11.1 +9.6 +57 +32.5
ontract construction.. 2438 1471  159.22 6.4 26,22 -397  +pt.6 +30.2 +16.2
Manfactiing. .ot~ 2258 2976 mze e il 3242 +8 1424 ez Ge3
T....sportation, com-
munieation, and other

N
N,

ol
Ny

ublic utflifics. ... 200.2 1879 2061 223 200 102 424 479 3.5
Wholesale trad - ., M6.2 ﬂtf.g 432 wws.s IBL6 -20 45,3 1797 17.6
Rclglltmexl Unem8 13180 1,190 16043 L3834 187 +3?3 +134 453

realestate. . .. 1 70. . 297.8 . -0 +123 +4.1 .8
S et o ars Y% &4 med 86 W 27 &S

| Because Of rounding, totals do ot ne  s<aritv €quUa qym Of components.
SEstimat( .

gource: U, 8, Department of ¢ ree, Office Of Bast 2 .

The Cuamartan, Will you Proceed, Mr. Magill, )

Mr. Maany, Inflation will not be notably aided by tax reduction,
for the reason just. given.  If money iSsaved and invested, inflationary
pressures are! not, increased. A egreat part of the money left in indi-
viduals pockets through tax reduction would be saved. Moreover,
inflationary pressure isnot lessened by the fact that it is the Govern-
menViwhich is spending money for goods rather than individuals. A
bi%Govemment budget isno cure for inflation. _ o

eduction of the debt is certainly desirable. It is possible in these
years both to reduce the debt and to reduce taxes. Both should be
done. Playing down the debt will not increase anyone's incentives;
tax reduction almost certainly will. Reducing the debt does remove
some of the inflationary potential, and so isdesirable. The studies |
have seen come to the conclusion that debt reduction does not and
should not prevent tax reduction.

Estimates of revenue very far in advance are trickﬁ.

War-deferred demands and overseas requirements have maintained
business volume at record figures since the war and the revenue esti-
mates are based upon a continuance of active business and high employ-
ment, Recently there have been some symptoms of readjustment.
None of us wants asevere downward spiral or a depression.  \Ve can.
help prevent. this by easing up on the tax discouragements and the
drainof funds to thetax collector. ) .

Should inflationary excesses again threaten disturbance, we will, be
better off productionwise With aless onerous tax structure. At the
sametime, under these conditions revenues will be swollen and, with
wige restraint on' Government expenditures, the surplus for debt.
retirement can be automatically increased.

Senator Hawxes. Mr, Chairman

The Crirairaan, Senator Hawkes.

Senator Hawxes, Mr. Magill, there isno better cure on the face of
the earth for inflation than production, istheref

Mr. Maorr. That iscertainly my belief.
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Senator Hawkes, It ought to be anybody's belief.

If there is @ supplus of automobiles and the dealers warehouses all
over the United States are full, what happens to pricesi What has
been the history of the world? ) .

. It is so clear that if you encourage production by not destroying
initiative, you are stopping inflation and getting back where” you
belong, |. cannot see how anybody can fail tounderstand it.

Mr. Maair, | believe that istrue; yes, sir. )

For these reasons, | favor the enactment at this time of a bill
reducm% individual income taxes substantially. In my judgment,
such a hill should certainly contain provisions to put taxpayers in
the noncommunity property States on an equal footing for Federal
tax purposes with taxpayers in the community States.

It should contain an increase in personal exemptions.

It should contain some revision of the rates. )

The exact amounts of these revisions will have to be determined, of
course, by the Con;éresg in the light of thewhole budgetary situation.

As it appears today, tax reduction of 4 to 6 billion dollarsis possible.
Inmy jud?ment, areduction in individual income taxes of this amount,
along thelines | have outlined, would be enormously beneficial to the
economg., ) )

The Cuamaran, Thank you very munch, Mr. Magill. We appreciate
very much your appeasanie. . o )

enator Lucas. 1 would like to ask one question which isoutside of
the contents of the bill which we are discussing. During the last
year anumber of people in my State have discussed with me the tax
that is now being made upon family partnerships by the Federal
Treasury. Last year we had an amendment offered in the tax bill
which was considered, but have you had any experience with that in
the last year? )

Mr. Magid | have had alittle, Senator, but not much. 1t would
be my hope, and it has been discussed a great deal, that if what |
will call the community-property amendment is passed, to enable
married taxpayers in the noncommunity States to split income for
the computation of the tax as can now be done in the community
States, T would hope that if that were done the family partnership
problem would largely disappear. It would not entirély disappear.

Senator Lyoas. It would not entirely disappear, but it would have
a tremendaus effect. o
_Mr. Maam. It would have a beneficial effect. The Treasury has
litigated cases in which the family partnership consisted not Mmerely
of a man and his wife, but some of his children, and of course, tha
kind of a case would not necessarily be afected by the amendment
contained, for instance, in the bill. _

Senator Lyoas. It scems as if they have gone prefly fapwith sone
of therulings.

Mr. MaanLn, Of course, asyou all know, there is a tendengy on the
part of the Bureau of Internal Revenue, which perhaps jig at wise
policy, torun with the ball, asyou might say. |f they get a }fNQrable
decision from the Supreme Court. which they have iy this gelq, they
see haw far it can be pushed. That is about what Is being done in
the family partnership field.
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The2 CuairdaN. Senator Lucas, this is not the particular review
thet I read, but under what they call Dun’s Index, on page 11 of
their review of 1948, they show-and this goes to the annual number
of failures of 10,000 enterprises-they show in 1946, 5.2; and in 1947,
14.3. But the review that | read has an even more graphic repre-
sentation than that.

Senator ConNaLLY. Those are the bankruptcies that you are talking
about. Senator, some of those were sort of accumulations, were they
not, on account of the war, and the bankruptcy courts were not very
active and @id rot do much? L imagine that there is some of that.

Senator Grorge. There is a pickin%r up of bankruptcies, and espe-
cialy isthat true in thecase of newly formed businesses, which started
out to meet a special demand and the demand played out.

Senator IarTin. Some of them are soldiers who have started in
business.

Senator Grorae. They ventured into new fields without previous
ex erience, and there has been a pick-up of failures.

Sector Jonxsox, Much of it has been caused by failure to buy
nnterials and machinery.

d ¥ O ]

Semgtor Lvows, They o9 gh G, g ey, nieced

The Criairyax. We will hear one more witness before lunch, Mr.
Foosaner.

Will you be seated, please, and give your full name, address, and
occupation to the reporter?

STATEMENT OF SAMUEL J. FOOSANER, CHAIRMAN, FEDERAL TAX
LAWYERS COMMITTEE, NEWARK, N. J.

Mr, Fousaner, My name is Samuel J. Foosaner.

Senator Lucas, Mr. Chairman, | have to leave but | would like to
have the staff look up some information on that bankruptcy question
in some detail, because | think it isvery important.

The Cniarman. That will be done.

Mr. Foosaner. My address is Upper Montclair, N. J., and | am a
Federal tax lawyer engaged in private practice.

Senator Millikin and gentlemen, | appear hero on behaf of the
Federal Tax Lawyers Committee, a committee consisting of a group of
Federa tax attarneys in various parts of the country specializing in
Federal tax and corelated law. Over a period of approximately 6
months this committee has been engaged in a study of the present
Federal tax laws with a view to the preparing of a coinprehensive
report. It is contemplated that copies of this report, which will em-
body recommendations for remedying prevailing inequities in the
Internal Revenue Code, will be placed bef ore the members of this hon-
orable body, ]

Ir considering H. R. 4790, it is most essential that the over-all
congressional objectives be viewed simultaneously. To intelligently
determine what should be done necessarily presupposes an under-
standing of what ean be done.  Any action taken should endeavor to-

Treat all of our citizens on an equitable and nondiscrimintory basjss

Take cognizance of prospective requirements for foreign relief
presently contemplated;

hanls
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Offer an adequate response, anticipatorily, to the current interna
tional situation; and ) )

Fully consider the prospective Federal surplus for the fiscal year
endingjJune 30, 1948, . ) ) '

Thé aneed for substantial tax relief for American taxpayers exists
isnot tobe questioned. Very little relief has been forthcoming since
the substantial increases in tax rates encountered with the enactment
of theRevenue Act of 1941.

Compared to the year 1929, a most prosperous one, the demands
upon the American taxpayer today are incredible. By way of a few
comparisons:. [n. 1929, aan with a$4,000 net income, after exemp-
tions, paid a $60 tax. On the same income, in 1947, he paid $798, or
over 13 times asmuch. A taxpayer with anet income of $8,000, after
exemptions, in 1929, paid $180 in taxes: in 1947, $1,862. or over 10
times gs much. A taxpayer with y net income of $25,000, after ex-
emptions, paid a tax of $1,450 in 1929, and $9.634 in 1947. In 193y,
the top surtax bracket, that is, net income over $100,000, was taxed
at arate of 25 percent. _ _

The Cnarman, Is thisa married man or asingle man?

Nl.aFooﬁ‘mlgn, It is an\{ jndividualt,). aétjer exeg;pti.on& Sir.
tol alnapef)rto x‘?m%§/°§?¥,: tlen£0[2 combined norma ard surtax rates

In 1929, the national income approximated $87,000,000.000. While
the national income in 1947 was more than twice that of 19920, the
average taxpayer t oday iscarrying from 4 to 14 times the income tax
load.

Here are' several observations. A man with a $25.000 net in-
come, after exemptions in 1929, paying $1,540 in jncome taxes, had
abproximately $23,500 for his own use, Under the law today, with
the same income, a taxpayer pays $9,640, and is left with ppproxi-
mately $14,400. Noting that approximately 50 cents in 1929 bought,
what costs $1 today, ineffect a taxpayer who was permitted tg spend
approximately $23,500 in 1929 must manage to get along on approxi-
mately $7,200 today. ) i

It might be added that even if a taxpayer earned twice as much,
or $50,000, in 1947, he would still only have about half as much to
spend ashe had in 1929 with half of the income.

Under the Federal income tax law today, citizens of sommunity
property law States are favored. On the other hand, Ly virtue of
amendments to the Code made though the 1942 Revenue Act, citizens
of community property States are subject to certain additianal, estate
and gift tax burdens, with which citizens of noncommunity property
States are not concerned. While all citizens should enjoy split-income
tax benefits, cognizance must be taken of the 1942 estate and gift tax
Provisions gffectine Citizens of the community property States,

Succinctly, H. R, -17%) provides the following:

1. IncreaSed personal "exemptions for taxpayers and dependents
from $500 to $600. ) .

2. Split-income tax benefits for spouses in all States.

3. Reped of 1942 community property amendments.

4. New estate tax provisions.

5. New gifttax provisions.
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6. Additional $600 exemption to taxpayers attaining age G5.

7. Additional $600 exemption for blind taxpayers.

8. Income tax rate reductions.

Observing the higher cost of !ivingf,_ citizens in the lower income
tax brackets would reatly assisted financially by an increased per-
sonal exemption from $500 to $600. )

In practical operation, the savings here would be substantial. A
table has been attached to indicate the variance in these savings.

It has been estimated that by increasing exemptions from $500
to $600, approximately 6,000,000 low-income €arners would be -
moved front the roll of taxpayers, It has also been estimated that
the over-all decrease in Federal revenue here would be $2,000,000.000,
This would not congtitute 4 complete loss, however, since by reason of
removing the 6,000,000 taxpayLs, substantial savings in administta-
tive outlays would be effectuated. The Federal Tax Lawyers Com-
mittee favors these increased personal exemptions.

There are at.the present time 12 Stateswhich have community-prop-
erty laws. In addition, of course, is the possession of Hawaii. l)klu-
homa enacted its present, community-property law il 1945.  Qregon.
Michigan, and Nebraska al} enncted community-property laws in 194/,
Ineach of these i nstances, thesole motivating facto_r forthe enactment
of & communitv-property Jaw was to effectuate income-tax savings
for the married citizens of the above respective States. Pennsylvania
dso enacted a community-property law ford the avowed purbose g{
sech{rgome ta honefits | il i dplavgy ypgensttiion

In New Jersey, a bill Jjas been Sntroduced for enactment of commu-
nity-property law inthat State. RhodeIsland has appointed a special.
committee with a view to adopting a community-property law, and
in New York the subject is being seriously discussed. The married
citizens of the 36 non-community-property States have been dis-
criminatorily treated from a1 income-tax viewpoint. The citizens
of the country, as a whole, favor the split-income tax treatment for
married couples of all States. | say that advisedly, having discussed
that situation with many citizens in the 12 community-property States.

It has been estimated that a law enacting the split-income benefits
would result in g revenue loss to the Treasury of approximately
$600,000,000. The Federal Tax Lawyers Committee favors such a
split-income tax bill.. _

Repegl. of 1942 comm.....ity-property amendments is anothey factor.
H.R. 4790 proposes a _epeal of the following sections of the provisions
T () e e clus aly of i

respecting the inclusion generally of community prop-
ertg/ tran_s,fe[r_edelsr?contgmplathn of dea%h. y v ]

11 (o) (2) respecting the inclusion generally of al community

proi)ert in the gross estate of the spouse who is the first to die.

811 86) (4) respecting the inclusion generally of life insurance

proceeds where premiums were paid from community-property funds.
1000 (d) which presently provides that al gifts of community

property are considered to be the gifts of the husband, with certain

exceptions.
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It is believed that the citizens of the community:property States
are entitled to some dleviation from the present provisions of the
sections above enumerated. It is aso concluded that an outright re.
peal of the 1942 amendments, however, will once again discrimina.
torily favor these citizens as against those domiciled in non-com-
munity-property States. Recognizing, this fact, an endeavor has been
made through the new provisions contained in H. R. 4790 to equalize
the tax treafment of all citizens for estate and gift tax purposes inso-
far asis practicably possible. o -

The Crzamaran. Roughly speaking, it simply extends the splitting
feature to estate and gift taxes. o

Mr. Foosangr. It attempts to do that but simultaneously invites
some ambiguities that | would liketo touch upon.

A studied consideration, however, of the various new provisions
contained in H. R. 4790, leads us to the conclusion that provisions as
presently proposed leave much to be desired. Admittedly, i provi-
sions treat with some very difficult adjustments, This being so, max-
imum care and study must be devoted to avoid mmbiguities, Only
such provisions as will treat al citizens fairly for estate and gift-tax
purposes and as will simultaneously be capable of meeting most of
the situations which are likely to be presented, shoulc be enacted into
the new law. )

In a conviction that this entire question of new adjustments to
accomplish an equalization of estate and gift tax treatment for all
crl]tlzens requires a great deal of further study, it is recommended
that:

1. The estate and gift tax sections above referred to be repeded
with the enactment of tile current tax reduction law; and

2. That the proposed estate and gift tax equalization provisions be
studied further with aview to accomplishing both greater clarification
and simplification. . ] _

It. seems to me, if | may point out to this body, that thislaw as
drafted might possibly invite a multiplicity of interpretations.

The Cyrairatan. Have you discu the matter with Mr. Stain, the
director of our committee? )

Mr. Foosaxkr, | have not had occasion to do so.

The Criamryran, | wish that you would get in touch with Mr. Stain
and have atalk with hin whileyou are here.

Senator Georaee. In what sort of a situation would it lead to a lot
of ambiguities and uncertainties§ Can you give us one examplef

Mr. Foosaner. FoOr example, under the new proposed estate tax law,
there would be a so-ealled marital deduction.

Senator Georee. That isunder the gift taxes?

Mr. Foosaner. Under the estate-tax law. Ths marital deduction
would prevail in favor of a spouse. That is circumscribed by certain
limitations. So itis provided, that if one spouse say the wife, has a
right to have all of the income from the corpus o the trust, the testa-
mentary trust, with no right toinvade any portion of the cor{)us, either
through herself aone or in conjunction with another trustee or
trustees, but has full power of appointment and full power to gen-
erally dispase of the entire estate, the marital deduction iswarranted.

Senator Georee. You have then effected a division of the estate.

Mr. FooSANER. Yes.
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Now, to get it down concretelg, Senator George, assume, that subject
to the new limitation, $1,000,000 is left in the form of testamentary
trust for the benefit of the surviving wife only to tile extent of its in-
come. There are no children. She has a full” power of disposition of
the corpus. She outlives her husband by 15 years, and then through
her last will and testament, through tile exercising of a general power
of appointment, leaves tile entire $1,000,000, which has remained in-
tact because she has had no right to invade the corpus, to a second
cousin.  I'his, as | see it— and 1 am not trying to interpret it for tile
courts—would permit tile passing of this entire $1,000,000 so left in
trust, to a second cousin tax-free, at the time of the husband's death.
The marital deduction would be permitted in the computation of the
original estate by virtue of the fact that the wife had no right to invade
tile corpus during tile period of the testamentary trust, notwithstand-
ing the fact that she had a full general power of appointment to any
individual or individuals,

Senator Georae. Under this bill she could dispose of it to any class,
second cousin, or even strangers.

Mr. IFoosa Er. Total strangers, as| read it.

Senator Grorar., If that is right, it does look like it goes a little
too far,

The Cr . ax. Let me repeat my suggestion that you get in touch
with Mr. Stam, who isthe Director of the Joint Committee on Internal
Revenuge Taxation, which advises this commitieg and the Iouse Ways
and Means Committee on the technical draftsmanship of these bills,
and | am sure that he would like to have tile benefit of your comments.

Mr. Foosaxes, | might add, if Senator George desires e to do so,
that while this seeks to equalize from an estate- and gift-tax viewpoint
it completely ignores a stugtion, for example, where a e is civoreec
or his wife issdeadiand he has four or five infant children. In such g
situation there would be no such thing: as a marital deduction be-
cause these new provisions of H. R. 4790 deal with spouses only.

L might dso supplement my comments by saying that one of the
estate-tax provisions of the Internal Revenue Code which would be
repealed, introduced by the 1942 amendments in the act adopted then,
would, subject to the new proposed Iimitation,s,., now remove life in-
surance proceeds payable ypon the death of the decedent, with pre-
miums from community property, from his gross estate. Today, in
36 non-community-property States, where a nan pays premiums di-
rectly or indirectly, or possesses any of the legal incidents of owner-
ship in a life-insurance policy, either exercisable by himself alone or
in conjunction with some other person at time of death, al} of the pro-
ceeds irrespective of the fact that they may be payable to a named
beneficiary or named beneficiaries, are held to be ineludible in his
gross taxable estate. But through the repeal. of 811 (g) (4), al pre-
miums can be paid from community property, Which s a practical
matter may have emanated or originated with the deceased spouse,
the husband, and vet these proceeds, subject to the over-all limitation
presently proposed, will be excluded in computing the adjusted gross
estate.

| mention those as some of the thoughts that struck me in trying
to reconcile the various aspects of thishill.

The Cirairman, You may proceed.
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Mr. Foosankr. Observing the present national income, tile probable
Federal surplus at the end of the current fisca year and the tax relief
which our taxpayers require today, it is concluded that an over-all
tax reduction of $4,000,000,000 should be resently made.

The new split-income tax law, the increased personal exemptions,
and the repeal of the estate and gift tax provisions affecting citizens o
community-property-law States, will result in a total loss of revenue
aggregating somewhat less than $3,000,000,000. An additional billion
dollars in the form of income-tax-rate reductions can, and should, be
made at thistime.

Senator George. | think that you have pointed out, and as | read
the House bill, it does seem to go abit too far. While the 1042 act as
it was construed was unfair in the community-property States with
reference to the estate tax, this bill does seem to go a bit too far, gnd |
hope it will be studied, Mr. Chairman.

Mr. FoosaNER. Asa matter of fact, | might say this, Senator George,
for the temporary aleviation that theresidents of community-property
States might receive by virtue of a some $60,000,000 loss in revenue as
contemplated, there is an offsetting series of complicated situations
which they encounter, not sustained by citizens of noncommunity
property States, Oneof the finest things that happened, probably, in
the State of Pennsylvania, was for the supreme court of that State to
declare itslaw unconstitutional on November 26, 1947, because the citi-
zens of that State became involved in many complicated and intricate
problems.

Senator Geonge, | think so, too. | hastily read that law, and |
would have regretted it very much had | the responsibility of inter-
preting and administering it.

Mr. Foosaner. My only purpose in making that last comment is to
indicate that even if, in tile fina analysis, citizens of community-
property States were to receive aslight estate- or gift-tax advantage,
This advantage would be more than offset by the burden or responsi
bility that they must carry.

Senator Grorae. They will have some additional burdens that they
must carry that you do not get by merely splitting the income for
income-tax purposes.

Mr. Foosaner. | should like to file these schedules with tile com-
mittee,

('The schedules referred to follow:)

Names and addressesof members of Federal tax |awyerscommittce

Robert Ash, Esq Washington, D, C.
Milton Elrod, Jr. Esg Indianapolis, 1nd.
George J. Lajkin, »Q---———___ - - Milwaukee, Wis.
Charles A. Morehead,, Esq Miami, Fla.
George E. R — --. Dallas, Tex.

Leonx.Rlce,-JFslg Winston.Saiem, N. C.
Sam_ef . E‘oos't"l] l‘ﬁa}sq_, chairman A I\Ye\'/T/ng(an'jm
Martin g, Lore, Esqg., seCretary . Newark, N. J.
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H

Scurpuie A.—-Personal income tua cmnx;uriaona for ycars 1929, 1937, 1941, and
7

Ne. lncome after exemptions Taxin 10220 | Tax (a 1037 1| Tax in 1041 7 | Tax in 1947 ¢

000, 460 $160 $460 $798
000 I H00 1,20 1,862
18,000 a0 120 3,320 4,404
25,000 1,50 3,000 7,640 U, 643
820 9, 700 21,381 23,479

100,000. - 16, 440 34, 000 83, T80 63,054

tTop bracket (on excess mver $100,000) was 25 pereent.
1 Top hracket (0n execss over $3,000,000) wae 70 percent.
2Pop briackhat (oaf cacess over £5,000,000) was 81 pereent.
¢’Lop bracke U (on eacess 0ver $200,000) (s 645 percent,

Under present law: Income-tax rates aggregate a surtax and normal tax of
10 percent on first $2,000.  Thereafter, surtax rates fnerease, so that normal and
surtax on inconu ‘u excess of $200,000 1s 8614 percent.  Limitation on total tax
eannot exceed 83%  percent of net Income. Personanl exemptions, $500 for each
dependent,

Scuevtir B——Statistical information on U

S. Government finances

: - Corporate | Federal v
National Federal Personal National
income | recelpts taxes ';L"ﬂ,‘f ""l':r""g" debt )
Nearest Nearest Nearest Nearest
blltien bittion Millions Mittions billion bittion
87 4 1, 208 , 28 3 S
i 3 1,134 it 3 16
5 2 M 607 4 17
42 2 431 3 1w
40 3 174 1 23
(X 4 505 6 e
57 4 a7 7 3
() 5 o 38
" 7 T 41
67 (] ] 42
k5] 7 9 45
M v 10 49
1 16 21 55
16 b2 I kg
my 39 ) 1
182 42 w a3
183 43 85 259
18 39 37 20

1 Thoe National debt as of the flscal year ended June 30, 1947 was $218,000,000,00),  ated debor
the Aiscal year 1948, as per Datly Statement of U, 8, Treasury Department, Muarch 4, 1915, is $254,162,705,772

ScuepuLe C.—Comparative tares under present and inereased exemptions

Under present $500 exemption U“(I::c‘l‘;‘;}ﬁgﬁ“, $000
) Net Deduc-
Marrled couple with— In‘mmo tion
Exemp- under | Income| Exemp-

op-  [subject} Tax Tax [Ravings
tions ti'onnl to tax tlons
A

tablo

$133 | 2,400 857 $70
a8 38

2

3 a8 | d,0m | None

4 None | 3,600 | None |  None
[ None | 4,200 | None| None
2 304 | 2,400 228 i0
3 209 1 3,000 1

4 141 3,600 | None 114
8 10§ 4,200 | Nono 19
2 485 1 2,400 401 84
3 30 | 3,000 283 95
4 251 3,000 171 14
) 190 | 4,200 87 ht
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Mr, Foosaner. May | thank you very kindly.

The Cuamnan, 'l‘ﬁank you very much for - coming.

We will recess until 2 o'clock. ) )

(Whoereupon, at 12: 30 p. m., the hearing was recessed until 2 p. m.
of the same day.)

Ai‘l‘l‘ﬂ[ "I"l‘,l.'ﬂﬂl’s

("The committee reconvened a 2 p. 0., Upon the expiration of the
1000SS, )

The Criamman, TIs Mr. Silborstein heref

M, SuneLsTrIN, Yes, sir, ) .

The Cuamvax, \We with picceed with the heaving, T um sorry

HeBE AT RGO e huving u foreign affuivs
Affairs Committee. )
Will you state your name, residence, and occupation?

STATEMENT OF ROBERT J. SILBERSTEIN, ATTORNEY, EXECUTIVE
SECRETARY OF THE NATIONAL LAWYERS GUILD, WASHINGTON,
D.o¢.

Mr. Sirnmnstrin, T an Robert J, Silberstein,  The address is 902
Twentieth Street NW,, Washington, D. €. | .ni a lawyer. and the
{eégqfutlve secretary of the National 1awyers Guild, In whose behalf |

ifv.

s statement, siv, Was prepared by oulll nattonal committee on
tnxation, Which is.composed largely of jnwyers who ave tax Specialists.
animthe views expressed. in thestatement veve approved by our nntional
convention in Chicago on IFebruary 21,

‘F'ho tax_legislation to be adopted hy Congress at ItS current session
can play an important role in staving off or mi igtindthe precipitonsl
cconomie collapse which may follow the current inflationary  oom.

Yhe tax policies to be adopted will dso leave their impact «.. thae
standard of living of the Amwrican people.  Both the administration
and the Republiean leadership recognize the vital importance of the
tax policy on ecanomic events. . . )

I, R 4700, %in our view, will neither contribute substantially (o
cur bi ng inflation nor to egiuarding the standard, of living of the
American people. It isoffered under tile guise of Qiving proportion-
atoly greater tax reduction tothe lower-iv - me-bracke! taxpayers than
to the higher-income levels.  In fact, however, it favors thi. highet-
income [VE'S over tho lowor-income levels.  Thus, amarried. man with
twg dependents, ERIING 83,000 a YER(, Will nave RIS tax cu{ by $10:
and his take-home pay Wil be inerensed by 4 porcont. 1T he €@rns
£10,000, his @ waﬁ Do cut by $u62, and his take-home pay will he
moveased by © veveont, | tax , o

My, Swnersnn.x. . cannot tell you that exactly.

Th. Citamatan. How much does a $3,000 man puy ¢

M., Suanerstra - Certainly the $10,000 MAN PAYS more tax, The
0iNt we aro Making here isthat the norcontawe Of Saving which goes
tatho l\i;ﬂmr-bruck taxpaver is very much larger than the percentage
Paving which goes to the lower-income taxpayer.

4.
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The Cnamaran. Wouldyou not say that the amount of tax paid by
ths two different per sonsrent i oned {)y you would have sone taki ng
s that @

Mr. Stunersrein. It would have some bearing, of course, _BUt it
seems| ios us that atprimary consideration in the question of income
tax isswhat is best for our economy and where is tax relief most
needed.

It isou view that it isthe lowest income-tax payer whose stand-
ard of living is declining under at period of inflation and uncontrolled
prices and that the greatest relief is needed in that area.

The Ciamemax, M. Silberstein, were you are on atprogressive
income-tax system, yo  wbuld not argue that the dollar savings per
person in ench bracket should be exactly the same, would. yout

Mr. StpegsreiN. No. sir. Awd | have not made that point. | hav_
nade the oint that us you go up, til ecrcentage is increasing. If,
for instance, one with & $10,00¢ income receives a 4-perecent reduc-
tion, jUst as a taxpayer in the $3,000 bracket receives it {-percent
redue ion, obviously tile firsill receive more money.

The Cuamaan, Isit not true. Mr. Silberstein, that Startins afresh,
with atnow income-tax system which isonraprogressive rate, is not the
pereent ge of savings of those mithe higher progressive rates substan-
dally less percantagewise than those in the lower progressive rates?

MrlSimuensrris, 1 think that if you were starting afresh, if you
were starting afvesh yon would not have any question of saving.

Tho Ciiamaan, Of course yowhave a question of saving, \WHR'® do
sour savings originated?  TheyRoriginate out 6f your take-home pay,
whether it is your worker's tuke-home pay or our INVESIOr's tuke-
homelpay. s that not correct?

Mr. Sieneusrrin, YES, sivt " .

The Cnamr. . And in a progressive tax system whete ow are
starting afresh if you have a progressive income-tax system do you
not aecessavily decrease the orcentage of savings as you go up?

- Suanenseein, 1 think, sir, that you increase the percentage Of
SAVIDES a8 you e up.

The Ciarestan. No, You decrease them, You are hound to,

H the lowes, man has 98 percent dispe-able income, as.atresult of
& progressive income-tax ystem and thl highest man has 20 percent
disposnl income, have you not. in the stablishment of that system,
reduced, the savings of your top nul#

Mr. StaensteaN, _amafraid ILdo pot understand the question, iy,

The Cuamman, We Will hang on this if it takes till quy.

Mr. Sunenst...... Very good, .

The Cuamsan. We establish today @ {)[Q (SSSIVE income-tax sys-
tem, We fix (o Eates sothat til g in the lowest b(acﬁet' retams gg
gmwnt of ais income. W fix it so that the man at' tid 1op retains
20 @ercent of his income,  .IAME you not, percentagewiso, cut the say
ings of tilman at the top more, percentagewisoe, tﬁfm tile man at 11
bottom {

My, Suarnsvring Yes. | nusj, acknowleqlgg that.

Tho Cuamman, e doesit not fQUOW that when you are reducing

AXrsavst

you must, NECESSALY reverse the macess?

My, Susenstrin, NO, gir, )
Tho Cuamaan, Then that would beaheads | yin and tails you lose

game, woul d jt. not

(0]
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Mr. SitsersteIN. NO, sir.  Our position on what we mean by pro-
gressive taxation istaxation on the basis of ability to pay and thé main
basis of the statement we present isthat the taxpayer, with a wife and
two children, must have an income of approximately $4,000 to current
cost of living in order to be able to maintain his family at a minimum
standard of decency.

And we say that a sound progressive system of taxation will not
tax that ;man at all if it is possible to avoid it and meet the necessities
of Government..

The Cuamrman., Wherewould you get the taxes necessary to meet the
other necessities of Government {

Mr. SiLBersTEIN. In the sresent situation we have, according to the
view of the Congress, as | understand it, y certain amount of money
which can be allowed in tax reduction. Obviously we have that
sum which can be alowed. We aso have certain other proposals
for increasing the income from taxes in other areas where it can he
afforded and where it will, in our view, be more equitable to obtain the
necessary additional income. _

The Crammuan, You agree to the system as it goes up, but you say
as we reach a point where taxes can be reduced that we should not
adhere to the same system in reduction

Mr. SiupersTeIN, That is right, sir.

The Cunamaaxn. All right. “Go ahead. )

Mr. SiuserstEIN. [T he earns $20,000, his tax will be cut by $2,233,
and his take-home earnings after taxes will be increased by 1¢ percent;
fand if he earns$100,000, histax will be cut by $18,076, and his earnings

after taxes will riseby 48 percent.

A married couple with two children, if thgé are living in a typica
large American city need approximately $4,000 a year to maintain a
minimum standard of decent living, accordipg to the authoritative cost
of living studies of the Heller Committee of the University of Cali-
fornia.  Yet, this family iscalled upon under the proposed bill to pay
$1.50 a week, or $80 ayear, in Federal income taxes, and the marrigd
couple without children $2 aweek, or $106 ayear. These families are
the victims of uncontrolled prices; their standard of living and heath
are threatened. It is highly inequitable and a violation of the basic
democratic principle of taxation aogeyding to ability to pay to Jgvy any
peacet i me income taxes gn these jpade Uate incomes, while at the'sameo
time reducing the tax ¢y persons with substantially higher incomes

The proposal to allow husbands and wives to split up their income
for tax purposes is a particularly shocking piece of tax "relief"
granted exclusively to the higher income levels.  For years ingenious
tax lawyers have wracked their brainsto create family trusts, family
partnerships, family corporations, and a whole myriad of schemes to
split family jncomes, all designed to reduce surtaxes and still keep in-
come within the family. _ _

The Treasury, after years of struggl e in the courts and in Congress,
has finally succeeded in defeating most of these tax-avoidance schemes.
Now, it isproposed to undo these years of st r_uggl e againgt tax avoid-
ance and in one fell swoop al low husbands gn W ves to split their
i nearins for tax purposes,

Thus, a man who nas a net income of $10,000 to $12,000 is subject to
atop surtax under present rates of approximately 8¢ percent. If the
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community-property provision becomes effective, he would report
$5,000 and his wife $5,000 and their tol) surtax bracket would be ap-
proximately 25 percent. At $30,000 theleurtax bracket is about 59
percent, but by splitting the income between husband and wife for tax
purposes, the top surtax rate would be reduced to about 45 percent.

No married couple, without children with an income under $3,300
would receive the slightest benefit from this proposal; and no man
and wife with two children would receive the slightest benefit from
this proposal unless their incomes exceed $4,000 under present rates.
That is because whether the income isreported by the husband alone
or is split between the husband and wife, their incomes would still be
in the first surtax bracket.

The significance of these figures is indicated by the fact that the
Treasury estimatest hat. approximately 70 percent of al taxpavers will
have incomes of $4,000 or less. Government figures disclose that 97.5
percent of the $800,000,000 tax reduction growing out of the commu-
nity-income gggeegal will go to the 20.9 percent of these families with
incomes OVer >t

Tile Craman, have youmade an analysis of the percentage of the
reduction that would go ‘to taxpayers with less than $5 000 a year as
contrasted with those above $5,000 under the Knutson bill?

Mr. SiserstriN, My understanding is that a larger percentage of
it would go to the lower income bracket.

The Ciamyan. Would you increase the percentage in the upper
brackeis?

Mr. SiLBERsTEIN, We would in some situations.

The Citairaan. What are they?

Mr. Siserstrin. We have concrete proposals here.  We propose,
for instance, aryou nean in relation to individual incomes? | be-
lieve that we do not make that proposal. We do in relation to corpo-
;ﬁlt(?'lilggml&g éé)([j)oc')s]g af gar% gFé)FHfE.ate taxes also belevied on a progres-

The Ciam rax. If. your theory of greater relief for those in the
lower brackets were to obtain, where would the revenue come from to
make t hat. good?

Mr. SiserstriN. Therevenue woul d come by alowing less to those
imthe upper brackets.

The Cramaan. Their that is what | was getting at. ‘The upper
brackets.

You feel that that is just and equitable?

Mr. Sinerstrin. We do feel that that is just and equitable. sir.
And | want to say, in relation to the question of stimulus for further
investment, for eapital accumulation about which we heard so much
this morning, that it is our view that with the highest income prac-
tically we have ever had in tetros of profits in history, amounting to
some $18.000,000,000. @d a yet return to corporations of anproxi-
mately 912 percent. Of net invested capital, there is certainly gmple
inducement for equity investment.

If, however, t > js a shortage, it is our view that, this is to
feeling on til Fgfgj potential investors-and | ,,,T,R:: saydfleam the

\

....... 2y 0 & in-

cluded anong them—that our economic situation is ynztable, thatéwe
are likely in the near future to pyn into a economic depression, and
therefore people are waiting.
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They, like my myself, are investing in Government bonds, because
wa st a secure return until there is some balance established in the
economy and wo can get away from the threat of an impending eco-
nomic crisis.

The Cnawman, Do you challenge the statistics which have heen
offered here bearing on the subject of shortage of risk capital ¢

Mr. Sisersrean. I do not, sir. Not that | acknowledge then, but
I do not know what the facts are. However, T amliilling to accept
them. What | quarrel with is the conclusion drawn from the facts
that thereis alack of equity eapital because the returns, after taxes,
are inadeguate. | believe that that is refuted by the fuct.that we
have an $18,000,000,000 corporate income after taxes and a 914 per-
cent return on invested capital.

The Cnamaran. If the returns were adequate, | is it not perfectly
apparent to you, under you own theory, with all this money available
for investment which you portray ns a result of these profits, that
people would be buying those equities

Mr. SmsersT_IN, NO, Sir.

Tho Ctian an. DO you attribute to (he capitalistic System the kind
of stupidity represented by wman’s failure to huy n good equity if
think: he can make money out of it '

Mr. mersreis, Sir, Ldo not believe that that is stupidity. ‘That
is the view which | have and which many people have, and | have had
occasion to advise investors. They feel, and many very well, q:mliﬁod
economists feel, that with the inflation we have now we are¢ heading
toward a bust.

Tho Cramsan., What good will your Government bonds be then

Mr. SwuersrriN. YOUr Government bonds will be the most secure
invest meant that onecan possibly make. We have had busts before and
our Government bonds have not failed, I do not know that in our
history Government bonds have not been paid fully.

The Budtinhistory they have failed when tho depres-
sion has been deep enough. Ts that not correct{

Mr, SunensteIN, Not to my knowledge, sir.

b 'l‘l'm CiamyMax. The whowe world is  ull of worthless government
oNn{s.

Mr. SitnersTeIN, | am referringto the united States.

The Crrvunrman. The United Stnte is not immune rom the same
laws that destroy other countries; isitf

« Suamrpsirn  hat is very trite, but it still seems to tile per-
fectl, logical for an investor to withhold investnient front. something
which is morerisky and to put it into the least risky thing.

HAIRMAN, you not agrec with me that the United States
bond in the end is no better than the economy of the country?
R e, S YO |00, STRERER P SIS have a total
collagse of our economy. But we arenot likely to have that situation,

16 Cramry AN, And if everybody, gutstheir money in Government
bonds you will have a total collanse of your economy; will you not{

Mr, SiesersteaN. But I do not think that is what is going to happen.
| think if we have an adjustment in our-economy, which isthe thing
that we should strive for, that this capital investment fund which is
available will beinvested with the feeling that there is some security
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init. But peoplefeel now that the conditions we have are temporary.
1t is unnatural.

We have an inflationary situation in which we are likely at any
noment to have u recession, or jerhaps a depression. They are, re-
Juetant at this Hoint to invest. | think they want something to be
donexwhich will contribute toward the stabilization of the economy.
And wethink the kind of a tax plan we propose will do that.

The Ct sirman, During the course of your remarks will you delin-
eate for us just howwwe can make this economy stable so that jeople
wili mo¢ fear it any longer?

Mvr, SiserstEIN, Sir, ittis ny understanding that the major factor
contributing to instability and uncertainty at the moment is excessive

rices, inflation, andlas to that we advocate controls to he sure that
prices do not go higher.

And the other side of the picture, we feel that there is a declining
purchasing power which is diminishing the sound market which is
avai llable for the enormous productive eapacity of our industry. And
we believe that steps which tend to increase purchasing power in
the hands of the masses of the people incrense the possibility of con-
tinuing high levels of production.

The Cramaax, If we are going to increase purchasing jower you
have to increase production; do you not?

Mr. SirsersTEIN, Not necessarily.

“The Ciramman, Please explain that.

Mr. SiLserstEIN, If in the existing situation we increase the pur-
chasing power imthe hands of the lowest income groups, which we are

roposing—the. people who do not have enough income to b) , the
necessities of life—wwe will have u larger stable market for the things
which are produced.

The Cramrman., You would have to increase production, would
you not?

Mr. Suuersrein,. We do have certain shortages g this time. But
we do not believe that the prices which prevail are necessary as a
working out of the law Of supply and demand in an abnormal situation
such as we have now with ent-up demand.

The Cuamyan. Do you not agree that if you want to increase the
Jurchasing pover of til geopl e you are t aking about, in real terms,
you have to increase production

My, Swnensiein, There ape two ways in which that can | done.
I believe, Sir. Oue thing that we can do isto decrease prices. Jhat
will increase their purchasing power,

Another thin%that we can do is to take out of the hands Of peonle

than enough for their needs, and put it into the hands
of people who have less than enough, and create atstability in (he
economy—n really large, stable purchasing power—which we believe
will bring out investment capital and make possible jjhereased

The Ciamsan. Which way do you propose to do it? Do you,
1tn'o wse?to doit by arbitrarily decreasing pricesor how do you propose
o doit

Mr. SisrrstrEiN, We propose, first—I did not think that e were
going tQ get inte this, but I am very happy {0 b given 1o Opportunity.

The Ciramaan, | want your thoughts oy, this.

72005—48-——18
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Mr. SitsensteIiN, We are proposing, on tile one hand, that prices
be not permitted to rise further. In other words, n price freeze,

We are proposing further that »rofit margins be reduced to areason-
able level.

The CrarMan. In every business?

Mr. SiLnersTEIN, Y €S, in every business.

The Cuaman. In every single business?

Mr. SiLsersteIN, Every business, based on a normal period of
income.

The Cuamxan. You would then have to have a control system
competent to analyze the price margin in every single business of the
United States. Is that not right?

Mr, SitsersTEIN. Sir, what we would have is a situation——

The Crxamm___. Is that correct?

Mr, Smseestein, What we would have, sir, is a situation sub-
stantially the same as we had before price controls were done away
with.

The Cuaraan. Are you advocating aresumption of that{

My, SiLsrrstEIN, We are, sir,

The Cnamaan, And do you think that that will increase the goods
for the peopleyou are talking about?

Mr. SmserstEIN, It Will not increase the goods for the people that
we are talking about-well, it would increase tile purchasing power
that isavailable to the people in the lowest income brackets,

The Cuamyan., What good does that do if you b (mot have the
goods t0 buy .

Mr. SiLsersTEIN. We have now ahigher level of production than we
have had, | believe, at any other time in our history.

The Ciramraran, Do you believe that the more production the greater
thecost ?

Mr, SisersteiN. Noj we believe, sir, that if there is not this rising
inflation on the one hand, and a decreasing purchasing power on the
other hand, in the average citizen, then there will be a real incentive
for increased production because there will not then he the need to feel
that an investment may be an extremely risky thing as we are heading
toward economic collapse.

The Cuairaan, That has been tried since the beginning of time.
Give me acitation where you have achieved tile objectives to which
you talk under the controls of the kind that you have referred to.

Mr. SiLsersteIN. Sir, we found that under this system of controls,
which we have had only onetime during the war, and——

The Criararan. The world isfull of instances. _

Mpr. SiwserstEIN. Where we have had abnormal shortages and in
that situation it was found that prices were held substantially in line.

Tile Cuamaan. And you could not get tile goods.

Mr. SinersteiN. And you could notiget the goods, That is true.

The Cuamrman. That ig what you call a desirable objective? That
iswhat. you want to % back to ¢

Mr. SmpersTEIN, Noj that is not, sir. We do not believe that you
aregoing to have a reduced amount of goods if you have an establish-
ment of control which stops any further inflation, and which keeps
profit margins at a reasonable level, /
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Now, our production under  icea@ntrol in the period of the war
was very great. | think ti | greatest we have ever known in history
and of course, in the short period following the war we had a recon-
verson which was holding back sroduction of civilian goods which
created some shortages.  And aso we had a held-back on production
or at least on things which were put on the market, as soon as it became
apparent that there was a possibility, of weakening or doing away with
price controls, in order to create pressure in that direction.

But prior to that we did not have a shortage of production. As |
understand it, according, to the figures of %overnmental agencies.

i Tlr;e Cramsrax. During OPA we did not have a short age of produc-
ion’

Mr. SmeersTEin, We did not. )

The Cuamarax. You had the kind of production then that you want
for your pROYR . . ) . )

M}:'. Suserstein. During most of the period, sir, during the period
of the war_we had war production and naturally we had great short-
ages in civilian goods. ‘We are not talking abolit that. _

The Cramramax. That Is bound to follow because you are putting
your emphasis on war production.

Mr. SienensTery, That isright. _

The Cramman. But when we got rid of that, and continued those
controls, we didl not get rid of our goods shortages because we did not
get our production going,

Mr. SiLBersTEIN, We %id not get rid of our goods shortages because,
during most of the period following the war, we:were in n reconversion
stage and in the very short period beyond that, up to the end of
controls, there was a Situation existing which indicated the possibility
of doing away with controls or weakening them. Under that situa-
tion it wasquite natural that business peopl e should hold back produe-
tion in order to augment this shortage and increase the pressure for
dmng away with controls.  And beyond that, the quite natura eco-
nomic incentive, that if you can make a much larger profit without con-
trols YoU are golng to hold back for that.

The Cramaran. | have no doubt that when we got to the teeter stage
of decision in the matter that there might have been some speculative
holding back. But we went into that with the grestest detail, we
challenged the people that were in charge of the warehouses of this
country to come forward with inventories showing hold-back and they
did not come forward with any.

The people that you are talking for knew more about it than any-
one else.  There were some little speculative hold-backs. It (lid not
amount toa drop in the ocean. o _ _

Mr. SisersTeiN,. We do know that while it was almost impassible
to buy ‘meat, because we were told that people just were not going to
produce because of the controls that existed, as soon asthey vent off,
the market wag practically flooded and we have not had a shortage
since.

The Cuamaan, The meat was there all the time and it was in the
market all the time, but your people could not buy it. Is that the
thing you want to go back to?

., Mr. StnensIN, Are you suggesti n?‘ they can buy it now?
" T'he CrarMAN. They car_buy it TghTnow In any butcher shyy they
want if they will pay the price.
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Mr. SILBERSTEIN, Yes. .

‘The Cuamyan. Then thev coulc not buy jt, although they had e
money in their pocket to buy it.  Which is preferable, if vou wait to
eat meat{

Mr. SusersteIN. | think that the situation. today is that there are
relatively few workers who can afford to buy meat as often ys they
could afford tobuy it and actually get it, in the period of (he war.

The Criamyan. But you will admit it is easier to get now.

Mr. SuuensrriN. Yes; there is no question about that. i

The Cu. msmax. The meat.was in full existence during the F@[LQQ of
control, but it was not where the worker could buy it, even though he€
had tile money in his pocket.

Mv, St.sersteiN. In the black market, you mean$

The Cuamry N. Now he can buy it anll he has to pay more for i,
Which is preferable; no meat, if you want meat, m eat ht you get
if you Quy for it? .

Me, Sisengrein. | think the black market yecounted for anlex-
tremely small percentage of raduction and that workers were able to
buy it, éven during that period.

However, | wish to emphasize that none of thisisrealy germane t0
the position we e talking.  Fundamentally our position 1S ext remely
simple. | say on theone and—

The CraigmaN. | am sorry to interrupt you, but | respect your view-
pointsand | want to get the Tull benefit of them.

Mr. StsersterN, | greatly appreciate hat.

Tile Cutamtan. | do not want to harass you with interruptions.
Go ahead. )

My, SisersTEIN. | Would like to make very briefly what | believe
isour central point. We have o tile one hand tile great mass of the
taxpayers who, in aperiod of inflation, do not have asuflicient income
to maintain a decent standard of living. And we say that to the
degree that the Congress finds in its wisdom that reductions cal be
granted, the reductions should be granted to the people who are most

need of it, tile people who do not have a decent standard of living
under existing inflationary conditions.

That runs us into the problem of incentives.

The cﬁr':'c'\llm"'m' That throws your whole economy ¢n the basis of
nnsxll} {oes 1t not? \we are .

L e .t

suggesting .. ... .. the , ,.

economy, but simply in thisone sector.

The CuamsaN. A change would occur in your whole economy if
you took tile number of people that you aretalking about and ran the
whole economy on a strict basis of need. Would not that make a
change in the economy?

Mr. Suastrsrr.n. L believe that it would not.  Of course, if you did
run your whole economy that way it woul. .make an enormous differ-
cnce.  But we nre not proposing that.  We are dealing only with this
one small problem and we think that pretty pearly everybody would
agreethat If you are able to give relief you ought to give it to the people
who need it most, to the people who now suffer a hardship. And | am
aware of the problem that | yun into there.

We aretold, aswe heard this morning, that if you do not give relief
and a lot of it, even more than you are giving now, there will not be:
incentives for production and that that is what we need most.
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Now, that is the position with which we disagree. We believe that
the main obstacle to investment is n belief on the i:)art of potential
investors that the existing situation is abnormal and unhealthy.

Th Cnamman, Are you going to mnke that potential investor,
who comes out of the middle, and upper-income bracket, feel more
confident about the §ystem by putting more burdens on him1

Mr. SisexrsTrIN, NO, siv; we are not suggesting that we put more

bu%{glh}:m him. v.. SAd 40300 ,,,0be in ,  end would

TR TI R RY

have to pay for the relief you are talking about.

Mr. SusersteIN, Noj | did not,

The Cramaran. Then who would pay for it$

Mr. SiLy srEIN. | said that instead of giving the reduction to him
you would give it to the other person. 1le pays for it in the sense
that he does not get something which now may be held out to him,
but _rot that we are taking something away. | do not believe that
1had™ neanancale onnnnimacs that

The Cramsax, If your problem is the need for the middle- and
upper-income  rackets to have some relief, and if the means of
relief are uvailable, and you do not give those brackets any of that
relief, true, you are not giving them something whi ch they had before,
ls‘xl/" are vou exciting them to g0 out and patronize that kind of mt

stem

Mr. ¢} rrsrriN. Sir, onr view is that with ti | @rofits that we now
have, practicallyvunprecedented inhistory, and dividends whi ch are:
ab olutely unprecedented in history, of 914 percent, that certainly
should be msuflicient inducement for any investor.

The Cuamsan, T is their take-home pay thataconnts, is it not?

Mr. Steserstrin, That is ther ¢ take-heme pay, | aniexfter taxes.

The Criesirman, All the testimony you heard today lealt with the
take-home pay.

Mr. Sumersrnn . Sin, the issue IS not on facts; the issue is; Why is
it wevelo not have, if we do not have—and | do not know the answer
tothat, bu' | aminecepting that that isso—why do we not have people
investing in equitie 'l‘ﬂ({v say it is hecause they do not get enough
income,

The Ciramaax. For the very reason that you are mentioning, |
suggest, that instead of giving them some reliel &t a {ime when
the relief is needed to give incentive to investment, you want to
muke it tougher by llltuﬁillg then make their burdens even more
onerous.

Mr. Sinunustrin. | think that that is the essential point of disngree-
ment. Wao oelieve that people hold back from equity investment; |
know that | hold back ind I anmin a position to invest, because |
feel that the situation we have today is unstable and unsound. and
that we are MGViNg toward a recession or a depiession and & an_not
going to risk my money jmthat situation. I amboing to put it in

thesafest slace that | ean have it wnc¢ generaly that isin Government
bonds.

Now, if we get over this inflationary period, we get some stability
and we can See where we are going, of course I am not going to be
content with that kind of a return. | ammgoing to invest m equities.
And | have had many clients that | have spoke to-
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The Ciameyan. You are going to get over that by not relieving tile
middle and upper brackets and giving the relief that might beavailable
entirely to thelower brackets?

My, Swerstrix. | think, sir, that we can only get over that by
stabilizing, prices.

The Cuamm v, And reestablishing price controls.

Mr. SinerstriN, By stabilizing prices and by taking such steps as
wa carl to maintain purchasing power.

The Cramrya g’ou think that will make these people in the middle
and upper brackets tear their shirts into shreds and go out and make
this productive machine work.

Moy, SiusersTEIN, Sir, | am doing pretty well under these taxes and
I know a lot of people who are in a similar situation. They are not
suffering any hardship. | am certainly not suffering any hardship.
I do not. neec. any inducement to invest. All | want to know is that
I will get a decent return.  You assure me of al 5-percent return and |
will invest mighty wickl,y.,

The CHAmMaN. You ean go and get the bluest ribbon equities on a

-percent return, if you will invest in equity. Y ou beg the whole ques-
tion. .

Mr.SiLe sTEIN. | am not satisfied that that istrue.

The Cuamaan. Will you say to me that putting your theory into
effect will stimulate a new energy and a new hope and a new faith
and a new chain of investment out of the people that can make the risk
investments jn this country?

Mr. SisensteIN, | do believe, sir, that the only thing that will do
that is to create in the minds of the people a feeling that we are mov-
ing along all right, we can see What our situation is going to be a
year or two from now, instead of feeling, asthey do now, that “I am
very much afraid that a year or two from now we are going to be in
atailspin.”

And we may be wiped out altogether. | think that is the rea
deterrent.

Tile Cnamma  Your answer to my question is that by not giving
these middle-income brackets and upper iackets any relief, assum-
ing that relief is available, and putting it all in the lower brackets,
that that will increase their incentives to go out and make this system
work so you can get your money out of bonds and put them into equi-
ties?

Mr. SitpersTeIN, Sir, | did not say that. | said that if we increase
the purchasing power of the people in the lowest sector of our popu-
lation that we will enhance the stability of purchasing power and
minimize the danger of running into g recession or depression in the
near future,

The Cuamaran, And you intend to achieve that by controls?

Mr. Swarerstein. | am proposing nothing, sir, except that the re-
lief which is given be given primarily, and to a larger extent than is
pravided. here, to the people at the lowest level.

The Camaran. | am trying to figure how you are going to make it
good. You are going to make it good by restoring controls. And
I assume that by some ‘gimmick” which you have not explained you
will make those controls increase production.

How can the fellow that you are talking about have more if you
do not produce more$
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My, Siu erstriN, WeL, sir, to the extent that things are now avail-
able. increasing purchasing power at tile lowest income level will
accomplish a redistribution from the people who have more now, more
than they need, toward the people who have less than they need. And
that, we'think, is both morally and economically sound.

Now, of course, this aloné is not going to aceomplis the whole
thing. That is acknowledged. You will have to have, aso, an in-
erease in production. And | think that that increase ill production,
growing out of stimulated capital investment, will come from a con-
fidence 1l the economy rather than from getting another $100 or 1-
other $500. That is not going to mean anything to me, | assure you,
Mr. Chairman.

The Cnamaax. | think you have stated your whole burden. You
have to prove in your cas. hete today that by doing what you propose
to do you will increase production and stimulate confidence in our
econony.

Mr. SiLBERSTEIN. | believe that is true.

The Cnamyan. If you come uy with that, you have produced the
greatest. contribution that has ever been produced in a tax hearing,
and | am going to listen with my ears cocked and T will try not to
interrupt you ally more since we understand what your burden is
here.

Mr, StuserstrEIN, | must confess that what is in this paper is prob-
ably not going to fortify that greatly because this is not-——

The: Cinamaran. You have u lot in your head and if your paper
does not fully express that we will give you tile time to express it.

Mr. Suserstery, Thank you sir. ThiS is not an economic docu-
mend, As | recadl, | was talking about the community-property
provision.

The Criaryan, Yes, )

Mr. Smsersteiy, The split-income proposal is defended on the
ground that it is necessary ill order to eliminate the preferential tax
posjtion of the 12 community-property Statesin which, broadly speak-
ng, the split-income system already exists. Several States have re-
cently passed statutes adopting this system for tax reasons. We be-
lieve that this situation is an inequitable one, but it calls for precisely
the reverse of the action proposed. What we need is 10t a provision
allowing husbandsand wives, ill all States, to split their incomes but,
instead, 1 provision requiring husbands and wives in all States to
file joint returns. 'T'his proposal was urged by the Treasury in former
years. In thisway, the husband’'sand wifes joint incomes become tile
yardsticl_( of abI|ItV to pay.

It isq reform hadly needed to cut off tax avoidance an¢ to adjust
income taxes to the ability of the family unit to pay taxes. We de-
plore the proposal for income splitting as a highly regressive measure
and a step in the wrong direction.

Tile Ciairatax. May | ask you how you would prevent tile very
rapid spread of the income splitting by the adoption of the community-
property system? .

Mr. SiLpersTEIN. OUr tax authorities assure us, Mr. Chairman, that
alaw requiring all spouses to report income on a joint return would be
lawful if special provision is made for credit for earned income in tile
case where a wife earns income.
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Tie Cuamman. T may refresh your memory; we tried it several
times. The only difference with it is that you can not got the votes to
make a law out of it.

Mr. SisersTEIN, That may well be true with a situation we have in
the Congresstoday. But we are presenting our point of view from the
aspectof principle. We think that if taxes are to be based on ability
to pay, then the joint income—if the people live together, and only
if they live together—should be reported as a single unit, beeauso the
income of both is available for the maintenance of that family unit.

The Cu.maan. You would not allow them, then,1o have separato
ownership of property{

Mr. SiLsErsTEIN, ( y, they would be: allow  to have sepa-
rate ownership of property.

The Ciramaran, And separate control §

Mr. SinersreiN, And separate control.

The Cuamnman, But if they had separate ownership and control,
nevertheless you would tax them jointly{

My, S1nensteIN, We would tax them jointly if they lived together
beenuseo thejoint income ig available to the fami ly unit.

Economic considerations, as well as democratic and equitable prin-
ciples of taxation, require the rejection of H, R. 4700, Our mmmjor
internal. problem is the skyrocketing cost of living. The Nation faces
the calomity of boon and, ust through the danger that prices will
outrun the ability of our people to buy hack the goods produced by eur
economic machine. Real wages have dropped. To kee,) purchusing
power up and prevent n collapse, it is imperative that {ax cuts be con-
cen' rated in the lower-income brackets.

On the other hand, the higher bracket laxpayeis have fitted very
well indeed. Their incomes from investments have sonve ; corporate
dividends are a their highest peak in history. Business profits and
salaries in the upper brackets have climbed to new highs. These
groups have excess funds to spend in the market place, which have
contributed to inflationary prices. These groups ave the Nution’s
largo savings. High tax rates upon the upper bracket taxpayers serve
two mzjor purposes—-

. Tho’ iramaaN, How do you like My, Truman’s $40 across-the-board

Mr, SunersteiN, We gie also opposed to thiat, sir.

"T'o provide "&VENUES pequired by the Government and to siphc.. off a
portion of the large savings which, if uninvested may help plunge us
nto a depression.

Wao recognize the nportance of encouraging the , rivate investment
of funds. High ncomie-tax rates alone do not make investments un-
attractive. What the investor wants and % s js a steady flow of
SrRnead A saigiapt his investments, even at lower rates than

nlnés Gll en il o noti t f f thever
oG Copegreg . DY S RSGc, gl BV igy
nfllatale Avarnnaank ha T ‘ p
And finber prackefSAFETR At all incanpive & gl 10tes in the gqimy
hnhnlllﬂ)t! c\‘ man hac to \lvnh‘f ha'rd?{; l" (]0[' tﬁ0$ ratesin order to Ihgj‘;
Does ttﬁ{ {Srm ANy partor your 4., 1

9
Mr. ﬂ"“ll:'m_':,y | think not, 'sit. 1 do not think we could agree
with that point of view. ,
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The Cnamsan, As far as the lower brackets are concorned you
would not advoen  thatt

My, Suuensrean, No, Sir. ) )

This safety and curitytenll he provided only by keeping mass pur-
chasing power up ; ese tile bottom will fall out of our economie boom,
the value of investments will collar pse and the market for new securities
will bo dried up. The key to th  encouragement of investment is
therefore the buying power ™ f the averuge man and womu upon which
W prosperous economy depends,

Lhat, sir, | would like to emphasize is the heart of our position,

The Cir _ieman. I do not eare to debate that now, beenuse that was
the great contral subject. of debate all through the 'I'NE(! period.

Mr. Sisensi N, That is 1eight.

The Ciamsan. Jo you not attribute iy part of the necessary
8686%"}"' to the need for capital goods us distinguished fron consumer

Mr. Sisensrrin, Wo acknowledge, sir, that ther is n need for
capital goods, Hut. 1 think that in our present situation that isnot tho
prime problem, except. perhaps in relation to a foreign-relief program.

am not realy sureof that.

The2Crramatan, Irrespective of the present situation, you have to
have the machine and you have o ave tile pay roll; do you not?

Mr. 81 srEIN:IYes, sir,

_Tile Coamman, SO that some weight must be given to whatever
tile factors may be required to gret. the machine. Is that not correct {

Mr. SiserstiIN, Tint is correct, sir,

ThedCHamrman, ic ahead.

My, SunersteiN. Vo ave now discussing the President’ progran .
The proposed $40 reduction would have only af comparatively insig-
nificunt cifect on tile average taxpryer. For the meie than 40,000,000
taxpayers with incomes under $3,000 ayear out. of the total 52,000,00(
income-tax payers the results would Ol approximately the sam as
if personal exemptions ndndependency credits were increased from
the present $500 figuro to $700. Theso 40,000,000 people with in.
comes under $3,000 aro the bulk of the America people who tire the
hardest hit by tile runaway prices. Their filling real incomes—
falling becauso of rising prices—constitute the sword of Damocles
hanging over our current hoon. andithreatening to precipitate a col-

soasel'hig is n utterly inadequate program for dealing with our
current, problom.

Tile restoration of tile wartim excess-profits tax, at reduced rates,
with liberalized credits is in our judgment not the appropriate ac-
tion to take undor presont economie conditions, nor 18 it file most
desirable or effective nethod available for recoupii,, any revenues
which may result front tax cuts. We recommend, instond, the adop-
tion of a graduated, corporate income tax.

Tile National Lawyers Guild calls for a program shaped to mect our
most pressing need, namely, to reduce tile tax load onithe lower-income
groups, 'T'o use, taxation 1o hore up mass purchusing power and
safeguard. their threatened. standard of living which 18 so basic to
the Awnorican way of life, ve propose tile following program:

Personal exemptions: 1. We propose that personal exemptions be
increased to $2,600 for a married couple and to $1,500 for a single
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individual with the present exemption of $500 for each dependent
retained. .

The Cuamsran, What would be the reduction, in mvonw\!

Mr, Sunerstein, | am afraid, sir, that | do not have that fig. o
| endeavored to get it, hut the committee advised mo that the ‘I eas-
ury hasg figuees were not available on that. _ ,

‘he Criamaean. Mr. Stam estimates that will cost between eight
and ten hillion dollars. ) ) )

My, Sisensrean, | should like to emphasize, in connection with
that, that while we have some proposals here for inereased revem
‘by/certain adjustments, we arenot, concerned primnelly With the for.
mula.  We aro concerned Pr.lmarl.Ly with the principle.

In other words, if jn ti Ifenal adding-Un OF the flenres ithis not. pos.
sible to go that far, what we are raying, essentialy, is that we think
we shoul ¢ go as far in that direction as we possibly enn and that this
bil does not go mearly far enough. L

The Ciamdan, There is qu?te a little theory in this bill in that
direction. ‘This bill would take six or seven million people off th
rolls entirely. Back in 1948 we took 12,000,000 people Off.

Mr. SiusersreiN,_| understand that. '

The Onamman. There isno harsh policy in Congress against tak
ilng people off by raising exemptions whenever it is felt that it can bex
aono.

Mr. SiserstEIN, Sir, we believe that it can be done. In that con-
nection, it should be recalled that during the period from 1925 through
193 the exemption for a family of four ranged from $3,30 i3 $4.300.

Th. Cuamatan, How MUuch-revenue Wer€ we raising ghen?
~ Mr, SusenstEIN, | am afraid, giv, that | cannot answer that ques-
tion.

The Cuamaax, 'We raised about six or seven billion a year. Now
we are raising $45,000,000 000 or something like that, _ _

Mr. Smarks. . | understand that, sir, But in connection with
&%nmvious’mtos\ of exemption, it should also be recalled that an

The Cuatraran. Doyou not think everybody ought to be taken bhack
to those tdylic daysi = .

Mr. SiLoersTrN, | think thereimight be certain advantages to that,

The Citamman, | think our minds are in complete agreement on

that point. « w. aua have duringthat period .. highest ...,

I think in 1929, prior to the present situation, even though in that
PETiORd HOrErBiRd WhEt RRTUEH A APRRBKAating 90 pergeqy of the,
come above $5,000 a year, )
So that there is no necessary relatipnship between low exemptions
and Frear, inducement for capital investment. i
Tho Onamman. If you are raising $6,000,000,000 a year it is per-
fectly apparent thatyou can have I@ﬁser rates than if you have to raise
45,000,000,000. -
fr. Siaersrrin. | understand thae, sir. . ]
e aso propose that adlserimjnatfon existing against low-income
.Qulps in the treatment of exemptions be eliminated by Congress. AS
3\6 aw notv/ Stands, the benefit of exemptions INcreéases as incomes
rise, since exemptions are In substance a deduction from income. For
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that reason, a married couple with two children having net. income
before exemptions of $4,000 saves %380 in tax by reason of the exemp-
tions, 19 percent of $2,000. )

But the same taxpayer with a net income of $25,000 saves $1.180
1. taxes, 69 percent of $2,000, and if his net income were over $160,000
he woul save $1,800, 00 percent of $2,000. ‘T'he administration’s pro-
posal recognized that this was an inappropriate methad. for handling
exemptions by prn’mﬂing a fla $10-tax reduction for all taxpayers.
instead of increased exempt ions.  We propose that the exemption for
all taxpayersh equalized by edueting hem from tile lowest bracket.
That would generally bring some adde( income,

Income-tax rates: ‘Fhe progressive increase of rates as incomes rise
is:2 basic ingredient of n tax progreay based on the punciole. of tax-
«tion according to ahility to pay. This principlein fixgrant]y violated
undor the present tax s ructure, because thd lowest-brackot riiveg, nre
erude and unrefined.  They start at @ -very high level, 19 percent for
the first $2,000. _

For the more_than.. half, 26,000,000 Of (h.. A, ric..i'taxpayer. with
net incomes, after exemptions’nnd deductions; und { $2,000.a year
there iswo graduated rate, ‘[lie $2.000 of incom taxed bears the snine
rite ny the $100tincome tay d.  Both gre at 19) eveen  ‘THbre IS no
wirtant for discrrding thefgraduation prineiplé prithinuis gmuly‘ f
taxpayers, Morcover, fofir -omes after exemp nywn a e ol
from. $2,000 to $5,000, . o s1 up too rapiflly td too Hi v eve_
Incomes, nfter exemptiofs and” degugf jops, pAES ~ or 'l “ccount
fap pena b QR wapaant’af 4l Ambade o

We pragose to gradun,, the ratel for the _(i,(f()ﬁ, L st hu. ot
our income-tax PAYErs aft to ease helbufdéns on _ e ¥ thainingl 455

b whe m ke up thdtAmerien, middle . ass, Tho Fuger ghould
begin at a fraction of the eiyrent 10 Joréént for f?mﬂf’ t #800'f taxnblo
income and increase gradually in $500 braQKet_s.,th(Q,%l(‘!{&l.O brackoj

to file $5,000 level, with tile tes in these levels tover )

The Ciramaan. How about-Joworing tlu%) 19 perc ta_ 1l _.ctlo

M#. Stakrsre N, That is suggested, siv_byhroaki y it up£1hat is
A0 sy, stort it at $500 instead o 4,000, S3rEing'at o lower rate.

The Cuamwvan. Instead of Javih ,your jump-off point at 19 pep
ceit, et us have it 4 little lower than i,

Mr. StnkrsreiN, THat 18 what is n-o‘mst?ﬁ’yﬁa bt genge i35

ThoCnamaman. | the Congress should not go foF thik plan of yours,
would” you rather have something along the line of tile Knutson bifl
rather than nothing at allf )

Mp, St 1N, I am not prepared to answer that question, sir,
I think T" had better pot venture y view on that, because | have not
considered j(, and what | have tried to do IS to present the view of my
OrgafiZAt1on.

o Criramstan., All right, . .
_Mr. Sungnsrrin, Mandatory ioint returns: Iusbhands and wives
living together shoule be required to file joint returng, with a special
Credit allowed for working wives, In this way our income tax will
nore nearl,y @pp[oximate an ability-to-pay system and additional rove-
hues will. be raised. o
AI'he Criamaean,*Are you not deviating there somewhat from your
olrt'principloe?

Mr. SitnersTEIN. No, sir.

e
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Tho Cuanestan. Whyshould not a working wife be allowed to mnke
hier own jncome-tux return?

Mr. SuskrareiN, Well, the basis of our recommendation, siv, is that
the income is availnble for the family as long as they live together,
Aud if our principle is ability to pay, then we should treat the income
of hoth s the base to be taxed.  And for Ifederal purposes we think it
will be sound to base the tux on a joint vetuen which would treat their
joint income as one,

The Crtamsan, Why devinte from it?  If you wish to give o
credit to the working wife why not bo consistont. and give her the
right to make a soparate return of her incomet?  She certainly is an
independont entity to the extent of her enrning power,

Mr. Smaersrein. You mean with respeet. to her incomet?  IHer
earned incomo? I seo no renson why that would not be sound with
respect to her earned income.

Tho Cuamman, So that as fav as carned income is coneerned you
aro willing to have separate returns as distinguished from the joint
veturn which you proposed

Mv, Suaenstein. 1 think personally that that would be ull right,
1 do not know what our committes or what the organization would
sy about that, .

That conpletes what we have in velation to income taxes. We do
howovor, have some brief remarks in veference to corporate tax rates
und exciso taxes,

The Cuamman, Wo are not dealing with that, Imt go ahead and
givo it to us,

My, SuaersreiN. Corporate tax rates: The Lawyers Guild favors
the principle of graduated income-tax vates for corporations start-
ing at 24 perveont, renching tho current 38 percent at $1,000,000 of
net income, and gradunting to a maximum rate of 60 pereent for
corporations with net incomes in excess of $10,000,000.  Swmaller cor-
porations should have the option of being taxed us purtnerships. In
view of the unprecedented lovel of corporate pmdls, this proposal
would producoe substantial additional revenues from corporations,

Iixciso taxos: Exciso taxes, which ave sales taxes under another
name, aro oxpeeted this year to yield 7.8 billion dollars in vevenues,
only 2 billion dollars less than the total income tax on all corporations,
Lovies on necessities bear heavily on the Ameriean standurd of living.
Wo boliove that the excises on tobaeco, beer, electrienl apliances, ad-
missions, and other items which are cssential to the living standard
of tha peoplo should bo repealed and that the levies should be vetained
only on luxury items.

Tax policy is one of the major governmental instruments available
to us in maintaining a high level of production and full employment
and in safeguarding the American standavd of living, Both the Re-
publican-gponsored House bill and the administration’s proposals fall
far short of the needs of tho times, 1f we are to prevent an economic
debacle, wo must usg the taxing pow. v to strengthen the weakening
purclmsin% powor of the American people, for that is the generator
of prosperity; it is the key to high-level production, the foundation
for security of investment in new anpd expanded business ventures and
the essentinl requirement for an egonomy of full e:aployment.

Tho tax program advocated by the National Lavycrs Guild meots

»

this all-important requiroment of the immedihto tax bill.
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1 .
The Cravmyman, Thank you very much forconing | d for your very
Sbanact ine dionnooian
Mr. Signeusrriy, ‘Thank yon, MelChairman,
The C...imman, Mr, Joloy? .
Will you idontify yoursel I for {he reporter, please? ‘Felll'him your
residenco and business,

STATEMENT OF PAUL J.FOLEY, ATTORNEY, OPA, PAUL J.FOLEY &
€0, CERTIFIED PUBLIC ACCOUNTANTS, CHICAGO, NEW YORK,
AND WASHINGTON, D, 0.

v, Forky, My namelissPaw. JIFoley. T am 1l attorney and_cer-
tified publi wecountantt and heac of Paul J, Foloy & Co,, certified
public’ account ants of Chicago, Now York, and Washington.

I wish to appear pri -ipaly i.. conmectioneayithl the diseriminatic ..
arsing out of various of tho community-property issues in IH, R,

10,

H. R, 4700 providing for splitting of :ouples’ incon.. seeks to por-
potunte and compornd the unconscionnble dtseri.inntion gainst 814
million hends of households comprised of 3,645,000 widows,, 1,116,00,
widowor, 767,000 divoreees, 1,120,000 sopuratees, and 1,186,000 un-
murried heads 6f households,  Census figures for April 1047, u repro-
sentative y viod, reveal that athough thereenre 30,545,000 married
couples living together there will be 8,683,00. heads of households who
cmmi)t avail themselves of ntshare of the billion-dollar relief allowed
couples,

Of greatest ai‘iniﬂcauco aso is !he fact that about 46 percent of the
married cou[_)(ld €hava NQ children undor 18 years of age, Ss)ecillcullv.
imApril 1947, of the 30,645,000 narvied couples above, 13061.000, or
45.7 percent of such married couples, have no children undgy, 18 years
of nge (Consug report, geries 120, Ne, 11, fdoruary i1, 1048),

Less than 80 percent hnd tWQ or .. 9L (Census Bureau ﬁuporl, series
P-20, No. 11, released Februnry 11, 1948), )

Obviously, thereforg the contention that the pivesal will prinei-
pally bonefit parents issi naccur aie, since it, isscommon knowledge (sce
(ensus Bureau teport, series P-0 No 1 and related studies, that
the reproduction, tates are considerably lower than average in the very
brackets which are: most benefited by the splitting proposals, )

On the other hand, there ar. 1,316,000 heads of families With theix
own children ynder. 18 wha woulc he deprived, of any benefit or con-
sidoration lunder tho splicting progasal  sinee both “parents w' not
presgute In this grd n ave, ironically, the widows wnd children —of
LT

It is gonerally conceded thut. pnrents rearingini |l er children should
be given considenanion in X programs beeauso fiom, this group vill
come tho future America whose health, spirit, and education may be
adversely influenced by a tnx structure which fails to give due regard
to the pnrents’ burden. Tlowever, it would be intolerably slovenly
to provide relief jn lthe amount of a billion dollars gunually when
aoro tha,, ... If will completely miss this mark and ghe distribution
amonyg, those who ultimately i‘)mmﬁt will be by chance rather than
being hased onlany rational determination.
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Moreover. it fails to provide for over 114 million individunls who
are perhaps most deserving of consideratiion because they are caring
for minor children without a spouse foF help. Most typically the
leads of such family groups tire carr mﬁthc complete burden on the
very old or the very young, millions of whom would otherwise have (o
be institutionali ¢, most at public expense,

Asjust one exmmple, under he proposed bill there would be |
thousands of cases where th flit ier of' ninor children would, ufter
L T S Pyl of bbb el coliprriee Ly
beenuse ho no longer is in - he-favored rronp..

1t is recognized that - in this broken-family group conditions are most
ceonducive to juvenile delinquencey and truand, against which the heac
must battle at timewhe 1he  istibuy serviees which would otherwise
be performed by atspouse, In all strata of our society, such a head of
family deserves the considerntio  and wid, or frequently sympathy,
;'n_lthm- the  the diserimination d nbusc whic  this bill. heaps upont
i,

I'hetsecond group against which ‘he dis rimination is sought. to he
perpetuated is i 50\\’01’-!)1‘1!(‘1«*( taxpayers in general.  Th married
couples who would. actunlly benefit ave « small minority, Of the
$1,045,000,000 annually involved in this splitting, 06 p  eni of all tax-
paying couples wonld get only about 50 million in savings, while prae-
licnllly 1 billion would go to the remaining L pereent of taxpaying

In fact, tile actual imount of henefit, if any, is the result, of sheer
chance resulting fror the irrational basis of the exit to which the
tax on meouple’s income iSmore than double the tax-on half of it.

The effect of this formula isillogical, inequitable, and certainly not
predicated on ability to pay. It substitutes for n planned reductior for
cach bracket the vagaries of n ruthless mathematical formula which
gives phenomen:  savings to some few couples. )

“The fourth group comprised of other single people is discriminnted
against DECAUSE in all future .egislat.on (€S wil have 10 heo high
cnough to get a reasonable yield from the favored group, with il
result that tax rateson tile single will be prohibitive,

The first question whigh, comes to my mind is why has 1.... something
been 1 bout this on atFederal level before now,  The history of
legislative attempts to eliminate this discrimination result ng {
community-property freatment of a eouple’s income extends over a
period of 26 years. Rather than there Dang any recent, concerted,
und sincere effort to eliminate the basis diserimina ion, the correctives
have become commingled with proposals aimed nt tax treatm nt of
family incomes, generally through mandatory joint returns.

1t_isagainst this muddled background that tile present legislation is
proposc(% This indicates themany obvious reasons why this long list
of attempts hag failed in enactment of a corrective. However, it c
be categorically charged that in the last 20 years no House committee
or Treasury sponsored bill has been directed against the definite and
obvious objective which justice demands, namely, elimination of the
discrimination in the particular ‘community-property situation, as to
dividing couples’ incomes, as it stood then and now exists.
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For purposes of political trategy, academic theory, and similar
peagons, the b has g puly boen mbddled with - 1l tgegroblens
consideration.  ‘I'o eliminnte (he discrimination between community-
property States and non-community-property Statesit is not necessary
to demand nindatory joint returns, us this raises sl host of issues nol
a all involved in elimination of the present diserimination of the
law ns between residents of varvious States,

Every im the mandntory joint returlrissue has heen raised, hosts
of gold-plated sutfragettes have descended upon Congress to recnnct,
their epic dramalegnrdingmnrried women's rights, and  li'ii that all

Wil b Jost 11 ever w wite mugt file o joint petnr it hey hushan
! e PH I I f

thavahe arain b Snlaratad to eanmmi, vanl
baing {hereby muddied, various moralists ana li isled chures. groupss
joine the little and a deafening thunde  of cries about. marriage,
morals, economic serfdom, and the like killed any further relevant
determination: or any _ction,

Consideraticn should he give to the fact the  the adoption of the
Splitting policy will inject into the tax struceture u factor which will
bo diflicult if not impossible to remove beeause of politieal considera-
waendiyet will confuse and be troublesome i all fuluredetermina-
tions of rates for various brackets sinee an alternative rate is avail-
ablo to some taxpayers, but. not all, in some, but not all, brackets.

It seems inevitable that the future rate for ench of the brackets uf-
fected would have to compromise which will thrust too much on those
who clanit avai thems Ives of the alternative eale liltim and too
little on those who eanl.

During the recent Touse hearings on the present bill the advoeates
of community property favoritism { . Ler beclouded the issue by
emphasizing  alleged diserimination  againgt  community-property
States enaeted ill the Revenue Act of 1012 (aff, sees. 8111, 81115,
and 811G of th. code) ans t« transfers of community properly in con-
templatior of death, and the inclusion in many cuses of the entire
Community interest in the estate of decedent.

It,is noted that the present bil ill sections 351 through 354 repeals
the 1942 enactments. The provisions of Revenue Ael of 1942 werO
i&égﬁél:‘d lo‘ put residents of ull Stutes on an equel footing nstd Federal

The piesent billh wouldt repeal the 1942 enactment, Again thig is
done without ever attempti iy to retain that which would provide most
equality for all States. Indeed the repeal will give n fuvored status
oOestate taxation far mor signifieant thmliile slight, imperfections
of the present law.

The foregoing is mentioned because it was stressed a t he House:
hearings and appeared to greatly confuse the issues on income tax,
Actunlly it is, of course, only collateral to the income tax issu.. since
theonl, sound basis -an be (hat of providing, as well as possible, Ifed-
oral tax laws of both type4 which qpe identical j; dollar impact ¢
residents of till States.

Many misleading, unfounded, and rash statements have been made
to the effect that it would be unconstitutional to amend, the code so
as to tax income to tile earlier. Uninhibited im@gjnation and fanciful

theory was displayed at the Iouse hearings. On witness even ¢on-
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tended that it would be unconstitutional to tax acommunitx property
State husband on his wife's share of his earnings, although it would
be constitutional to determine his tax rate on the basis of the wife's
share being added. Most of these claims of constitutional limitations
call be dismissed as being so blinded by fragmentary technicalities
that all perspective of the real issues is|ost.

It is impossible any longer to contend that division of community
income on separate returns has a constitutional basis. It is clear that
Congress could treat community income as the income of the earner,
or in case such income is derived from community or separate prop-
erty, asthe income of the earner or owner of the property, respectively.

s aready observed above, the community property income tax
cases decided in 1930 (Poe v. Seaborn) which sustained the income
tax treatment now in effect in community property States, resulted
from judicial sleight-of-hand and from statutory rather than consti-
tutional interpretation, Such congtitutional references as they con-
tained were indirect and at best only dicta ; the constitutional problem
was not in issue.

Be that as it may, in the community property estate tax cases (Fep-
nandeszv, Wiener, 4502 U. S. T.C. 10,230, 6 8. Ct. 178) decided in
1945, the Supreme Court made it clear that Congress was not bound
by any ancestral notions of ownership in determining whose is what
for the purpose of taxation. In the face of those cases it would be
absurd to say that, Congress could not use the "managerial” powers
of the husband as a basis for taxing to him the entire income earned
by him though half of it tinder local law is tagged—in a sn_pended
sort of way-as the “vested” interest of the wite, or that Congress
could not use the receipt and actual control by the earner, be it hus-
tt))anlgj. or wife, asa basis for taxing to the earner the income earned

y him.

The Criamaran. Passing the power of Congress to enact that kind
of law, the community property in those States where it exists is a
real reality. If you do not beliéve so, just watch what happens when
you have a divorce or death. . .

Mr. ForLry. Senator, the observation on that vesting seems to be
that the husband has complete control of it, and the only time when
it does have a different status is at such times as the wife might be
able to prove that the husband was using it in a defrauding sort of
way or at times when the marriage is being split either through death
or divorce action, o ) )

The Criamaran, T'he split income follows split ownership.

Mr. Forry. Sir, it isin my mind rather immateria as to wiat the
tag isin local law when, tinder all of these local laws, the husband has
the right to control and use the entire proceeds irrespective of the
onion or interest of the wife, anything short of being defrauding
of the wife.

The Cnairman. | understand your theory of it completely. But
the fact of ownership of property and the fact of rights of enjoy-
ment are rather important facts to be considered. | think your theory
Waves that all out and puts the tax on control exclusively.

Mr. Torey, Mr. Chairman, as to income and moneys which are cur-
rently expended,, it seems that the only real determination that is of
any merit is the right to spend it, ‘and the control of it. If we are
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thisnking of a corpus &f community property accumulated, that, of
corse, presents a different issue, but when it comes down'{o tile money
which iscurrently coming in &nd going out, t i | rights, as1 see it, fail
on the person who has the right to control it andspend it.

The Ciiamyan. If you are eating that which is channeled toyou by
the person who has the control, you are enjoying the benefit from it,
areyou not¢ . ) .

Mr. Forey. Yes, sir,  And | might point out that in practice | have
nét observed too much of a difference among the household activities
of the residents of common-law and community-proj erty States in
this respect. . .

Th Cuam:an, | think you are quite right on that.

Mr. Iforey, Each seems to conduct itsown household funds on the
same basis. ) . o

ThoC! 2maran. 1T you ean j unp the bridge of wiping out the inei-
dent of ownership, you call argue aong the line that you are arguing.

Mr. Tore . ‘That gap has been pretty well bridged in the Wiener
case by the Supreme Court in 1945, which, of course, was an kstate-tax
case. But the constitutional issues in there, as to ownership and the
right to control, as | see it, are basically the same as would be raised
in an income-tax case.
~Tho Ciramaran. | think control may not be a necessary factor, but
it iSan importun( factor in weighing who really has this income. | do
not think there isany question about that. .

As | gather from your testimony , you are putting almost exclusive
\\'(‘i;{zht, gi ving almost exclusive w™ ighting, to that factor.

Mr. Forev.. What | ann pointing out, Senator, briefly, is this: This
bugaboo about g constitutional issue hag been gne of the things which
has prevented tile elimination of this community property splitting
when it possibly should have been stopped before it got such popul ar
acceptance and has resulted in the legislatures of the various States
trying to get onto the band wagon. It would inject into our tax strue-
ture a very irrational concept. ‘Theeirrationality of it comes about
because instend of qf pl anned determination Of the amount of reduc-
tion Of rate that would be applied in each bracket, it is left wholly,
entirely 10 the functioning Of n ruthless mathematical formula.

1 have no quarrel whatsoever with the division of ¢l reduction of
income between ti llgigh or the low. It is complete&y irrelevant to
this issue, butt when you 100K at the amount of percentage reduction
in income tax_for each bracket, which does come abont because of this,
and it plots like 4i mountain peak, you redize that t 1 | whole concept
of it.is rather irrational. Ty is not plotted according to gyny particular
Scheme of things.

Why shoulc. ¥ man—just. to pick a random—why should a man a
50 thousand gret so nmcﬂ lower percentage reduction th_h at 25 thou-
sand, and Why should a man at 15 thousand iNCOMe pet. SO mucl less
than alman at 252 Wholly apurt front the issues as t5 who shoulgy
get ity ittthrusts this particular issue: You gre giving out, in €ffect, a
I1ion dol lars jn potential tux relief without a ational determinationn
of who, among the various brackets, should get, It. )

The Ciramrnman. Imay sny thet | developed many of the points that
you are discussing so ably here today, in the Senate a year agQ. But
the sentiment for Splitting Income seems to have continued VEry
strongly.

72603—48——18
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My, Forgy, | think, if my observations wo correct., that much of tile
fervar for splitting of income is predicated upon the misapfamhension
that all families are going to benefit front it, and many people who will
not ultimately benefit are actually of the opinion that they will,

Also, | would like to point out one basic fallacy, as | sec it. Aswe
look back into the Roman law and the history behind this communty-
pro_ crly thing, we sce one basic change. In our modern economies the
modern households are getting smaller, and they are gretting differens
types of composition. I'he result of that isthat in being smaller there
are fewer of them that have the perfect stiructure of having a marvie
coupl e, that isthe head of thehousehold being married umhmvin his
wife present, a requisite for this particular reduction. We nust now
consider it on a family rather than a couple basis.. .

Actualy what is most i nportant is the fact that we must recognize
that it isthe hoad of ti | ily who is carrying the burden in our
present economy jmabout 25 percent of all households, this head of tile
family not being married and living with his wife at the time, at
“Jeast, and it means that the concept of the c chaslte be substituted
as Lsee it, for head of the household,

The Cuani 1an, Do you not think that this enormous working force
that we have at _tile presenf time has brought: many women into the
labor market with the result that it has increased the independence
of t.i_lveomen in the household to that extent? o

My, IFor v, Perhaps that is tiue. | have no doubt that it is. B
tile injustice comes al out in such cases where a head of a household,
in this instance a million and tthird of them who are Still vearing
their own minor children, who would have all the burdens of any
husband, and more, and. would get no consideration under this par-
ticular splitting determination, .

Now., if | may just anticipate myself, there are two aternatives.
One woul be better than t i | eher, but either would be befter than.
ti | present situation. It would be possible to have a head-of-fumily
class, and permit hinw to have tile same status for purpose of splitting
ast i | eouple would enjoy, or of eomrse, it would be possible to abrogate
tiIecomnnmity~g)lgtpel'ty i ncone splittméy. o

But it.seems that most of ti laetual difficulties have not been gone
into very much because the people who have been getting it to date
have looked upon it more or lessag a gift and have not complained of
any of itsdefects,

n GODENUNG, I was %oi.r.l.g, to point out that the l'ower and Lusthaus
case and others have indicated Very ¢learly o trend demonstrating that
it would be constitutional, for the Congress (0 actually abrogate the
splitting, of INCOMeE (N the community-property States,

The Cunamaan. The difliculty is that ittiismot a novel thought. It
hag been tossed in t i | leopper around here a number of times.

But |ggiglatively it hitsyot been Fosslbletodo it.

Mr. Forey, Wile it might he legidativel impg_wble to (o that,

Senator, 1 would like to urge gt least that the head Of household be
given some considoration, . . .
.| woul(, liketo point out {hat in the various studies that have gone
into Hne House hearings 50 far, | saw ng mdl.gav.gr} of the large num-
ber that would be inv %ve(. 0 | t  figures on the num-
ber that WOUH e Vo veé. and it E@Xﬁg "iﬂ.’}ﬂﬁ a? least to mo.
this large group would be involved and 1eft jnthe cold.
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And having all the responsibilities and cares of a couple, they cer-
tainly ought to be given every consideration that a couple has been
nlvcn. H .

Ixeont. for the conclusion, which more or less has been covered by
what | have anticipated, that concludes my testimony, Senator,

The Ciuamy . Thank you very much for coming. Your testi-
mony has been very interesting.

Mr. FoLey. Thank you, sir. . )

The Cuamyan. The hearing will recess until 10 o'clock Monday
marning. ) i

(Thereupon, & 3: 45 p. m. the committee adjourned, to reconveno
Monday, M arch 8,195, at 10 a.m.))
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MONDAY, MARCH 8, 1048

UN1TED STATES SENATE,
Comyrrres, oN Fi NANCE,
Washington, b.o.

Thecommit tee met at 10 10 @, pursuant m(adjiourn ent, in room
312 of the Senate Office Building, Senator Bugene D, M 11 ikin (chair-
mawre¥ the committee) , presiding,

Present.: Senators Ili kin, gﬁh'vwsu-r, Martin, George, Barkloy,
Connally, Johnson, and Lucas.

Also present : Senator Overton,

The Cramytan. The hearing will cone to order, please. .

Mr. Schoeneman, we are gl ad to have you here this morning. W1 |
you state your full ‘name.

STATEMENT OF GEORGE J.. SCHOENEMAN, COMMISSIONER OF
INTERNAL REVENUE, BUREAU OF INTERNAL REVENUE, WASH-
INGTON, D. C.

Mr. Sciors__1ax. My nume is George J. Schoeneman,

The Cramatan. .And your business

Mr. ScuorNesman, Commissioner of Tnternal Revenue,

The Cramaan, Will you proceed, Mr. Schoeneman, lease.

Mr. Scenoenemax. Mr, Chairman and members of ti |@mmittee, |
lpp:*eﬂntﬁ(tlho opportunity to comment on the administr at € aspects

At the outset, | should like to make jticlear that it is not within my

rovince us Commissioner of Internal Revenue ta discuss whether
there should gr should not be attax reduetion. But as Commissioner
Tam responsible for a1l management processes required jn the admin-
istration Of revenue legislatiaf, and in this capacity the Bureau con-
siders itself the servant. of the individual taxpayer us well as thee
Government's tax-collecting agency.

Effect of the bill on the number of tax retutns: Seeretary Snyder
hasadvised you that ¢he various provisions of 11, R, 4790 wou d remove
some 6.3 mmlon taxpayers from the tax rolls. This does not mean,
that the number of tax returns would drop 6-3 million, Actuglly the
total decrease jn the Number of returns reqwrec‘i 10 bo filed gg com-
pared With present \aw would be 2,8 million.

The Cinamaran. How many taxpayers would it take from tie roll §/

Mr, Sonoeneman, 6,300,000, )

The Ciiairman. You meanr6,300,000 people who ave paying taxes
now Would not pay taxes§

Mr. Scnoexesax. That is right.
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The Cuarman, But a certain number of those would nevertheless
befiling returns, is that the point 1

Mr. SoroeNEMAN, That is right.

The smaller decrease in number of tax returns than in number of
taxpa?;ers results in part from the fact that returns are required even
though they are nontaxable .in those cases where the gross income
exceeds the filing requirement but is offset by such items «s business
expenses, deductions, and exemptions. In addi tion, we normally get
several million nontaxable returns that have the character of clams
for refund, because the annual income of a person may be below the
filing requirement but wages for one or more pay-roll periods durin
the year are of suflicient Size to require the emplglyer to withhdd tax.

~Without any change of law we estimate a total of 56,000,000 indi-
vidual income-tax returns will be filed for the tax year 1948. This

mpares with 5 million for the tax year 1947 and 52.8 million for
the taxyear 1946. o ) .

The Cramman. Is this increase due to increased income?

Mr. ScroeNeEMAN. Yes, sir; and added number of income receivers.

The Cramman, Proceed. o

Mr. Scnoeneman, Therefore, it will be observed that even after
effect is given to the change in hllng requirements under H, R. 4790,
we will still have alarger volume of returns for the tax year 1948
than for the tax year 1946,

Importance of the tax form in tax administration: As | stated to
the Ways and Means Committee, the Bureau of Internal Revenue in
its role as administrator of the tax laws represents you in interpretin
these laws for t.i I|aaeoi)le_. Practicaly the entire wage-earning and
income-veceiving population is affectéd by the bill before you, and
relatively few of these people ever read the law. To them the tax
return with the accompanying instructions which the Bureau places
in their handsisthelaw. That | think, isasit should be.

It is because the income tax blank is such an important instrument
in translatm% the law into revenue collections that we have placed
so Much emphasis upon its appearance and content; and that interest
has been shared by your committee.

Items. which wilf present difficulties for the taxpayer and the Bu-
reat: Some of theprovisions of H. R. 4790 will not create any addi-
tional compliance problems. Others will eliminate some of the
problems under aPr@ent law. There are, however, four problems
affecting principally the low-income groups which are certain to cause
difficulty from the compliance standpoint, both with regard to tax-
payer reaction and efficiency and economy of operation.

"K‘ho four problems relate to:,

1) Thé method of the rate reduction; )

Qé The introduction of three rates of tax on the first $2,000 of
taxable iticome as compared with one under present law:
(8) The split-income provisions—I am not referring here to the
general gplit-income provision but to the effect of splitincome coupled
with the division of the firs surtax bracket—and = .

§4) Thelack of correlation between th final tax liability and with-
holdihg, and the addi tional withholying rate applicable to employers
u &e percentage method of vg}:ﬁho-dl ng. )

The above items are interrelated, and I would like to enumerate
rather briefly the specific problem which will arise under them. To
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ad in visualizing thee problems, portions of the forms materially
affected by them have been drafted. A comparison of these drafts
with the corresponding portions of the present law forms is shown
imexhibits A, C, and D. . . )

Manner of effecting rate reduction: H. R. 4790, in effect, provides
arate reduction by reducing the tentative tax computed under present
law normal tax and surtax rates. A comparison of the tax computa-
tion schedule from page 3 of the present Form 1040 and the schedule
whichwould berequired under H. R. 4790 if the percentage reductions

are set forth on the return is shown in exhibit A. This method of
rate reduction is probably acarr}/-over from H. R. 1. Originaly, as
you will recall, a stra%ht across-the-board rate reduction was planned.

Thebill before you, however, grants tax reductions by several devices
other than the petcentage reduction. There isthe increase in exemp-
tions, the split-income provision, the special exemption for the aged,
and others. Tess than one-fifth of the over $6,000,000,000 reduction
would actuaII%/ appear in the form of reduction in tentative tax in ac-
cordance with percentages prescribed by the bill. Let us look for a
moment at the taxpayers who will see this reduction and how it will
appear to them.  Some 23,000,000 returns will be filed on Form W-2,
and the filers of these returns will not see the percentage reductions.
About 21,000,000 returns will be filed on Form 1040 and the tax will
be determined from the Supplemental T tax table. Again, these re-
turn filers will not see the percentage reduction, so that only the filers
of some 9,000,000 returns will be troubled with these percentages and
will see the dollar reductions in the tentative tax.

| believe that they are likely to be confused by what they see. Let
us take the case, for example, of a married person with a wife and

child whose net income is $2,000. The tax liability under present
law is $95, the tax liability under H. R. 4790 is $26.60, a decrease of
$68.40 or 72 percent. Under the mechanics prescribed by H. R. 4790,
the return of this couple would show a tentative tax of $40, and a
reduction of tentative tax of $13.40 or 33 percent. It would seem to
me that setting forth this percentage reduction on the return would
serve only to confuse the couple into thinking they had received a tax
reduction of $13.40 when the actual reduction is $68.40.

The Cuamman, Of course, as a practical matter, they would have
the comparison between what they paid under the proposed law and
what they paid under existing law, and the difference would not escape
their aftention, would it§ ,
~Mr. Sciopneman. | believe in this method one portion of the reduc-
tion would be emphasized, but thebalance of it would be rather hidden.

The CrzamaraN. Your pointis clear, but | am wondering in practical
effect whether the taxpayer who put out $95 at the present time and
would wind up on his next return putting up $26.60 would be uncon-
seious Of the difference between the two, andp would think that ;¢ had
ohly a reduction of $18.49.

Mr. Scrioeneaan, L think, Mr. Chairman, it his income for the
JEious yegt and 1948 were the sagpe, he would be conscious of it s

ut if there was a change in income, 1 do not think that with the &9 4
bill before him-that is, the bill In effect in 1947—he woul e
conscious Of it, . i

I think his attention would be directed to the smaller item which

isshown on the rate schedule.
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The Cramatan. We certainfy wish him to be conscious of the
reductionm.,

Mr. ScrzorNeaan. Let ustakejust one more case-a married couple
with $10,000 net income—and see What impression the percentage on
the return would give them. Under present law, the tax liability is
$2,185; under H. R, 4790 the tax liability is $1,454.64, a reduction of
$730.36 or 33 percent. If the percentage reductions prescribed by H.R.
4790 are set forth on the return, this couple would compute a tentative
tax of $1,888, and reduce it by $433.36¢ in arriving at their final tax.
Thus of the actua tax reduction of $730.36, only $433.36 would be
reflected in the percentage reduction.

While it is true that no single return is affected by morethan one of
the several formulas, the problem is to get taxpayers to choose the
correct formula. This percentage-reduction formula, if provided on
thereturn, will serve only asa stumbling block and a source of mathe-
g1atical errors by taxpayers, increasing the verification job for the

ureau,

We have developed a combined normal tax and surtax schedule
which reflects the percentage reductions of H. R. 4790 and which pro-
\éi)des the same amount of tax as the roundabout method described

ove. A
While this method is simpler than that provided by the bill, it is
rather cumbersome since it mnyolves a peculiar break ‘vithin the first
surtax bracket and involves rates which are not in even percentages.
It would also be necessary to accompany this schedule with compli-
cated rules for use by taxpayers with partially tax-exempt interest.

The Cuamrman. Are you referring to your own schedule, or what
you would have to do under this bill{

Mr. ScnoeNeman. No, Sir; om own schedule. That would have
tot bge&ribed in some way to take care of that partialy exempt
interest.

The Cnaraan. Proceed.

Mr. ScHoENEMAN. The combined normal tax and surtax schedule
isshown in exhibit B asit might appear on Form 1040. Let me assure

ou again that this schedule will produce precisely the same tax lia-
!‘;ility In each individual case as would the percentage reduction as
shown in exhibit A. For example, assume a surtax net income of
$1,000. Under the percentage method prescribed by the bill a tenta-
tive tax-2Q percent of $1,000 or $200-would be’computed and re-
duced by 88.5 percent, or $67, leaving atax liahility of $133. Under the
combined rate schedule as shown in exhibit B, the $133 tax liability
would be comBut_ed by applying the 13.3 rate directly to the surtax net
|n(_:|ome. We believe this makeshift schedule is the lessed of the two
evils.

~Two Supplement T tax tables: Due to the income-splitting provi-
sions, the tax liability for incomes under $5,000 can no longer be de-
termined merely by referring to the total number of exemptions and
the amount of “adjusted gross income. To illustrate, today the tax
liability applicable to an adjusted gross income of $2,500 is the same
for-

1) A single person with one dependent; .
2 A married person fl{}l}[:ﬁ a separate return and claiming an
exemption for a dependent d; /
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(3) A carried person with no dependents filing a separate return
and claiming an exemption for himself and his spouse; and

(4) A husband and wife with no dependents filing a joint return.

Under H. R. 4790, however, the tax liability for the first three
classes of returns is the same, but this liability differs from the tax
liability for the last class of returns, necessitating two Supplement
T tables instead of one table as at present. A comparison of the
Supplement. T' tax table from PPage 4 of the present Form 1040 with
the two tables required under H. R. 4790 is shown in exhibit C.

The additional Supplement T' tax table prescribes a smaller tax
in the case of joint returns with incomes of $2,450 or more and two
exemptions; $3,100 or more and three exemptions; $3,800 or more and
four exemptions; and $4,450 or more and five exemptions. Dividing
the first surtax bracket into three parts is l'csponsi{\)le for the slight
differential at the $2,450 income level. If the present $2,000 bracket
were retained, no differences would occur below $3,500.

The Bureau and the taxpayers have had no actual experience with
atax return form that incorporated more than one Supplement T
tex table. You will recal, however, that the Revenue Act of 1943
prescribed multiple Supplement T tables. At that time the Bureau
conducted tests with a number of forms carrying these tables. These
tests and our general experience with taxpayer problems give me
ample reason to fear the consequences of such a form.

Problem of differentiating as between joint and separate returns:

As you know, there is a technical distinction between:

(a) A separate return of a husband whe claims an exemption for
his wife who has no income or deductions; and
in g?neA joint return of husband and wife where the wife has no

In the former ease, only the husband signsand isliable for the tax.
In the latter case, both spouses sign and they are jointly and sev-
erally liable for the tax.

Since in our present law there is no tax differential as between the
two types of returns, it is not customary in the case of returns with
only one income earner for both husband and wife to sign. Since
under H. R, 4790 split-income benefits are restricted to ¥joint” re-
turns, requiring the signature of both husband and wife, it becomes
amatter of importance that the signature be correctly affixed. Based
on present practice there is not much question but that hundreds of
thousands of returns will be filed without the proper signature and
much correspondence and taxpayer irritation will result.

The two supplement T tables and the problems concerned wyith
signatures are particularly disturbing in connection with Form -2
returns. These are the returns on which the collectors compute the
tax for the taxpayers. There are roughly 24,000,000 returns filed on
Form W-2 each year.

The method of determining the tax on these forms is largely a
matter of sorting tlie returns by number of exemptions and by amount
of adjusted cross income, the tax on each common group of returns
being the same.

Under H. R. 4790, howevet, an additional classification of returns
will have to be made, namely, the joint returns will have to be deter-
mined from the sgpaate supplement T table. While this problem
is by no means gmall, the problem which concerns me most is the
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distinction as between a * joint return” and at"separate rvturn of
husband or wife showing exemtions for both spouses where one
spouse has no income.” ‘Technically the matter of signatures crestes
two important differences:

First, it determines which tax table will be used in computing
thq tax; thus the tax on a joint return, signed by both, will in many
cases be lessthan the tax on a separate return.

Second, it determines whether the tax liability applies to one spouse
only or is joint and several, and whether the refund check or bill
would be addressed to both husband and wire or to only the person
signing the return.

%f we take the statute literally and.compute the tax for nll epavate
returns from the separate return table, wo undoubtedly will be depriv-
ing some taxpayers of certain tax benelits to whi ch they are entitled.
The alternative to this is to send these unsigned returns back to tax-
payers and invite tile wife's-—or husband’s—signature.  \s previ-
ously indicated, this will impose considerable burden upon the col-
lectors’ offices and create taxpayer irritation.

If this were a problem affecting only a few hundred or even a few
thousand eases, | would not have burdened you with a discussion of ...
But since it is a problem involving literally millions, | feel obliged
to point out that in this respect H..R. 4700 would create n serious
administrative situation.

The problems of withholding: Under present law withholding by
either the table or percentage met hod is carried through two surtax
rates, or $4,000 of surtax net income. ‘L'his means that for surtax
net income of less than $2,000 employers using the percentage method
need apply only one withholding rate, while for surtax net. incomes of
more t han $2 000 two rates are used.

Under H. . 4790, however, three rates ure prescribed in the per-
contage method. Ascompared with one under present law for surtax
net incomes between $1,000 and $1,395.85, H. R. 4790 prescribes two;
ascompared with one under present law for surtax net incomes between
$1,895.86 and $2,000, H. R. 4700 prescribes three: as compared with
two under present law for surtax net incomes above $2,000, H. R.
4790 prescribes three.  See exhibit I for a comparison of th per-
centage method of withholding under present law and under H. R.
4790.
rates, as compared with a maximum of two under present law, H, R.
4790 does not provide as much correlation between withholding and
liability as does present law. That is, withholding under H, R. 4790
is carried at full liability rates only through $2,000 surtax net income,
the percentage method and would be to complex. Above $2,000 surtax
net income, tinder withholding occurs for single persons and married
persons filing separate returns, resulting in balances of tax to be paid
at time of filing. The balances which may result from not carrying
withholding at full liability rates through $4,000 can be asmuch as$30.

On the other hand, since it would be very burdensome for the em-
ployer if provision for split income isiade in the withholding system
and is added to the problem of three rites, married persons will not get
the benefit of split income in their withholding, ‘and overwithholding
of asmuch as 14 percent for such persons occurs for surtax net incomes



REDUCTION OF INDIVIDUAL INCOME TAXES 201

between $1,000 and $2,791. Above $2,701 the effects of tile elimination
of the fourth rate and of disregarding income splitting for withhold-
i"ﬁl PUIPCSRS are mose or less compensating. .

nder H. R. 4790, agreater amount of overwithholding will occur
for single as well as married persons in the case of wages fluctuating
between surtax brackets, since the income level at which graduation
begins is lowered from $2,000 surtax net income to $1,000.

mplification measures. Qur joint record in the furtherance of
eimplified tax forms is a good one. This is evidenced by the Indi-
vidual Income Tax Act of 1944 in which certain major simplification
devices were adopted ; namely, the per capital exemption system, the
standard deduction, and improved éupploment T tax tables.

Much of the over-all progress that has been made will be undone
as aresult of the bill beforeyou for the reason that the first bracket
is being broken in three parts, which, when coupled with the split-
income provisions, results in two Supplement ‘I tax tables rather than
tile present onej results in three witholding rates rather than the
present two;, and results in the collectors being faced with the ramifi-
cation Of the split-income provisions in connection with the computa-
tion of the tax for the taxpayers on Forn W-2,

Every effort should be made to achieve further simplification rather
than further complication, especially for the taxpayers in the lower
groups, asameans of encouraging rather than discouraging voluntary
compliance with tile tax laws.

| earnestly urge that consideration be given the provisions which |
have pointed out as responsible for these difficulties before this bill is
passedl. . ) .

In thisconnection I would liketo assureyou that now, as at all times,
our technicians stand ready to assist you and your staff in any manner
possible to further m“ééOI nt simplification interests,

(The exhibits referred to are as follows:)

Exmmr A
Present Taz Computation Schedule fron Pagex8 of Form 1040

TAX COMPUTATION--FOR PERSONS NOT 18INQ TAX TABLE ON PAGE 4

1. Enter amount, shown fw item elpage't. THISfs YOUL Adjusted Gross l||(?me-------,;—.;;.—.
2. Entet l)l-_:l)U("éHoNB (it deductions are itemired clove, enter (ne fotal of such dedue
tions; 1 adjusted gross. comp line. 1, abovel su.aﬁf@more.md deductions are' N0t
" itemix .enéefrlhel.stam?arE tedlmp&f? “)?.'""'Th ........................
. Bubtruet 1LNE 21r0m 1ING 1, ENter the AL Gnce hel€ IS {8 YOur Net Income. .
4. Enter your eWBﬁhﬂﬂ%&Wﬁﬁf@a@h@g&m whoge namo is Ilsu}:l in Item 1, pugo 1)
6. Usq the tax rates in fnatryction shee! tofigure YOUr combined tentative normal faxand sur.
T on amout ENeted on Tne 5. O Me {eNBING (@ DA (11 e 8, above: {n.
dud?mrmﬂly (ax-?lempl inferest, peo€lax Computation Instructions) ----....ooeveeee
1. Enter here 8 percent of egiount enigred o ifie 6, ab6Ve........... .
. Subteactline 110M liNg'6. ENtEl the differenc here. LIS iasyQur combined normal fax
a1 _urtax, (Ifalternative (X computation is made .. separate 8chedule D, entet here &
tax from fINe 12 of Behedule 1). ... oo eean e e e aeeeicaenannsasnnsnemermnsannacennn $.....

12 Yog UskD Tix $00STANDAFDEDUCTION INTANE 2, MERUARD LaNEs O, éo.‘.
ANDI1),-ANDICOrY ON L. 1 1w Bamel¥icur You ENtereD o) LINk

. En re an i Souity of U. 8. Posscs
(}‘f&igﬁ Forrr)mllﬂ ] ity o L"B PossegsTon

10. En reany paid gt CE ON ¢ax.frep COVEN,

it A4 it?{fl.gur %‘r?fl"rk‘éﬂndfnz ﬁg}mter el nerg?'.‘?.h.a.f.'?‘f.“.'f.'f.‘.'.‘.‘...l—“—' ...........

12, SUDUAC, Uk 110 Tme 8, BUIGH NG ITRIRIRE heroand i ifem 7, page 1. Thisisyou s
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Taz Computatiom Schedule Required unde II. R. 4790
TAX COMPUTATION—FOR PERSONS NOT USING TAX TABLES ON PAGE

1. Enter amount shown in Item 6, page 1. This Isyour Adjusted Gross Incomo. . .. ... 's..
2. Eater DEDUCeéOMK it deductlons are Itemized abave, enter the tofal of suc.. deduc: |
tlon-. 1f adjusted gross Income (line 1, above) Iss.'sooooor more and deductionsaro Not
Item enter the standard_ deduction—Seo T“ﬁ 4:ml[|)_t}gI tation Instructions). .
3 {E"'r’"““ ine 2from line1.. Enter the dlfferlence Iereedt |' {ssyour Not }ncom
4. Enter your exemption: emption claimed in item 1, page 1
5. Subtra},:t line 4frgm Ime% Enter the dlffe’?ence'na'e P

Lmé;elsa. 7,and8 Aould befilledin ONL ¥ by a singlepersonor amarried prison makingaupa.
ratereturn
6. Cs the mx rat% in (nnst 1 cuon sheet to figure your comhined tentative normal ta)ﬁ

Enter the'tentative tax here (if lino 3, above, Includes
{ aJIytax exempt int emt‘i see Tax Comnntutlon lnstmcuon .............. [N

7. amount enter ne lthat amount here.
3 q* amount enter 0“ ’I Is over m not over $27:79°| ,7 iter }l'ﬂrF\ ________

(c If am0unt entered on ltne6 Issover $279.1but not over $810, enter 24%of that amount.

LbEa to 1 should befilled in ONLY ifth. is ¢ joint return /husbandand wife
nter hero one half of amount on line §,,800Ve .........c.ccoov e
1(5 Usethe tax rates In instructjon sheet to figure ‘your combined tentative normal tax ane
surtax on amount on line Enter the entative tax here (Lf line 3, above, inclu es
y tax-exempt in eresx Tax Computation Instruct, or .................
11, (a! n amount entered on line |o)rg not over 200,)enter 3334% at amount here........

(b) If amount entered on line 10){s over $200_but not over $279.17enter ge77here .......... ... ...
© uamount entered on line 101 Over $279.17.but NOt over 840, )enter 24%of that amount

d) If amoHnt entered on line 10)issover $840, enter $201.60 plus 14349, of the excess over

2. Subtract line 11 from Jipe1g, Enter the difference here. ...
13 Multiply amodnt on |J[nn i%by two. Enter the result héfo..

Ir You UszDd tim. STANDARDDEDUCTION IN LINE 2, DISREGARD LINES14, 15, A\I‘l 16, AND
CopY ON LiINE 17 THK 8AM5 FIGURE You ENTERED oxI LINE 8 on

14. Erzt arrtr)\/1 l{)]cl%r)ne tax oaycuents to a fargign country or U. 8. possession
16.. Enter here any Income

18.. Add thefigures on lines 14and 18and enter thetotal here.................... 700000 S

17. Subtract line 16from line8 or line 13,whichever isapplicable, E
and Inftem 7, page 1. Thlsgyour axc ¢ Isapplicable

Ex fipir B

Rate and Computatiom Schedules if Reduction ‘ormulaex Under II. R. 4790 Are
Shot  on Forait

RATE 8CHEDULE

uthe t on line Sis: Enter onliped or line 10;
argg ...... he amount on line 3,
OVST 000 but 0L GVEr §4,X 0.pL .22 percent of excess over {z ,000.0.
0 ver .ooo bu not over ) percent of eXCEsS oVer 1,000.

.%?'Ei’ugméﬁssrsat i

640, ﬁrm B percent of excessover §10,000.).

i)
Over not over plus 43 percent of excess over 3
8Vver }3%85_{ not over ]l % 1260, Ius 47Bercent 3, Excess over iﬁ%g
er not over JO— us ercent exo&sover 16,000.D.
er }g:%fgﬁ not over ) 0. fn"m' Blusmigercentg EXCESS Over $18,000.).
Qver ,oot. ut not over - Blﬂs eroent o%‘gx(ggg\\;g !I“BD‘

2
9}
%

percent €XCess over mooo
.4.460.£§Pd§ &5 paeel 0l sy o

{500, nfus 73 percent m‘&r&mver M
{z us wperoent of exooss OVEr _

8"5 000‘5!!! "°‘ e &
Over §4f but not over

Over &833)5 t not over %%
B leohh P

0000 but not over I).OOO

000 but not over $100,000.

over 1(10 00(but not over $150,000.

Over ‘lw.ooo"buc 6L VAl $amrpn

30, D) gercent Of EXCESS Over
{12y, p]us 81 percent 0 e(ce$ over $70,

2,220,
Y20, Blusip pereent o srcess over 000
7,320 plus 89 percent of excess over 100,000:0,
i,szb, plus #0 percent of excess over $150,000.
o i 6,820, plus9llpercent of excessover ,000.
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COMPUTATION SCHEDULE

5. Subtract line 4from line 3. _Enter the difference here.. ..ol $__
T mo.‘{ and 8 /’ll:dJIlﬂONl(Yby asingle personor amarried personmaking ateparate:

6. Usethe tax rates In instruction sheetto fiqute your cnrﬁbmed tentatlve normal tax and
surtax on amount In line 5. ENIEX the tentaiive tax here. (If Jine 3,above, includes

nartally tax-exemp interest. see Tax Computation lmlru(-l fons).................. S,
1. (a l%nmount entered on linew ls not over $20(knter 33 17, offthat amnunt here..
ount entered on 1ine 6 fs over $20thnt not over 379, |7. ‘enter w ere .
(c)i 1t glr})um cntered on line 6 L+ over $279.17Lbut not over $840 ¢% of th
[G1] lrnmu
ere..
8. Subtract line7'from line6. _Enter theditiérénce her
Llnnm _Slahorld be filied in ONL . T{LURT] tl}'olnll
9.. Enter here one-hal of amonr on line 5,
10). Usethe tax rates 1. ln*l{ jon sheetto flgure your combined fenative normai mr%
surtax on amount on line 9. Ent(r the'tentative tax here. (ulme3 above, includes
Wlallg tax-cxemnpt interest, sceeTax Com ulmlon lnslnu '-vh
11 (a)) Jfamount entereTon line 1 (s not oyer er 33 f that muomht { hero..
amount entered on line 19:s over g0 y.u; not over
() mmoum entered o line 10.1s over $279.17/hut not over $Slocater 24 of it at amount

(i) lmnounl entercd onlling 101 0ver gs40ENter $201.60 plitlislzgzof the
NI et e aeaeeaas

122 Subt ta.rt fine 1 “front Tine'o, "Enter the difference hfr?1

13 Multiply amount on line 12by two. Enter the result

?@c

Rate and Computation Schedules if Reduction MiIntegrated With Rate Schedule
HATE SCHEDULE

lg tor on linegor line 8:

. R’J of the surtax jet income.

sm)oo pluts 20 r rtt of excessver $1,000.
bs.2’percent o sul ax net income.

B |§;{_)]ua iG,f it Of excess over $2,000.

139,40, plus 22,23° cent of excesver $

I,ml no, nlus & ercent ofexcesver __ 000,0.

, ﬁf cent of excess over §8.000.
,m 40 ,) D, usaz 40 percent of excessver $10,000)0.

Hus @gfgg_rjt_ *excessve $12,000.
Ove% t not OVer $16,! . &ro (i lus t Of excessver $14. ooq
Oves10.00but not over 4,306 us 42.75 percent of excessver $16,000) 0.

5.221.20,pius 45318 percent of eveost overmooo 0.
84)127.! so,r plus 47.88 percent {)f fexcessve

045.10, JS ercen excessve|
02 m"u; 60 ‘ rcent 0? excessver rsnz' H{J

Qve lsm% &nul over $
€ U not over
Ve$22,000 but not over

Ve $26. m‘b % notover
Oves32,00000ut not over ? ,283.80, , ug 55 575 percent gf excessver 0.
Over. .. oosddy Inot over 18.00 ,1.,553 ggercent { excessver $38,000.0.
Qvel ;4,000 but notover § ,157.20, g:-lus 61.60 percent o excesmver $14,000.
Over $50,000hu not over 851.30 usm 125 percent, of excessver 300.00‘} .
over g6, not over §; g,m,m ’ ’33 of EXcessver 0.
Ove momr 5,932.80, nm, ercent of excessvem
over ¢8p, 2,858, ;}F“! ercent of excessver I;m%
OVEF $00, - 850,08 9, b U ¢ (' 'Bé‘fﬁé‘m of excessmve 05,000
Over: oomo ut J) Iwer - RIA380) Jus 76008 percent 406.003.30-
Over .. $95,52.30, plUs 76.05 percent of excessver $150,000,)0.

¥ 1 plus percent of excess over

34,001 1 77 §05! f smo 000,

COMPUTATION SCHEDULE

_s,_Sublract ling 4from ling 3. Enter eI the diference here... ]
wﬁ Idbeﬂlltd n ONZ Y by @ {em o1 o Amarried DEISON maqn aggparatereturm
e a1 rates n in uctlon S ee f[ ure” yoyy co'dgmed nommal fax and surtax gn
amoun enteted online 5, Eater the m hP[P (ulmes, above, Includes parially tax-
exemm lm seeTax Compu al on I
4 t l[ [0 of husband 1
A anter hechn ~hnl lo.famout'l't on lmeé A "f,l_°.f'__“ °’ 'fff...'.’"f’.ff:’. _________ $
| Usethe tax rates fil tnstry "E' sheettq figure' yoii combined norijdl 1ax and sunaX gn
ammm t mjm A 9 tav N6 (If 1IA8 3, 866V, Includes PATIALY tax-
Y % Co; put%tl\ﬂlns(mcllom)
9 Mumnyanount 0N fine 8 DY tWO.™ Enter the TESUIL"NEr]
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TV wd oinwrm
Tax table under present law

Taa tableof personasicith incomes under $5,000 not competing taz 0 pageg
Read dcwn he shaded columns beow until f\1'0u find the line covering the totel income you ent%'gdl inftemne,
ol bersy

page @8@1’”—5&4 the,olyhfieaded By the numper corresponding to the num

1f total income  And the number of
In ltem 8, persons listed inl

i pa'éé’ the number of FEMM listed In item 1,

page 1, is— .pagel,is—
]
At & At than
feant - lasot
than”  vour gax ts- Your tawis—
$0 80 80 %0 $2228 $1603 m $3 $0 0 0
5 61 L o] o o 220 2 ml 197 7 0 0 0 sg $ﬁp
e 8 00 2,215 290 201 106 1 0 0 0 O 0
é 10 0 O 0 2300 23 300 205 110 1& 0 0 0 O .
%2’ 6 14 0 o o 2328 230 305 210 115 20 0 0 0 0 0
? 18 0.0 0 23% 2315 300 214 119 20 0 0 0 0Q
23 8' 0 0 2376 2400 313 218 123 28 0 0 0 ¢
7 ‘ 27 0O 0 2400 2425 318 223 128 3 0 0 0 Q
1% 7 31 0 0 0 2425 2,0 32 227 12 3% 0 0 0 9
7 75 3% 0 0 O Z4% 2475 32 231 13 4 0O 0 0 ¢
L s 40 0 0 O 2475 2,600 330 25 140 45 0 0 0 O
44 0.0 0 26 2,62 335 240 145 &0 0 0 0 0
828 85 48 %Ig 0 2,825 2,8%0) 339 244 M® 54 0 0 0 O
8% 815 52 0 289 2575 343 248 183 &8 O O O O
878 00 & 0 0 0 2515 2,000 3¢/ 252 157 62 0 0 0 0
900) 925 61 0 0 O 2 00 353 287 162 67 O O 0O O
92 9500 65 O 0 o0 262 36 201 166 71 O O 0 O
* vioob /0 0 O O 2650 zumo 28 170 78 0 0 0 0
oisi 1,000 74 0 0 0 2678 2700 3685 270 178 o o0 0 O
,000 L0285 78 0 O 0 270 2728 24 19 8 0 90 o0 O
L0260 1,08 82 0 0 0 2780 373 183 8 0 0 0 Q0
,00 1,078 8 0 Q0 0 L 2,716 377 282 18/ 0O 0 0 o
078 1,1000 9 0 9 o0 2775 280 382 287 192 7 2 0 0 0
0. 1,128 9% 0 0 O 2,8285 387 201 1965 101 6 Q 0 O
L1258 1,180 100 g 8 8 2808 2R5 391 208 200 105 10 08 0 O
L0 1,175 1044 u.wig 2,876 396 299 204 109 14 0 0 O
v175 1,200 &uﬁi 13 0 0 7873 2000 401 3 209 14 1® 0 Q 0
00 128 112 17 0 0 o, 292 405 308 213 18 B 0 g 0
y8 LA 17 % [ : 410 312 217 12 27 0 0 0
250 1,215 11l 0 0 2% L0785 415 317 222 1 33 0 0 0
s 1,300 126 30 0 0 2978 3000 419 321 p 131 0 o 0
Ja .32 129 34 g % X 427 27 W 137 &2 0 0 0
828 Law 134 39 3,00 a3 240 M6 8. 0 0 O
,350 375 138 43 0 0 3100 445 a4 299 180 0 0 o0
318, 142 47 o0 0 3,180 - 3__ 1 o 0 o
J400 1,428 147 83 0 0O , 200 3,2500 464 3811 7L %6 0 0 o0
48 ,4%0 161 8 0 0O 320 3 474 370 15 180 88 O O Q
450 1478 18 @ 0 O 330 3, 483 379 284 189 o4 O O @
150 w 0 Q 3300 3400 492 B 292 197 2 7 0 0
164} 0 0 3400 802 397 301 i 16 0 0
e 168 73 [ 34 3500 Su 407 9 24 M@ 24 0 0
Le L4 oy 7 0 0 WAl gq b 4o SIS 1 3 0 0
1,616 1,60 176 81 0 0 3,880 530 425 320 231 138 41 0 0
1,60r 1,626 181 86 0 0 3,600 50 435 235 M3 & O O
1,8%_ 1,6786 8 % 8 g'no & Wi o2 8 000
16765 L700 10¢0 o® 4 0 vm0 6 43 M oW UL 18 0 O
L, 700 ,79 198 103 8 0 3% 880 6/7 472 274 179 84 O 0 0
738, 6% 202 107 12 g 3= [900) 8 462 378 283 188 W 0 0 0
1780, 1,776 20 1l 16 O 3,00, ,050) 8. 491 387 201 196 101 6 QO O
75 180 211 116 2l 0 7em 40 005|801 306 300 208 0 18 0 0
IO %;11,59 120 25 0 4,0 4,00 615 810 ) 308 213 18 28 0 9
1,88 1,8% 124 %9 o 4,100 ¢ 620 418 317 223 177 32 O 0
1,85 1,815 2% 128 88 8 L. 4150 633 20 424 325 230 135 40 0 0
1,8186 1, 228 133 38 4,180 4,200 643 838 434 4 V0 144 49 O 0
1,900 , 90 22 137 42 0 4,200 4,250 852 548 443 "MI A/ &%T 57 Q 8
m')l 14l 4 0 4,30 . L7 453 351 256 6 O
| Al 146 8L 0 4,300 4,350 071 567 21079 360 70 76 0 Q
1.976 000 10 8 0 swomw 4400 68 7 /1 368 2/3 178 83 0 ]
2,00 035 249 1 69 0 4,400 4,45)3 600 88 481l 377 282 187 93 0 0
32,0206 2,050 263 _)l%e 6 0 4,450 4600 600 89 490 386 200 195 100 8 0
2,050 016 238 163 %a 0 480 460 700 604 _% 308 299 204 109 14 0
0185 2,100 262 19 2. Q 4,350 4,6000 718 614 8§09 405 307 212 117 AW 0
J100) 2,125 ? 1 0 400 4680V 7 623 818 414 316 ;i 120 31 O
[ 1236 50 2/l 176> 8L 0 4,650 4,700 .3, 632 .., 42 324 29 134 3 0
{80 Zis BB 10 85 0 4700 L7 6 642 837 433 333 ;W8 143 48 0
2,178 200 270 89 0 4,800 756 651 B47 443|343 U7 162 &7 0
2, %0 25 288 188 W 0 youu 4,850 7616 661 858 482 350) 255 160) B! 0
a8 e T Y KM MO 2L W 18 D
3 A
8000 7933 650 s34 480) 370 281 188 9L 0
i
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Tax Tables IRequired Under H. R. 4790
Tax TaBN No. 1.-For single persons @r married persons flling separate return
with incomes under $5,000 and not computingtax on page 3

7 tatat income in  And _the number ©6  y¢¢ota) jncome And 1ha NUMber _ sexemptions claimed ,_

exempltions cinimed P
ttem §; a8l 1 In ltem 3, peger,. 1" 1§M . page Item 1, page 1. Is -
| dor L e
‘ vus [ } more At - more
et 8! = —
The tax shall bo—
$0 675 0 0 W 2,325 $2,300 §220 $120 $40 $0 $0) &0 $0 0
678 0 2 0 0 O 2460 2975 232 128 43 0 0O O 0 0
700 25 5 0 @ 2,376 2,400 235 120 40 0O 0 O O 0
725 78 8 0 0 2,40 2,425 230 120 49 0 0 0 0 0
7500 Fr G 2,425 2,450 242 132 &2 0 0 0 0 0
15 80 14 0 2,450 2,476 240 13% % 0 O 0 0 O
825 17 0 2,475 2,500 249 141 88 O O O 0 O
¥25 8, 20 0 2,600 2625 253 4% 6 0 O o O 0O
8200 8755 23 0 0 0 2,528 2,85 %0 160 64 O 0 0 0 0
6 90 0 0], 2,850 2,676 2 154 6/ 0O 0 0 0 O
£00) 925 29 0 0 | 2,875 2 23 1. 0 O 0 0 0 0
D] us 32 0 2600 2625 24 168 73 0 0 0 0 0
150 08 [ 2,625 2,65 20 168 76 O @ O 0 0O
ws i 38 0 2,6 2,615 23 172 19 0 0 0 0 0
1,00( L2 4 O 2,678 2700 26 17 & 2 0 0 0 0O
Lo, L (%»0 4 0 2,70, 2,726 2 181 8 5 0 O 0 O
Lot .05 47 0 2725 2,750 28. 186 8 8 0 O 0 0
1,005 LA 8 0 0 2780 2775 27 10 1 WL 0 0 O O
1,10, L1258 0 ,775 2800/ 200 105 94 14 0 O ¢ O
1,125 Jgp 86 00 0 800 2,525 204 199 7 0 0 0 O
1,150:0 175 0o 0 0 , 825 27 201 100 20 0 0 0 O
1, 178 L0 62 ) 0] 0 280 285 30 208 1K@ 28 0 ¢ 0 0
1.200 25 65 0 ) 0 2875 2400 304 213 16 26 0 0 0 0
1,228 2 68 0 2000 2 W 26 109 20 0 0 0 0
, 200 2710 200 3L 29 112 32 0 0 0 0
.28 300 0 200 2075 20156 22 11% 3 0 0 0 0
300 32 770 , 3,000 319 2 118 38 0 Q 0 O
, 325 ,30 81 O , ,050 324 231 B 43 0 0 O 0
, 350 1,315 8 3 0 , 050 ,100 332 120 49 0 0 0 0
1,315 1,400 8 6 0 ,100 3,160 340 245 130 8 0 0 0 0
1400 1,425 89 9 0 L, 10 3,200 347 252 M5 6 0 O O O
1428 1,45 92 12 0O ,200) 3,250 358 14 6 0 0 0 0
450 1,475 95 15 0 ] ,300 362 266 163 73 0 ) 0 0
ATS L0 8 18 ,300 3,350 370 27¢ 172 79 Q 0 0 0
, 800 L83 101 21 , 3,400 377 279 181 ] () 0 )
528 B0 104 24 ,40. 3,450 385 286 100 01 11 0 0 O
, 850 878 1077 27 , 450 3,800 302 203 19 7 ¢ 0 0
1578 ,60 110 30 0 q , 600 ,660 400 300 208 103 23 o] 0o o0
1,6 ,625 113 33 0 [ , ,600 407 307 215 ) 29 0 0 0
, RO¥ N L - 3 ,650 416 314 222 5 0 0 0
) ,675 119 39 0 , 650 700 422 322 229 121 41 0 0o 0
, 675 , 70, 122 42 0 , 700 ,750 430 32, 236 1 47 0 0 0
, 700 125 45 0 70 3,800 437 337 243 133 88 0 0 Q
1 725 1,750 128 48 0 , 800 L850 445 345 200 142 59 0 Q 0
, 750 1,715 181 &1 0 , 850 900 452 2 257 1L 0 0 0
, 715 L6800 135 54 0 ,000 3,050 460 360 263 77 0 0 0
) 500 1,825 139 &7 0 , 050 ,000 467 7 2/0 169 17 Q Q Q
1,825 , 144 0 4,000 4,000 475 315 27 118 8. 3 0 0
1, &0 1,875 48 63 Q 4,050 4,100 482 382 284 187 &9 9 1] 0
1,875 L0000 183 60 0 0 4,100 4,150 4« S0 201 J¢ 95 15 O O
,00 1,428 167 G 0 4,150 4,20 498 397 298 205 100 21 O O
, 925 1,000 162 72 0 4,20 4,250 05 403 304 213 107 27 0 O
, 0 L9718 M6 76 0 4250 4,300 513 412 312 220 113 38 0 0
, 075 2,000 171 78 0 4,300 4,330 520 420 319 229 19 39 0 0
000, 2025 176 8 1 0 4,30 4,400 58 4271 327 24 125 45 0 0O
0256 2,050 180 4 0 4,400 4,430 535 435 335 41 13 & O O
,_g 2,078 184 87 7 0 4,450 4,500 343 442 342 247 138 87 ) 0
2,100 180 80 0 0 4,80 | 850 350 254 M8 0 o0
00 2125 1B W3 3 0 ... 4,600 88w 457 357 201 17 9 O 0
125 2,150 168 90 10 0 4,000 4,65 565 465 365 2o 1 w0 0
10 2176 22 99 1 0 ,60 4,700 573 472 372 275 176 81 1 0
176 2,20 207 102 Q 4,700 4,750 380 282 184 &7 79
200 V225 211 105 25 Q4,780 4.8 BEIM4RS 387 23§ 193 @3 13 qQ
32 S250) 216 108 0 4,8 4,83 A | 395 208 22 19 0
. 20280 2,274 218 31. 31 0 4,84 4000 A Q3 402 302 211 105 2 0
38 230 22 1M A 0 4,000 4,90 610 510 410 309 218 1} 31 0
2300 2325 226 117 47 0 485 &0 oW 518 417 317 228 117 37 0
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TAX TapLE No. 2,—For husbandand wife filina joint return with income under
$5,000 gnd not compuling tazr on puaye 3

And the nUMbEr 14 yn1at Ineomel®

If total income In of exemptions In'Item’q And the number ofexemptions claimed In
Item 6,pagel, is— claimedinlitem1, page 1. {a—- item 1, page , Is—
page 1, Is- e J
— lor —_ - - (
2 400 , w3 | a]ls]e o 1r
At Butless = At ] ] [ [ Moe
least than The least  than
taxshall be— The tax shall be—
$0' 81,350 $) 80 W0 205 20§02 S22 B K
1,350 1,375 f ) 0 2,700 2,725 165 85 5 0 0
1,315 1,4 0 0 27 270 168 88 8 0 0
1,400 1,425 0 0 2750 2775 171 91 1 0 0
1,425 1,450 12 0 0 2. 775 2,800 174 98 14 0 0
1,450 L4715 15 0 0 uz)g 282 Ur 97 1w 0 0
1,475 1,500 18 0 0 28 2,80 8 {00 20 0 0
, 50( 1,525 21 9 q gsg 2, 8:6 wal lm g 0 0
1,528 La0 g <~ 186 106 26 0 0
1,850 L8756 27 2, 900) 950 189 109 29 0 0
1,578 1,600 2,925 2,975 1922 112 32 0 0
1,600 1,625 3 2,950 195 115 35 0 0
1 % 1 axa 36 2,975 3,000 108 N8 38 0 0
1e 1,675 39 3000 3,05 202 123 43 0 0
1,078 L7200 42 3,00 . 208 129 49 0 0
1,700 1,325 slow g1 214 1m e 0 0
1,725 Lys 48 3,150 3,200 20 4L 61 0 0
1,750 i 3.2000 3.2500 2% 147 67 0 0
1,775 1,800 3.2500 3,300 232 158 73 0 0
. 1.825 57 3.3n & 1kQ 79 0 0
1,825 1,850 ™~ 3350 3,400 214 105 85 6 0
. 1,875 63 3400 28 71 91 1 0
1,87 X 64 3.450 3,50 2 7 97 A7 0
X 1,025 69 3,500 3&. 262 189 108 RN 0
1,92 I 2 Ten 3600 200 189 109 20 0
1) e 1,975 i6 36000 Tee 279 g5 5
1,975 2.000_ 20’ 3990 2Rg] 200 121
2698 2,025 81 3,700 3750 297 127
082 a nen ] 3.750, 38000 306 212 138
2 2,075 7 2 2nnt 315 218 139
2,075 2,100 20 3,850 3,000 320 224 145
2 100 2,12% 93 3900 3,8500 33 1511
nw 5 96 3,050 , 312 8 157
2 2175 $000 $00 B 22 I8y
2,175 2,200 102 4050 4100 2248 169
2, 200( 2225 108 4100 “4ven 209 2561 175
a 2250 108 41 L., 378 260 181
2,20 2,275 111 4200 4,2%0° 387 267 187
2,215 300 114 4,2500 4,300 390 276 103
2,325 117 4,300 435 405 285 109
2 29¢ ,350 120 4350 4,4 414 294 2044
350 2,315 1 4,400 4,4 423 303 210
2,375 2,400 1266 4,450 . 430 312 2i8
2400 2425 129 4, 4,850 437 321 222
2,425 2,450 132 4,&5% 4,600 443 330 228
450 2,478 135 4,600 4,650 450 231
2,476 2,600 138 4,650 4,700 457 348 240
2,625 141 4,700 4,70 464 7/ 240
2,628 2,50 1444 4,750) 4,500 471 252
ot 2,615 14 4,8000 4,8%0 478 315 258
2,575 2,60 150 4,850 4,000 485 384 268
2,600 2,625 1533 4,900, 491 393
2,625 2,650 1560 4,950) 5000 408 402 282
2,3 2,675 159
BExupir D

PRESENT LAw
HOW TO USE THE PERCENTAGE METHOD OF WITH foLDING
(This page may be disregarded by any employer using the wage-bracket tables)

The percentage method Involves several calculations. [p using this method
reference must be made to the following table:’
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Percentage 1ethod withholding table

) Amount of one  atUALTH
Pay-roll period wnhholdlng o 1740
exemption tent rat8”
Weekl $11.000 44.00
weekly 22,00 88. 00
Sernlmonthr\( . 230 92.00
MONthly . .o s 46.00 184.000
Quarter| y P . 139.000 L.
Semiannual 278 00 1.112.00
58V 00 2,224. 00
1.1t 8.00

The steps fn computing the tax to be withheld are summarized below.

1. Multiply the mmount of one withholding ex uption by the nwmber of
exemptions clalmed by the employee,

2. Subtract the mount determined in Step No. L from the employee's
wages. Compare this net amount with the figure showr In the last columi
of the table above. Take tilt smaller of these two smounts and multiply it by
0.17.

3. Take the excess, if any, of the net amount found in Step No. 2 over the
figure shown fn the last column of the table above and multiply by 0.19,

4. Add the tax amounts determined in Steps Nos. 2 and 3. This iy t1
nmount of tux required to be withheld.

This series of steps Is necessary beeause Step No. 2 ks for the purpose of the
first surtax bracket; nnd Step No. 3, the second surtax bracket. ‘I'he tax rates in
each step give the employee full henefit of the 10-percent standard deductie  for
charitable contributions, ete., and the reduced surtax rates and 3-percent over-all
tax reduction provided by the Revenue Act of 1045,

Erwmple.—An employee has o weekly pay-roll period, for which he is _nid $80,
and has in >ffect a withholding exemptior  ertificate claiming three exemptions,
fI||"S employer, using the percentage,method, computes the tax to be withheld as
ollows:

Step No. 1:

Amount &f one withholding exemption 11
Muitiplied by number of exemptions lafmed on X3
Total withholding exemptions ... .ol $33
Step No. 2:
Total wage payments $80
Less amount determined if 33
() Balanee o e 47
(b)  Amount shown in list colun of table for weekly pay-roil
Pertod e e : $44
Smaller of (a) or (b) subject to 17 percent rat€. e occueex $4
X0. 17
Portion of tax to be withheld .- - $7. 48
Step No. 3:
Balance shown fit Step NO. 2 (1) ccmmc oo ccceccmccce e $47
Amount shown In last ¢oelumu of table for weekly pay-roll
PEIOM c e s e e
Balance subject to 1) percent rate .. oo
X0.10
Portion of tax to be withheld .coocaee —— ¢ $0. 57
Step No. 4
Total tax to be withhelt .o e e e $8.05

72605—48——20
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Where the withholding fs computed for a “miscellaneous” pay-roll. period, the
wage and the amounts shewn in tile percentage method withholding table must

placed on a comparable basis. Thus the wage may be placed on a daily basis
by dividing the total wage by tile number of days In the period. After computa-
tion of the tax on a daly basis using the steps indleated above, the amount so
found multiplied by the number of days in tileperiod. 1s the: @anount to be withhela.

In the case of any employee who has no Withhelding Exemntion Certificate in
effect, or an employee who has claimed no exemption, use no exemptions for pur-
poses of Steps Nos; 1, 2, and 3, o

In determining the amount of tax to be deducted aud withheld, the last digit of
the wage amount may, at the election of the emr)oyer. be reduced to zero, or tile
wage amount mﬁy be computed to tile nearst dollar. Thus, if the weekly wage I"]s
%';7,43, tile employer may eliminate the last digit ana determine the fax on the

asis of a wage payment of $37.40 or lie may determine the tax on the basis of a

wage payment of $87.
H. R. 4790
HOW TO USE THE PERCENTAGE METHOD OF WITHHOLDIN(
(This page may be disregarded by any employer using the wuge-bracket tables)

The percentage method nvelves severa calculatfons, In using this method
reference must be made to the following tables:

Percentage method withholding table

Amoung of | Mi2srun - MATHRRM
Pay-roll period one withe g pject to  subject to
i 18
exemption 14 Petoent  1npercent
Weekly $13.00 $21,00 £9.00
Biweekly . 26.00 43.00 17.00
8emimont . 28.00 é'é & %80
(_v\;on!él*'. . . oo 56,00 00 -

U iannﬁa 167,00 &% 5%
/BnnluaJ'.. ) . bk 1,111.00 bl
aily OF misceliancous (P& ‘day’ OF SUCH"pexiod) 1.80 3.00 L0

The steps fp computing the tax to be withheld are summarized below:

1. Multiply the amount of ene withholding exemption by the number of
exemgtLi]ons claimed by the eme?loyee.

2. btract the amount determined i, Stepy No. 1 from the employee's
wages. Cdmpare this net amount with the #igures shown {n the next to
last column of the table above. Take the smaller of these two amounts and
multiply it by 0.12.

8. flake the excess, if any, of the net amount found in Step No. 2 over
the figure shown Iy the next to last cojumn of time table above ang compare
this excess with the figute shown in the last column of tile table above.
Take the smaller of these tyo amounts and multiply it by 0.18.

4. Take the excess, if any, of the net amount found "in step No. 3 over
the figure shown gn the last columm Of the table above gapq multiply jt

by 0.14.
y5, Add the tax amounts determined i Steps Nos. 2, 3, and 4. This ig the
amount of tax required to be withheld.
Tills series of steps is for tile purpose of granting the tax reductions aoplying
to ingomes within tile first surtax bracket. Tilg exgnption amounts gnd tax
rates qp each step give the employee full benefit ge the 10-percent standard ga.

duction for charitable contributions, etc, and the tax reduction provided by

H,' I»:,'aﬁ”?,',__.,,\n employee has a weekly pay-roll period, for which he ;4 paid
$80, and) has jp effect a withholding exemption certificate claiming three qx.
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emptions, HIs employer, using tile percentage method, computes ti | €éax to be
withheld as follows:

No. 1
epAmqun_t of one withholding exemption____.____ . ... _. ___.. $183
Multiplied by number of exemptions claimed onl Form W—4__- X3
otall withholding exemptions_______ o . $39
Step No. 2
Total wage payments .ol $80
Less amount determined fmStep NO. 1o oo . 30
(n) Balance. ... $41
(b) Amount shown imnext to last column of table for weekly
pay-roll period .. e $21
Smaller of (a) or (b) subject to 12 Y% rate_ .. oo $21
X0. 12
Portion of tax to be withheld _ - —— . $252
Step No. 3
Balance shown in Step No. 2 (a) e $41
Amount shown fmnext to last column of table for weekly pay-
roll  priod.... e e
(@) BAMANCE - o e $20
(b) Amount shown in last column of table for weekly pay-
Ol PEITO c e e e e e
%0.18
Smaller of Fa) or (b) subject to 18% rate_ . $9
Portion of tax to bewithheld L.l $1.62
Step No. 4

Balance shown {n Step No. 3 (a)
Amount shown {n last column of table for weekly pay-rall

PENO e
Balance subject t0 14% rate. ... .o 11
XO. 14
Portion of tax to be withheld ____________________._____________ $1.54
Step No. 5 .
Total tax to be withheld.. .. $5.08

Where the withholding 1g computed for a "miscellaneous’ ﬁa?/-_roll period, the
wage and the amounts shown {n the _Percentage method withholding table must
be placed on a comparable basis. Thus the wage may be placed on a daily
basis by dividing the total wage_ by the number of days in the period. After
computation of the tax on a daily basis using the steps Indicated above, thes
amounts so found multiplied by the number of days fn the period 1g the amount
to be withheld, ) )

In the case of any em| I0¥Iee who hag no Withholding Exemption Certificate in
effect, or an employee who has claimed no exemption, use yo exemptions for pur-
poses of StepsNos, 1-5, inclusive. . o

In determining ¢ne amount of tax to be deducted and withheld, the last digit
of the wage amount may, at the election of ¢ghe employer, be reduced tQ zero, or
the Wage amount may be computed to the nearest dollar, Thus, if the weekly
wage ig $37.43. the employer may eliminate the last digit and determine tne tax
on the basisof awage payment of $37.40 or he may determine the tax on the basis
of a wage payment of §37,

M
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)} ) . i i
m;l“!:gg WIpAN Mr. Schoeneman, your staff has been in touch with
v, SCHHOENEMAN, Yes, sir; it has,

The CuamrmaN. These matters have been matters of discussion be-
tween them ¥

Mr. SCHOENEMAN, They havebeen.

The Cuamaan., And T assume that will continue.

Mr. Sonoene an, | amsure it will.

The Cuarsan. Are there any other questionsf )

If not, thank YOU very much indeed for your presentation, which,
| a;sure you, will be commended to the earnest consideration of the
stafl.

Mr. SciopnemaN, Thank you very much, Mr. Chairman.

The CHaRMAN. The next ‘witness is William A. Sutherland, of the
taxation section of the American Bar Association. )

\Yill you give your full name, address, and occupation to the re-
porter.

STATEMENT ON BEHALF OF THE AMERICAN BAR ASSOCIATION BY
WILLIAM A. SUTHERLAND, CHAIRMAN OF THE SECTION OF TAX.
ATION OF THE AMERICAN BAR ASSOCIATION, WASHINGTON, D.¢.

Mr. SuTHERLAND. MY name is William A. Sutherland, and my ad-
dress is Washington, D. C. ) )

I am a practicing lawyer and chairman of the tax section of the
American Bar Association.

The Cuamman. Proceed, Mr. Sutherland.

Mr. SuTHERLAND. | want to take only a few minutes here. L am.

ezking in connection with the provisions of the present bill [H. R.
4790] for equalizing income, estate, and gift taxes as between com-
munity-property and non-community-property States.

The technical phases Of the American Bar Association’s plan for
equalizing these taxes will be covered by members of the tax section's
committee on equalization of taxes in community-property and com-
mon-law States, who have given moretime to it than | have. However,
| "am glad of the opportunity of making a brief statement about the
work %mt the American Bar Association has done in connection with
the plan because | think that an understanding of the screening
process through which these proposals went before they were sub-
mitted to the Congress will demonstrate,.certainly. much more clearly
than any brief analysis of the hill which | might make, the absolute
fairness with which the estate- and gift-tax provisions have been
worked out, and the substantial equality that they must work as be-
tween the citizens of the two types of States. ]

Incidentally, | think a full understandi ng of this proposal and the
way it was developed by the American Bar Association may do a good
ded to persuade this committee to pay considerable attention to the
numerous other suggestions we wmplmvé to make when the general
su_tl)j ect of tax revision comes before the committee.

he problem of ecwalm ng taxes as between the two types of States
has long perplexed the lawyers of this country who have' irecognized
the inequality in the present system. The first step by the American
Bar Associafion in developing our present proposal was taken at the
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Atlantic City meeting of the association in 1946. At that time the
association decided to recommend tln(esgé)lit-incpme proposal with which
you are so familiar, and which | n not discuss here.

That proposal came from the American Bar Association.

We realized at that 1946 meeting, before that amendment was
finaly adopted by the tax section and submitted to the house of
delegates—and it was urged upon us by the people from the commu-
ni(y-propert y States--that there was great unfairness which would
remain in the estate- and gift-tax fields against the people in the
community States, unless the estate and gift taxes were equalized also.
R,e{)resentatives from the community-property States felt, particu-
larly since they were in a minority, that the ba association should
not recommenc. the egualization of the income taxes without at the
same time recommending the equalization. of the other types of taxes.

We qll realized. that the problem of estate- and gift-tax equalization
was much more complicated and that we could not possibly hope to
solveit at that meeting. Therefore, im deference to the wi shes of the
conununity-property rcprosentg\ti\vos——nnd I thought with complete
fairness—we did pass aresolution, which was approved by the house
of delegates, which provided that the bar association should re om-
mend the repeal of the 1942 amendment pending the working out of
a comprehensive pl an of equalization.

The tax section then appointed a committee which was given the
sole task in the ensuing year of working out a plan for the equaliza-
tion of estate and gift taxes. That committee was composed of 17
men—11 of them from common-law States and 6 from community-
Property_ States. 'I'he members of that committee were outstanding
awyers in their communities and nationally outstanding lawyers in
thetax field. They set to work first, | may say, with great animosity
toward each other and with ti | ettempt by both groups represented
to get what the other thought was an unfair advantage. But, &
frequently happens when lawyers are brought together and finally
made to redize that all the other side wants is fairness and that, in
view of their wide experience and }.ackground and knowledge of the
»roblems, they are perhaps in s bet'er position than anybody else to
work t'hemout, the members of this equalization committee finally,
after numerous sessions in which nothing was accomplished, said down
and said, “Well, now, wait a minute. e are Not getting anywhere.
We have got to work this thing out because it isa real problem and we
till want to create equality. We should Le able to work out a plan to

et it."

g After this, numerous meetings where held, some of them lasting fgr
severdl days, at which various examples were broyght before the com-
mittee by people from both common-law and communitv-provertv
States. Conferences were held, with the staff of the joing committee
and with representatives of the Treasury. Finally, at the Cleveland,
meeting of the bar association in September of last year, the ¢om-
mittee presented first to the tax section, and then to the house of (ele-
gates of the association, the plan which was finaly submitted, and
which, in substance iscontained in thisbill, I, R, 4790.

It seems to e that, when anyone attacks the equality effected by
thebill, agreat burden rests upon him.
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If you look at thé names of the people on that committee, nud con-
sidor that they have sat down together and have thought this thin
out and have-arrived awhat they Tedl is as substantial equality us call.
reasonably hoe worked, | think anyone would redlize that, unless we
could hitupon som happy solution such as we did with referenc.. to
the income tax-and | do not believe that is posgible—it iS not. possible
because of the different property situations in different States to have
absolute equality in the estate- and gift-tax field.

But we do feel that this bill now works ag great equality as Congress
should be particularly concerned with at this time, and if later smull
revisions are necessary, why, that will be only wha is true of all th
other new provisions Cmt go into the revenuo aets,

Senator CONNALLY. May | ask nquestion theref

The Cuamrman, Sengtor Connally,

Senator ConNaLLY, Did these committees consider 1t any time thee
repeal, or rather, the retronctive repeal of the 1942 act

{r. SurhrrLAND, Senator, you have anticipated exactly what [ was
going to &if/ next.

I was go n;i to suy there are only two feat ures of the mr-nssocin io
plan—other han minor things which we have thrashed out. e are
thrashingout with the staff of the joint committee, and withhvhich we
do not think it isnecessary to trouble this committee here—which are
not yet taken carv Of in 11, R, 4790.

The one is retroactive repeal of the 1042 nmendment.

| think one reason that retroactive repeal was not included in 11, R.
4790 was because some constitutional difliculties were raised which had
not been foreseen in the working out of the bill. that we prepared.

Senator Lugas, Do you mean State constitutions .

Mr. SUTHERLAND. o, sirs the United States Constitution.

The retroactive repeal | if it were carried ont, would mean that the
1042 amendments would e treated as having had no _ffect in the past,
and this ml?ht adversely affect taxes on transactions alrendy {)ast.
I am not fully qualified to go into the constitutional question.” That
pigbten has besn handled by another member of the committer tastify-
_ng today, and he will be délighted to discuss it in detail, or anything
else you wish, in connection with retroactivity.

10 Crrairaan, 1 assum  there Will be someone nmong  he wit-
nesses to do that? . i

Mr. Surtiernanp. Mr. Jackson will. be able to discuss tha: fully,

Senator ConNanny, Just one observation, not a que: ion,

If_tho act.ought to be repealed on the assumption it was unjust from
the ba;zinnin and people have paid taxes under that unjust provision,
would it not%)e fair for the Government to refund those taxes?

Mr, Surnrruanp, I think the retroactive repeal is absolutely fuir.
and | think it can be worked out. But it does involve some complicn-
tions we had not anticipated, an. therefqre it is not in .. 1. 1790,

But | was going to urge, just assYour _Ionor spoke, that considera-
tion should be given to retroactive ropeal NOW in this committee, and
if complete retroactive repeal cannot be accomplished on account of
congtitutional limitations, that Congress should at least go as far as it
can to see that those amendments are yepealed retroactivay.

Thereis one other feature of the billH. R, 4790 which unduly favors
taxpa)ﬁ_ers in commOn-law States at the present time, and the reason
that this unequal feature existsin the bill as it passed the House is,
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| think, because of difliculties in drafting the plan we had recom-
mended, We had recommended that the: basis of »operty passing
untaxed from the husband to wife under our plan should be the same
basis as the property had in the hands of the decedent. That is, the
property would not tike & now basis at. death, as is true and would
remair {rue within property which is subject to tax.

Thebill as it passed theHouse provides that. this untaxed property
also will avensits basis thu value at det:h,

I think that this provision creates an unfair advantage in favor of
comt n-law States unless in w community-property State the com-
munity sroperty that the wife has at. the husband's death, andawvhich
she does nat get. fron him, also acquires a new basis.

Thope hat thiscommit{ee will givethisproblem of equn basis treat-
ment  emost enrefu’ consideration,

L eannot. sit down without. tuking one moment. to discuss the state-
men  which was submitted to this committee on March 1, 1048, m
behnlf of the Secrotary of the Treasury.

1 eannot. possibly hope to disenss this _tatement in detail, mnid do
not think illy wseful wirpose would bo served by that.,

I think the genera vemarks which | have made about {he sereening
process through which the Amerien  Bar Associntion proposn passed
ghould lo more to demaonstiate tile fairness of our plan and to refute
the Secrotary’s position than any short analysis of the Scevetary’s
emurks could do,

But it doesseem rather ba¢. to me that a department of the (Rovern-
ment woulc sul it to & committee of Congress a statement. that o bill
is unfair and should give ag its first. exampl the example which you
fidd at. the bottom of page 10 of the statement. of the Scevetary of the
Treasury, | think much of th same criticiss could be mn« e about
most of the other examples cited..

Let me just read the two sentences that are necessay:

An wnlysls Of thesensections of the bill reveals they not only 'an to bri
about EJUALLEY of trentment, . utilin tact produe, inequalitles not present UNAE
existing law. ‘Thus, where 1 a connon-aw 8tat  the estates of husband and
wife ‘Uﬁll)slnntlnll{ equi. a L one dles leavingi his Property to the SULvivor,
an estat_ tax vould, by roxv«n of the .narita. deductlon, bo pay ble "H o]ply ones
quarter of the family Wealth; that is, on one-hale Of (h  decedent's half.

And the Secrotary goes on: . .

However, {n the cn{rmegrongéng sgtmtlon . which the family wealth .~""""}1‘~S
of cOmmunity property earned By both spouses, an estute tax Would inChay!nl.
on (ll‘l;l death of the firat spouCCto dfe with respect to one-half of the family
wealth,

Now, in tile first place, the Seeretary takes aiaexample in a common-
law State and then another example in a community-propertly State,
each of which, while not perhaps very rave, is cortainly fill from
the usunl situation... Moreover. where the equality of property does
exist in a common-law Siate, it,is generally largely by virtuetwof rifis
front husband to wife w1 which gift taxes have been paid. A of
which the Secretary ignores.

But more important than that. the Seeretary goes or to assumo that
each of thase two husbands, wher he dies, instead of paying ally atten-
tion to the over-all tax efi‘cct of the disposition of his property, is
going to want to do whgt is probably tile most foolish thing he could

'b_I%/ dg, which is to leave the rest of the property outright to
is wife. T# this is done, the estate of the Wife at the time of her
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death will consist of a very much larger amount than was present in
the husband's estate, so that there will be a very, very high estate
tax at the death of tile wife. Tile example chosen by the Secretary
also assumes that the husband is going to ignore completely the income
tax effect during the remainder of his wife's life of such a foolish
disposition.

I do not think the people in the Treasury could be so ignorant of he
way property is generally handled as to believe that this sort of an
example represents anything other than the most unusual type of ease.

I do think in discussing the fairness of a bill with all the implica-
tions of this hill, that the usua situation should he first discussed, and
that later consideration can be given to all the unusual situations
which you wish to discuss, if you have time, and if you think those
very unusual situations are of importance.

ank you.

The Cia1 taAN. Any questions?

If not, thank you very much indeed for coming.

MrlSurnernaxp. Thank you, gentlemen.

The Cuamaran. Our next witness is Mr, Allan Higgins,

Will you give your name, address, and occupation, please?

STATEMENT OF ALLAN H. W. HIGGINS, CHAIRMAN, AMERICAN
BAR ASSOCIATION, SECTION OF TAXATION, COMMITTEE ON

EQUALIZATION OF TAXES IN COMMUNITY-PROPERTY AND COM-
MON-LAW STATES, BOSTON, 1IASS,

Mr. Twgains. | am Allan H. W. liggins, of Boston, Mass. | am
chairman of a subcommittee of the tax section of the American Bar
Association, known as the committee on equalization of taxes in
community-pro erty and common-law States. This committee con-
sists of 17 members, 6 of whom are from community-property States
and 11 of whom are from common-law States.

Senator ConnaLLy, You equalized the taxes, but you did not equal-
ize the committee—11 to 6.

Mr., Higoins. The ratio of the committee was largely based on the
ratio of community-property States to total number of States.

Senator ConnarrLy., All right.

Mr. Higains. | am glad to state that the decisions of the committee
were ynanimous. SO0 there was no overriding of the views of in-
dividual members even though they might he in the minority, Senator.

Senator ConNALLY. Fine. Congratulations.

Mr. Hicarys, | should like to point out to the committee a brief
explanation of the provisions of the bill and call your attention to a
few changes and omissions with respect to which we woul like to
make some recommendations.

| might say that my printed statement was prepared and submi:ted
before we had had a conference on Saturday with members of the
staff of the joint committee, and a number of the provisions with
which we had taken issue and which we thought were not quite in
accord with the general purposes of theg bill have been gone over with
the members of ﬁle staff, and also the legidative draftsmen, and sub-
stantial accord has been worked out with respect to about uﬁ of those
changes.
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So | will confine my remarks chiefly to those problems that are as
yet not solved with respect to the bill as passed by the House.

I think the income tax provisions do not require very much explan-
atiom, because they have had such wide publicity in the press.

I do want to point out that the so-called split-income provision does
not do violence to the fundamental property lawsof the several States.
Because of the fact the people in the community-property States had
for a long while stressed the importance of separate property owner-
ship of husband and wife, we felt it necessary in working out this
equalization bill to hit upon a plan which would not do violence to
their fundamental views of property.

That is the reason the so-called split-income provision was put into
the joint return section of the law, under which, in the past, it had
always been possible for the husband and wife to lump their income
and deductions together in a voluntary joint return.

The split-income provision permits exactly the same thing, and there
is superimposed upon the existing joint return provision merely i
special provision with reference to computing, the tax on the aggregate
income of the husband and wife as shown in the joint return.

Senator ConnaLLy. Let me ask a question right there.

Under the bill  nd under your plan, the income of the husband and
wife regardliess of whether community property, or separate property,
jg all lumped into one income and split through the middle; is that

ght? _ splitting is solely with reference to the

tation you are going to make. It is not as though it was split and
apportioned to husband and wife. You take the aggregate income
and divide it by 2, computing the tax thereon, an then multiplying
said tax by 2. So it is really acomputing provision.

Senator Connarry. The mechanics of it. But my point isin es-
timating the income you take the wife's income, if she should have
separate income, and add it to the husband's income regardless of
whether it ishey own or community.

Mr. Hrgains. That is right.

Senator ConNaLLY. So you just have one income.

Mr. Higains., That is right..

Senator Connarry. That works both ways, though.

Suppose a man in New York State has an income on his own sep-
arate property of a million dollars. His wife has nothin;.'g. He gets
a pretty substantial advantage from that plan; does he not?

Mr. Hraorxs, That is right, although the advantage is not us great
as with the people in the middle brackets. The advantage isnot as
great with tile people in the higher brackets gg it is with respect to
people in the middle brackets. The man with the high income is
aready up in a very high tax bracket, and even after splitting the
income he isstill in ahigh rate bracket.
~ Senator CoNNALLY. ﬁ is not as high after splitting gs it isbefore,
isit?

Mr, Hiaaixs. When you get into the 80-percent rate-that is, beyond
$80,000 or $90,000-as in your particular illustration, even after split-
ting the rexulting in~sme'is still up in a very high bracket..

Senator BArkLEY., y0 You call $80,000 or $90,000 a middie bracket ?
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Mr. Higains. What | am referring to is that the largest benefits, |
think, would come to people between $5,000 anrd $50,000, and not to
people in tile brackets above that. . . .

_The balance of the income provisions are largely deal:erég with tech-
nical matters such as the medical deduction an¢ other deductions and
the figuring of rates, and so on, with reference to the individua re-
turns, and cover some of tile matters that were discussed by the Com-
missioner this morning. o

~So, | will hasten into the estate and gift taxes, equalization provi-
sions, concerning which there has been very little newspaper mb‘li«-ity.
and with respect to which there has been some misunderstanding.

I would like, first, in connection with the estate-tax provisions, t0
reiterate what Mr. Sutherland said: That our committee and the bar
association, at two different conventions, now, have discussed the 1942
amendments so far as they affect the estates of community-property
residents, and unanimously recommended the retroac ive repeal of the
1942 amendment. ] ) ]

AIthogglh we do realize there are Some problems in connection with
that repeal, we do fedl the citizens of the community-property States
are antitled to retroactive relief from the hardships and irequities 6
the 1942 act; and we urge upon the commitae they give consideration
to granting relief to the citizens of community-property States,

Mr. Jackson isgoing to cover that subject in considerable detail.

Senator Connarry, Under the 1942 act, if aman dies, his wife pa?]/s
an inheritance tax, or estate tax, on the entire estate, regardless of the
fact she already owns and poSsesses one-half Of jt?

Mr. Higains, That is correct. ) ) _

Senator Connarry. Of course, that is not fair and not just.

Do you favor the retroactive repenl

Mr. Hieains, Yes, we favor retroactive repeal, and there are two
suggestions we have made with reference to that, so that the retroactive
repeal can be effected without doing any violence to the Constitution.

Senator Connarry, What isthe constitutional point about that ?

Mr. Higains, IT you reped the 1942 amendment retroactively so
that the law then stands as it did prior to the 1942 act, in certain
instances there would be p tax assessed on people who since 1942 have
not paid a tax with reference to certain estates and gifts.

Senator ConNarLy, HOw is that? You say the affect would be to
assess a tax on people who have not heretofore paid any?

Mr. Hieains. Yes, because the impact and burden of the tax was
changed by the 1942 amendment.

If 'you go back to what the situation was before the 1942 law, you
will find that there are certain instances in which there would be a
tax where there was not a tax before in connection with certain gifts
and estate provisions. ) i )

Senator Connarny. IN those few instances, would it not be just as
fair to let them suffer astolet the whole miss of community income-tax
pﬁlyer?s, who pay on estates, suffer the imposition of that sun against
them

Can you not work it out some way that would be just and fair?
Mr. Hreains. We feel it could be worked out to make it clear that
such retroactive imposition of taxes would not occur, and we have

suggested such a forn of bill to the committee.
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Mr. Jackson will cover that in Idetail im connection with his state-
wmané

Senator 1 arxrey/ The fact that it would require someto pay taxes
who have not paid since 1942 would he a constitutional question, or
would it be a question of administration ? .

Mur. Illgains, 1t would be a constitutional question, Senator. There
are a number of Supreme Court decisions to the effect that you cannot
retroactively impose q gift or estate tax.

The Cnamaar , XBut we can retroactively give a refund?

Mr. Hicerxs, That is correct.

The CuammmaN. And we ean retroactively grant an exemption.

My, Hicor_s. That is correct.

The C ammM:. So, assuming it should he done, if the thing is kept
in a compass c i that kind, | ¢an see no possible constitutional question.

Mr. I{iaaiNs, That is correct.
putting in the amendments we suggest, might create difficulty.

Senator Barkrry. You might have to forgive all taxes that might
arise under the law retroactively in order to avoid having a consti-
tutional question arise.

You might remit or forgive it, and the Constitution would not
prohibit that.

Mr. Hicains, Exactly.

The Cuamman. Have you figured how much money that would
cost?

Mr.. Hicains, | am not sure whether any specific estimate has been
made if retroactive repeal took place, but | cannot feel it would run
into ally great amount of money by the way of refunds when you
consider the fact it has been in existence only 5 or ¢ years, and
there must be some estates where people died in the last year and
where returns have not yet been filed. Also we are dealing only
with decedents in a smalf' number of community-property States.

| do neot know whether the Treasury has made any estimates as
to the refunds involved.

Senator C'onNarLy. Whatever the amount, it was unjustly collected
and ought to be pai d back; had it not?

Mr. Higeins., That is correct.

The Qa1 aaN. DOes it raise the question that in order to achieve
equalization you would have to make retroactive the benefits of the
split income?

Mr. Higoins, | do not think the two provisions are necessarily
interrelated..

The Cramman, Would it pose the question of whether you would
have to make retroactive the estate- and gift-tax provisions for the
common-law States? ) o

Mr. Higains, | do not think that isinvolved. AsSenator Connally
says, if the law was unfair and inequitable, there is no reason why
that inequity should be perpetuated even though you do not retro-
actively permit marital deductions for commen-law States.

The CrrairmaN. You see no repercussion onithe common-law States
as far as that field is concerned?

Mr. Higorns, None whatsoever.
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Basically, that is what we have done in order to equalize the situa-
tion which would exist after repealing the 1942 amendment. The
people in the community-property States would then be in this posi-
tion; one-half of the property which had been earned in the lifetime
of the husband would go over to the wife without any estate tax.

Senator ConnaLLy, How is that now?

Mur. Higeins. After the 1942 amendments are repealed, you are then
back to the status of the law prior to 1942,

Senator CoNNALLY. Yes.

Mr. Hraains, When a husband in a community-property State (lies,
half of the community property which the wife owns ag the result
of the community-property law comes to her at death without the
imposition of any estate taxes.

a0t CoNNALLY. Yes. . )
Mr. Hiaeins. Now, to equalize with the people in the common-law

half of the property——

Senator éONNALLY. Not necessarily half inall the property. That
isonly in the community property.

Mr. Higarns. Only in the community proverty.

Senator ConnarLy. And your provision woula gNe common-law
States theright to take half of it irrespective of whether magde through
joint efforts or separate property of the husband, would it not?

Mr. Hiagrns, Y€S, but you have to have in mind that there jn
greg many of the common-law States, the wife, by way of a dower,
Or curtesy, or some statutory share, is entitled at death to a third or a
half of the husband's property. So there are some property rights
involved in common-law States.

Toanswer. the objection you just made, Senator——

Senator ConNarLLy, | did not make any objection. | wag asking for
information., ) L . )

Mr. Higarns, This provision in regard to marital reduction would
equally well apply to separate property jn community-broperty States,
athough the marital deduction provided in this bj|l will not apply
to community property because the wife is 20iNg 10 get that half gny-
way as the result of the community-property laws, o

evertheless, @5 1O the separate property of the husband and wifein
the community-preperty State, when one of them dies, this marital
deduction will" apply to their sgparate property.

So, when you aggregate the {wo things together, the citizens of the
two States ate subsantially equal,

The Crratraan. Let Me 85K you IS The Federal Goverpment, of
course, cannot COMpe! 8 community-nronerty Stateto grant ,ny refund
on taxes which they }q( collected on the basis of the 1942 amendment;
has thag prollemn been thought of ¢

Mr. Higains. YOu mean the problem with reference to the jnherit-
ance taxes

The Craryan, | am assuming the States have also collected taxes in
relation to the 1942 amendment. There would be no way of compelling
the States to make refunds if they have collected such taxes, and it
would not be desirable to attempt anything of that kind.
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Mr. Hiae ~s. ASa matter of fact, Mr. Chairman, members of our
committea have contacted the tax commissioners and attorneys general
in the various conumunity-property States and have ascertained that
In agreat many instances this question has been so controversia that
many cases involving the inheritance taxes in the various States have
not yet been seftled. )

The Criamyay. In anyevent, wewoul haveto leaveit to the States,
assuming we decided to make it retractive. o

Mr, Higeixs, In most instances, the vatious States have indicated
they are prepared to grant refunds to the citizens if they have had
imposed and Jaid excess taxes based on the 1942 amendment.

he Cuamaran, Have you any idea what the Size of that might be?

My, Hicorns, Knowing what a small percentage of the aggregate
death duties js representéd by inheritance taxes in the severd States,
as compm'leld tothe Federal estate tax, | would think it would beexceed-
ingly small..

I'he Ciamoran. You doubt Whether it would be a very heavy burden
for @Y community-property State If it decidecd 10 make yefunds?

Mr, Hicains, | would think not.

I think Mr, Jackson, when he testifies, ean give you a little more
definite information on that, because he has been checking on that.

1 would like to point out, that this marital deduction in connectigp
with the estate tax primarily applies to outright transfers to a gyp.
viving spouse. i )

But, inorder that there might not he too much violence (loneto the
ordinary types of transfers, a provision was written into the bill so
vou could still transfer property in trust for the benefit of your wife,
provided that the provisions of that trust were such that thé property
N the trust would Lg‘ taxable at the death of the wife.

In other words, the feeling was, with respect to this marital deduc-
tion, that it was fair for the Federal Government to give a bresk to the
surviving spouse, but that, at the end of that generation of those two
taxpayers, when the survivor died, the Federal Government would
collect afull. estate tax on the second death. )

Senator Connarry, At such new rate as the Congress might adont

Mr. Tieans, That is right.

Senator Conwarry. The rate as of the date of her death rather than
the rate back when the transfer was made?

Mr. Hicoins, Exactly.

Senator Convarny, All right, o ) :

Mr. Hicoins. We Worked Out numerous situations in the committee
and found that this estate-tax provision did do substantially justice;
and we [2ke very strong issue with the statement, of the Secrétary of
the Treasury that these estate-tax provisions ge net work out to
substantial justice. )

We also take issue with that part of his statement in which he indi-
cates the 1942 amendments did do substantial justice, for, ag Mr. Jagdk=
son will point out to you, there were numerous'instances where the194e
amendments were inequitable and did not work out with equalization.

There were some criticisms in our wyitten statements with reference
to limitations on truststhat could be get up in order to avail marital
deductions. However, agfter a conference on Saturday with members
of the staff, most of hese Criticisms were ironed out, and | believe that
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there are practically no instances now where the type of trust that
people wouldnormally desire to set up for their wives, cannot be set up,
and the marital exemptions or deductions obtained.

Sol will skip over those limitation provisions which were thorough-
ly discussed in my statement and most of which are not applicable now,
inview of thechanges that the staff have indicated they would put in.

The Cuamaan, Where does that take you in your stutement?

Mr. Higains. It takesusthrough page9.

Section 61 of the bill makes adjustment with reference to the prop-
erty previously taxed, because of the fact that the property will now
have the benefit of the marital deduction.

_ The House bill, as was pointed out by Secretary Snyder did fail to
include aprovision for credit for gift taxes previously paid.

* It isour understanding, however, in talking with the staff and the
legidative draftsmen that such a provision for credit for gift taxes
pad isin the course of being drafted and will be included in thebill as
submitted to the Senate. . . .

To further the equalization a provision was put in for a marital de-
duction in connection with gifts to spouses. That was handled b
providing that in a common-law State, where one spouse made a ngY
to another, then 50 percent of the ?ift to the spouse would be exempt
from gifttax. Theremaining half would, of course, be subject to gift

tax,

If you integrate the gift- and the estate-tax provisions of the hill,

th%y work outto substantial justice. )

f course, the husband in a community-property State is able to
get one-half of his earned income and the property, which has built
up- from those earnings, over to his wife under the community-
property law, and without the imposition of either a gift or estate tax.

Accordingly, some analogous benefit had to be provided for the peo-
ple inthe common-law State. . o
I would liketo point out, though, there isquite a distinction between
the marital deduction in the gift tax, and the marital deduction in the
estate tax. Under the estate tax, the entire transfer to the wife is
emeopt from tax, there being only a limitation that it cannot exceed
more than 50 percent of the estate; whereas under the gift tax, each
individual gift that is made tothe spouse, one-half of it isexempt from
tax.
So that the two types of marital deductions are quite different.
There was another phase of the gift tax which | think, isimportant
to'cover, and that isthe question of Qift to a third party.

A husband and wife in a community-property Staie may transfer
from the community property to a third person, we will say, a son or
a daughter, and since that gift is a gift of community property, it is
deeme% to have been made one-half By the father and one-half "by the
mother,

S0 they get the benefit of two separate exclusions, and they get the

-chance 0 Use up the two separate specific exemptions.

In order to equalize with common-law States, there is a provision
in the bill that on gifts to third parties, the spouses can elect to treat
those gifts as made one-half by each, even though the whole of the
gift may have been made by orie of th spouses; and there is a provi-
sion for them to make such an election in connection with filing the
returns. .
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Senator Lucas. That provision is in the bill at the present time?

My, Hiwains, That is correct.

Senator Luc: s. And that equalizes the situation that you detailed?

Mr. Hicains, That is correct. Senator. We had some criticisms
in our printed statement with reference to the method of making that
election, but | understand from conferences with the staff that those
objections are going to be taken care of in the hill.

Senator Lucas. Let me ask you this, Mr. Higgins: Is theie any
rea controversy now existing between the common-law and the com-
munity-property States, if we adopt the measure that you suggest #

M. Higains. | would say the only open questions are the two that
Mr. Sutherland enumerated. The first one isretroactive repeal, which
has been omitted from the House bill; and the second thing is this
question of adjustment of the cost basis, which is the next subject that
| was going to take up.

In order to equalize with the community-property States, we had
al provision in the American Bar Association bill that the property
which received marital deduction would not acquire the basis of value
at (late of death. A taxpayer would be put in the same position with
respect to property which had the benefit of the marital deduction as
the conmunity-property people had been in with reference to the share
the wife got out of the community property.

Senator Lucas. There ean be no question but what there have been
inequities existing, as far as these taxes are concerned, as between the
common-law States and the other States.

My, IHigeins. That is correct.

Senator Lucas. And this is the first attempt to place the 48 States
in the Union on an equal basis from the standpoint of income, estate,
and gift taxes.

Mr. Hiaeins, That is correct

When the legislative draftsmen set out to make the changes we
suggested in the 113 (a) (5),, they found they ran into problems where
a wife got a percentage of an estate, as to just how you were going
to make these adjustments on a cost basis. ft: isa much more difficult
-problem than members of my committee had anticipated. And, as
time was short, the changes mnthe 113 (@) (5 were left out of the
House bill, and consideration has been given to that subject since.

It is our opinion, after struggling ourselves to try to draft an
amendment to 113 (a) (5 that perhaps the fairest thing to do, to bring
the citizens of the common-law and community-property States to an
equal basis, would be to provide that the property which the surviv-
ing spouse got in the community-property State at death should take
asits basis the value at date of death.

The Ciramraran., Should or should not?

Mr. Higains, Should. That would he a simple provision to put
into‘the law. It would merely mean adding a few more words to
section 113 (a) (5), and frankly, after peanalyzing the situation it is
the opinion of our committee that that probably should have been done
for the benefit of the people in the communitv-propeity States long
ago, because they have 'im({ some very difficult problems. _

You teke aranch property or an oil property, if. the first spouse digs,
one-half Of thag property for the pUIPOSES af ot ONly future sale [y
also depletion gy depreciation, jag the cost of the community and
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the other half has the value at dute of death. The latter is the half
that ¢ame over from the husband, his share of the community if he
gave it al to hiswife. This means that in a» depreciation schedule in
n community-property State they have to play with two cost, bases
with respect to the same property, ‘The thing beeame even more un-
fair under tile 1942 umendments when the estate tax was collected om
the market value of the entire property at death, and yet for the pur-
poses of selling part of the property in order to pay the estate tax, the
cost basis of half of it was the cost to the community.

The Criamryan. What is your suggestion?

M, Hiqains, My suggestion isthat 113 () (5 be amended to pro-
vide that not only property which was acquired by inheritance, be-
quest, and devise, shall havé the value at,date of death, but also prop-
erty which is acquired by a surviving spouse by operation of the
community-property law. )

The Cuamyan, That,might work a very substantial increase in cost
base o far as the Speculative ﬁrop_erty is roncerned ; might it not?

Mr. Higains. Yes. But that is equally true in the common-law
States. When « decedent in a common-law State dies, if there has
been a very great appreciation in the value of the property, the sur-
vivors acquire as the cost. basis of the property which they have in-
herited, the value at date of death. )

The Criamnaan. Might that not beconsidered then asan added bur-
den, rather than as an equnlization, SO far us the conmmunity-property
States are concerned ¢ . . . ]

Mr. Higains, Certainly in a period of w rising market, it would not
be aburden. It would be a boon.
| Se?’nator Luoas. Do those in the community-property States favor
that

Mr. Higeins, Yes. . ) ) o
~ Senator Lucas., What you are doing again here is eliminating g
|ne(}ujtg and placing all States again more or |ess on the SPME HAS'S.

Mpr. Higains. | see no reason why thesurviving spouse in a common-
law State should acquire any different basis for tile proFerty which
actually caineover, we will say, from the husband, than tile surviving
wife in a communit, -property State.

Senator Lucas. I'agree With you. o
~ M. Higeins. They ought to be on exactly the sane basis, in all
justice and fairness.

The Cirammman. There is one distinetion: That in the community-
{)roper_ty State the wife, at least theoreticaly, owned her half with
he original cost assigned to it; it is only by Virtue of this law that
any different situation occurs.

r. Higeins, There is something very definite, however, that ge-
curs on death, Senator, and that is the wife at death, even in the
community-property State, acquires a right of severance of her-nron-
erty at that time that she did not have prior to the death. So that
something very definite does take place at death to throw ¢he full
interest in the property, without her husband's control, over into her
hands. . Sonmething very definite has ceurred. With respect to that
pr Opertyv nt danth
It is very similar to the wife's right of dower gy Statutory interest
(ij" ahcommon-law State. That right o? dower arises at the time of

eath.
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s ihamgaaN. That points the distinetion. The dower right is
in a sense inchoate, unt deatl occurs, whereas in the comn itly-

roperty State the actual right of the ownership occurs from the
inception of the community.. )

My, Hiaixs. But the wife, until death, does not have control of
"-015 perty. ' have control ownership.

My, Ilcains, That is right.

Senator KLey. It isa joint.ownership. Her particular half is
not identified, necessarily.

Mr. Hicains, That is right.

Senator Bam Ley. It, is joint ownership of the two. If she wants
hes half it.cannot be divided =0 that she can say this is mine and that
is yours.

Mr. Higeins, So that you agree that something definite, in addition,
doe., occur at death l(){)rovi(l(, for a division of it.

Senator Bankrry, Yes. It, is undivided and in joint ownership;
and, when the hushand dies, she car suy ¥ want my half all to myself,,
tli other half eur go to the estate or to the children or whoever it can
goto. Itecal bedivided then. Sheewl identify what otherwise before
that she could not identify, except as a mere joint ownership in
property.

Mr, Hicains, That being so, we feel that the simplest answer to this
basic problem is to give all the citizens the right to take the market
value at date of death ag the basis of any property that has come
over to tile surviving spouse.

The (Cuamyax Might that cost basis exceed the marital
deduction?

Mr. Hisuins. | do ot quite get your question, Senator. You mean
in,cost 1o the revenue ?

The Cuaiwnsan.. Your cost, might not that exceed your marital
deduction?

Mr. HicaiNs, Théit all depends, of course, on the value of the prop-
e}'(y. lzm for the | “rposes Of the estate tax, the value is taken at date
of death.

, The CnamyaN, It is conceivable that that might happen, | be
feve.

Mr. Hiqarns, It certainly seems most unfair where property may,
have to be sold in order to pay the estate tax, that you have to go
back and take a cost which may have been incurred years ygo and which
might possibly be a very low cost, and then pay a cabital-gains
tax in order to raise money to pay the estate tax, when people in com-

mon-law States do not have to do that.

Senator Barxirey. The questian of whethey it might exceed the
marital deduction would depend q; whether ¢}, value of ¢}, property
had increased since its original acquisition.

Mr. Hicarns, That is correct.

Senator Barxrky. It is possible, of course, that half of g, estate
at death of either spouse might he more valuable than al of it at the
time it was acquired.

Mr. Hiacins., Surely.

Senator Barkiry. Al s0 it might pot be worth more than half. So
that it works both ways.

72005—48-——21
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Mr. Hic ~s. Thatis what the whole purpose of out' conmittee hus
been, to work out g just. and equitable solution for the citizens of both
types of States. And if it is necessary to make this change in the cost
basis in order t¢ do it, we feel that lite committee ought to go whole
hog and iron out all of these difficulties at this time.

Senator BARRLEY. It seems perfectly obvious to me, us suggested by
My, Sutherland, that. we are doing a rather radical and revolutionary
thing here and it is going to take a little experience to reveal the hugs,
but as suggested by him, we ean iron those out when we come to _aem.

TheCuamyay, 1 doubt very much whether we ean here, now, set
up w complete change in these systems that will work without further
amendment.  We will be bonund to need of amendments in the future,

Mr. Hiaains. It is our feeling if this works out 90 or 9 percent
equalization and makes n 90 or 95 percent correction of a problem
which has been a thorn in the sides of all of us and in the side of the
Treasury Department for years, that, this will. be .. great. Step forward.

We have received extr dinary cooperation from members of . ho
staff and the legidative deaftsmer. and people we have conferred with,
and the Treasury Department, and | do hope that the Senate and this
committee will fact this question in the same nonpartisan and bi-
partisan SPirit as have the membersof the American Bar Assovintion,
who have tried to work out this problem.

Thank you very much.

: The Cuamman. You are welcome, We are glad to have had vou
hore.

Mr, Hiqeins, Thank you. )

('The prepared statement submitt by Mr. [Tigging is as follows:)

STATEMENT ON  JEHALF O THE AMERICAN BA1 AssoCIVTION BY Apan 1L, W
HicaiNg, CHATRMAN OF AMERICAN BAR ASSOCIANION, SECTION OF ‘IPAX TION, (oM-
MITTEE ON KQUALIZATION OF 'LAXE_ IN COMMUNITY ProrerryTAND. Corxaton Law/
Starks, Ru Skorions OF I R. 4700 eaiNUWITH EFqQuarization oF _ kpkraiA.
INCOME, ENTATE, AND GIFY TAXES IETWEEN COMMUNITY-PROPERTY A 'OMMON-
LaAw STATES

INTRODUCTION

Iam Alan I, W, Higgins, of Boston, Mass. | am chalrmm. of 1. subcoijioltl tel
of the tax section of the Amerlean Bar Association known us the :onmittee on
equalization Of taxes ln community-property and common:law States.  This com-
mlttee consists of 17 members, 0 of whom are from communlty-property States
and 11 of whom arefrom common-law States. )

After a thorough study of the problem, consultation with numerous attorneys
and representatives from both e law and nity-property States, and
with representatives of the Treasury Jepartment anti the technler st ¥ of [he
Joint Committee on Internp! revenue Taxation, my committee unanhmousty
recommended a proposed hill to equalize Feders' income, estate, and gift taxes.
The tax section of éle Anerlean Bau Assoclation unantmously submitted the
biNl to the house of ,_,_ecZJate_s of the Amerlean Bar Associatlon and (1€ house of
delegates on September 20 * 7, unanimously approved n rosnlug?n recommend-
tng the enactment of the bill of its equivalent in purpose ana efect. My com.
mittee, thereupon submitted the proposed bill to the Ways and Maans Com-
_nittee and the staff of the Joint and Congressjonal Committe. Of Internal Reve-
nue Taxatlon, Thereafter, a substantial number of the recommer. lons of
our coninittce were ineluded in H. R, 4700, as passed by the Iouse of Repre-
sentatlves on February 8, 1048. o )

It Ismy purpose to explain the general provisions of the bill so far as they
relate to equalization of taxes between the cginmon-lnw and cotnmnnity-property
States and also to urge upon yon certain chinges in H. R, 4790, which we think
are necessary in order to carry out a fal equalization between the citizens of
the various States.
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The equatization provisions appear in title III of IL R, 4700—part I deallng
with Income tax; pavt 11 with estate tax; and part 1 with the gitt tax, appear-
g on pages 12 through 32 of the bill

PART I, INCOME TAX

Sections 401 through 803 propose to amend the Internnl Revenue Code o that
husbands and wives, who voluntarily fle Jolnt returns, will fn substance com-
pute their Joint tax by dividing the combined income of the spouses in half,
computing the tax thercon, and then multiplyfug sald tax by 2, ‘Ihis is the so-
called split-inconte plan i results in putting taxpayers {n common-lnw States
ou substantinily an equad baxis with taxpayers in the commuunity-property States
with vespeet to Federal income (nxes.  Sueh provision does not do violence to
the fundamental property Inws of any of the fndividual States. The return,
as filed, I8 a Joint return whieh shows thercon the combined income of the
husband and wife and thehr ageregate deductions, It does not apportion to
the wife onc-half of the hushand’s eome, It merely provides for a methad
of computing the aggregate taxes of the hushand and wife when they elect to
file a Joint veturn,

The balunce of the sectlons under part I deal with technleal amendments,
guch ng the deduetion for medical expenses fn the Joint veturn,  The amendmets
with reference to the income-tax provisions are by seetlon 305 made applicable
with respeet to taxable years heginning after December 81, 1047,

PART 11. ESTATE TAN

Subpurt 1. Repeal of 1952 commaunity-property amendments

Sections 331, 852, awd 403 provide for the repeal of the so-called 1942 com-
munity-property anvidments to the estate tax,  "The hav axzoeiation had recom
mended that such vepenl be vetronetive o as to he efective as of the date of the
ennetment of the Revenue Act of 1H2, 'Phe House provisions tn 4700 provide for
sueh repeal but maoke it effective as of the date of the enactment of the Revenue
Act of 1018,

My conmnittee still feels thnt the eltizens of the communlty-property States are
entitied to retronetive relief from the hardships and Inequities of the so-called
1312 community-property amendments.  'Thig subject will be covered by a member
of my committes, Mr, Paul Jackson, of Dallag, ‘Tex., who will mnke a statement
on behalf of the represeutatives of the community-property States,

Budpart 2. Marital deduction for bequests, cle, to spouse

Subpart 2 commencing with gection 861 of the M provides In conneetion with
the estate tax a speelnl marital deduetion for bequests, devises, and transfers to
asurviving spouse. 'his marvital deduction I8 deslgned to equalize, 8o far as pos-
sile, the estate taxes ag between the common-lnw and eommunity-property tax-
payers. Subjeet to cortaln Hmttations, there 18 deducted from the estate of the
first spouse to die the value of any Interest passing to the surviving spouse, hut
such deduction is Hmited 2o as not to exceed 50 pereent of the ndjusted gross estate,

The exemption, however, will not apply to decedent’s interest in community
property aw, after the vepeal of the HH2 conemunity-property amendments, the
surviving spouse in a communtty-property Ktate will vecelve half of the commu-
ntty property exempt from estate tax.  Although the marital deduction does not
apply to community property, It will apply to the separate property held by the
decedent In & community-property State. Thus, if such a decedent had at denth
£§300,000, consirting of $100,000 of sepavrate property and $200,000 of convmunity
property, his estate subjeet to estate tax would congist of £200,000—1, ¢., $100,000
of separate property and $100,000 representing the decedent’s one-halt interest in
the community property, While he could not devise to his wife tax-free any parvt
of hig interest in the communtty property, he conld devise his separate property
to his wife and secure theveon a fO-percent exclusion. In such n case, {f he left his
entire 3200,000 estate to bis wife-—1, ¢, $100,000 of separate property and his
8100,000 luterest in the community property—he wonld bhe taxed on $150,000.
This would represent his $100,000 interest in the comnunlity property passing to
the wite without the B0-percent excluslon, plus the $100,000 of separate property
parsing to his wife, subject to the 50-percent exclusion,

On the other hand, If a husband in a common-law State died with a $300,000 net.
otato he could by wlill also 1. .88 $180,000 to his wife free of tax, leaving only
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$150,000 to be subjected to the Federal estate tax,. Thus, in both eases the tax ix
tsht(;[ game, whether the property Isheld on a¢ law o ¢ nity-property
e

Phe marital deduction applies in general only to absolute transfers to the sur-
viving spouse in fee simple, except that tile transfer to the surviving spouse may
be I trust, provided that the trust meets certain conditlons,

The limitations n the House bill with respect to transfer in trust for a surviving
spouse are much more stringent than thoxa recommended by the Amerlean Bur
Association; and we submit that they are more stringent than s necessary to
protect tile revenue. The provislons ir the bill proposed by the bar nssecintion
In substance granted a marital exclusion I all cases where the property trans-
terredd by the Spouse first to die would be taxable in the surviving spouse's estate,
it he or She died directly thereafter.

The new subsection 812 (e) (1) (B), appearing on page 2l of the bill provides
that to secure the marital deduction in the case of u transfer in trust for tile
surviving spouse, the following conditions must be satisfled :

(1) The trust must terminate upon the death of thesurviving spowse;
2) The surviving spouse must bo entitled to all the income for ner life
payable annually ;
(3) The surviving spouse nust have a power to gppoint by will I entire
corpus to her estate; and .
(4) Thesurviving spouse must have no power 1ii herself or tiny other person
to appoint or Invade any part of the corpus during her life.
Under the House bill, each of these four conditions must be complied with for
tile decedent to obtain the marital deduction on property passing In trust for
the surviving spouse.

Our committee, in drafting tile proposed bill followed the principle that, if such
a marital deduction Is allowed to the estate of the spouse first to dle, then what-
ever part of the interest passing to the surviving spouse remains at the time of
his or her death should be subject to the estate tax at that time, This tiesinwith
the situation which existed in the community-property States before the 1142
amendments. Under the community-property law, a surviving wife secured her
interest by operation of law; and, prior to the 1042 amendments, such interest
was not subject to estate tax. The marital deduction provided for In the bill
acts to put the survivin\%lwife in a common-law State on substantially the same
basis estate-tax wise. hen the surviving wife in the community-property Stuie
dies, whatever she has In her estate Is subject to the estate tax. Accordingly.
the wife in a common-law State who receives property from her decedent husband
free from estate tax should he on substantially the same basis.

It has long been the custom to protect wives by placing property in trust. As
long as the trust property I taxed at the death of the surviving spouse. tf,
marital deduction should apply irrespective of the varying provisions of the trust.
Certainly any limitations as to the application of the marital deduction fo trusts
should not be so strinﬂently drawn that customary types of trusts will not be-
permitted to receive the deduction. As long as the corpus will be taxed at the
Ideaigh t‘),'fll the surviving spouse, unnecessary conditions should 1ot lintincluded
n the bill.

Condition (1) referred to above requires that the trust must terminate on the
death of the surviving spouse, This limitation Is unne  ssary in order to make
the corpus of the trust taxable In thewife's estate. It appears that if the surviy-
fng spouse has a general power of appointment, the trust corpus woull e Included
in her aross estate for Federal estate-tax purposes. |If there are minor children
living at the death of the surviving spouse, it may be desirable to have the triist
continue for such minor children.” Tile wife could be given a general power of
appointment, and If theexercise or nonexercise of a general power of appointment
in the surviving spouse makes the corpus of the trust taxable In her estate, tile
revenue would be protected.

Limitation 52) also appears unnecessarily stringent in requiring that such
;agouse be entitled for her life to all the ineote from the corpus of the trust, pay-

le annually or at more frequent Intervals, It isvery usual In trusts to give the
trustees discretion to pay such part of the Income to the beneficiary as the trustees
deem advisable. This permits the trustees to even out income bétween good and
bad years, to accumulate for emergencies, afid to act generally for the best interest
of thebeneficiary. It would seem to he sufllclent if such limitation provided only
that the surviving spouse be the sole ticome beneficiary of the trust. If the
accumulated income 8 going to be inclydible with the corpus in theestate of file
surviving spouse, the estate-tax revenues are insured.
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Limitation (3) which provides that the surviving spouse must have the power
1o appoint by will the entire corpuis to her estate Is also unnecessarily lmited.
1t {8 submitted that it should be sufliclentt If the surviving spouse has a general
power to appointment bk/ll deed or will. If she gppoi nts by deed, the Govermnent
will collect a gift tax. oreover, it 18 submitted that there is no reason why the
power should be limited to uppoint the corpus of the trust solely to her estate.
For reasons above stated, it may well be desired to appoint in trust for ehildren,
As long as the surviving spouse's disposition of the property issuch as to make it
taxable tn his or her estate, the deduction should apply.

Hmllarly, limitation (4) is teo restrictive. This provides that there shall he
no power im the surviving spouse or any other pergon to appoint or invade any
part of the corpus during here life. Since the marital deduction is to be granted
where the: gift s outright to the surviving spouse and such surviving spouse
could dispose of ull or part of he property during his or her life (subjeet, of
curse, to gift tax on any gifts), no useful purpose 1s served by limiting the power
to Invade the corpus of w trust, . .

Many trusts contain provisions for the protection of the wife to permit the
trustees to pay her part of the principal for emergencies, such ns sickness, ete.
It the wife had the property outright, she could spend principal for her support;
and yet the wmarjtal deduction waonld applty. Aceovdingly, sueh power should
not € condemned fmthe wuse Of n trust for a surviving spouse. Such power
of Invasion in fact makes the transfer in trust gl the more like an outright gift.
Accordingly, under g trust, a surviving spouse should he permitted to receive any
part of the corpus without Nmitation, )

It Is submitted, accordingly, that the: Hmitations in the proposed section 812
te) (1) (1) should be substantially changed to carry out the general Intent of
the equalization bill. ] T

Seetion 812 (e) (1) (D) provides for a specia kind of limitation, namely,
that the tnterest Of the surviving spause Is to be reduced by any estate, succession,
legacy, or inheritance tax applicable to such interest. It 1s submitted that this
{8 an unnecessary limitation and that the computations required thereunder
may well be gifficult for the average executor who Is preparing the Federnl estate-
tax return.  Such g difficult computation is already made part of the law [t con-
neetion With elinritable deductions nq has caused considerable difficulty. It
Is believed that {he amount of revenue which would be lost by the failure to
Impose such a limitation would be negligible. Certainly, the benefits ot the bill
Intended to b provided for surviving spouses should not be limited or reduced
in this matter. . . .

Section 812 (e) (2) (1)) involves special rules fn cases involving community
property and thig Section Will pe digcussed in detall by Mr, Jacksor in eonnee-
tion with hig presentation in behalf of the representatives of the community-
property States. i .

Section 82 deals with property previously taxed. ‘I'his provldes that the
deductiog. for property previonsiy tuxed Will he [hmited by excluding thervefron
penerédprevioasy subjoe 0 the marital deduction nd recelved from the spouse
first to afe.

Provisio for credit for gift taresspaid

The bill falls to Include a provisio.. for credit for gift taxes previously patd hut
it s our understanding from conforences With the legisiative draftemey that
such a provision Is under constderation i conuecctton with proposed Senate
amendments to the bill.

PART 1. GIFT TAX

2art 117 Of the Dill seeks so far as posgibte 10 put the yestdents Of communlty-
property an commonnw States on an equal basis so far qgSQift taxes are con-
cerned, It also provides for (e repeal of the ypq0 amendments wign respect
to gifts In community-property States, Such repeal Is made effective as of the
late of the enactment of fime Rtevenue ACt Of 1048, ‘The bar association recom-
mended that such fepeal pe effecfive retroactively tq the date of enactment ot
the Revenu Act of 1942,  Our ommittee SUbMIts that the residents of commmnity-
progert,y, States are entitled to potroactive relief front the Jnequitable provisions
of the 1p42 act. My, Jackson W|IF also cover this subject y hig Statement.
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= %BETWEEN SPOUSES'

The balance of the sections ypqar part 1 1 deals with tWo pyohlems: Wirct
gifts hetween Spouses, and,_secondf , giftg1Q t[’lur.d parties. )

Without section 372, gifts bBelweell spouses Would, after yne repeal ¢ tile
1042 community-proverty amendments. he subieet [0 UNEGHA, tax [ESUIS 1n the
comunity- yroperty aun comlanlm\- States. M commmitv nronerty js PINQN
to the wife, the Whole becomes Ner separate wronerty, Y& g @It fax s il
only on the husband's half interest. flnee; UNGE[ the community-vroperty law,
tile life i ¢Iready the OWner of tile oilier half. On the other hand, if & hushand
in @ common-law State gives FVOPEF'EY wWhicQl lie has accumylnted dnvine the
marriee 10 his wife, the whole yalue of t, property i su‘b&ect 1o OIft fae
Accordingly, to equalize the gift t,x, section 372 pravide., that 1., gifts betwgen,
spouses (other than of lh]gt‘ dongr's interest lll conmunity pronerty) ORY one.
r;]alf of the value of the gift ghali pe faxed. hig section, When .yretnted WIt
the estate-tax provisions, achieyes supstantial equity. .

The operation, of section ki 1s lIataled %x the fOlQWING exnumta: [§ 2
husband gives ,jg half interest R\ commnnity propediy whichiVhiag o tad i ool
of $100,000 10 his wife, the Qilt UNAEl the community-property lnw is o
valued at $50v000du%d the gift ‘tax Is nl(l only on iis upount, e tg‘]-ncrvenf
exclusion provided for gy section 75 Will not annly t0 the ganors BRI fn e
community property. gy the ofhel nang, ir @ husband im the “common-law
States gives his wife %loé;.OQQv, the 50-nercent exclusion will apply ana tha tav
will be computed only on n cauivalent  50.000:

Gifts to third parties

Gifts to third parties Present an additional problem. A gift of community
property, after the repeal of the 1114amendments, when made to a third party
iy deemed to be made half by the wife and half by the husband. ¥nch has a
separate exemption. and Can compute the Qift tax separately. The giff tax
on such gifts in community-property States is accardingly lawer than if the
whole gift were chargeable to the ‘donor hushand in tae common-law State,
To equalize the gift taxes on such gifts, section 374 provides that where a gift g
made by either spouse, the spouses may in filing gift-tax returns treat such
glfts ag having been made one-half by each spause. 'rnms. if a father gives

100,000 to a son, the father and mother can, for gift-tax purposes, compute the
tax as though each had made a gift of $50,000.

. As in the case of the marital deduction under the estate tax, a provision was
inserted in the bill ﬁthe proposed new section 1004 (a) (3) (D)) so that
transfers fn trust could have the benefit of the marital deduction for gift-tax
Purposes, provided the trust met certain conditions, The House hill contained
he same limitations with respect to such transfers_{n trust for gift-tax purgases.
as were contained in the estate-tax provisions. Our comments and our recom-
mendations, With respect to these conditions, are substantially the same
under  both- provisions; and, if corrections and changes are made under the
estate tax, similar corrections and changes should he made under the Quft tax.

The election or congent Of the spouses to split gifts to third parties is to be
governed bK certain provisions of 374 (f) (1) (B) and (2). Our committee suh-
mitg_that these provisions with respect to the manner of exercising the election
are far more limited than fg necessary or desirable. ~Subparagraph (2) first
p[owdes that the consent undger the subsection (1) be signified at such fime and
in_such manner as jg provided under regulations prescribed by the Commissioner
with the approval of the Secretary. Secondly, the section provides that tile right
to consentshall not exist unless the return was filed on time.

We submit that the time and manner of making such an tmportant election
should not be left to the discretion of the Commissioner.

Even more serious g the deprivation of the taxpayer's yights by his mere
failure to file nig gift-tax return on time. . . .

Of all the types of returns, which are required to be filed with the Treasury
Department, there yg less knowledge on the part of taxpayers about gift-tax
returns and more tendency to file returns late. Many taxpayers either do not
know about the gift tax or have misconceptions as to the amount of the exclusions
or the specific exemptions. Lawyers throughout the cot_mtcrjy can cite Instance
after instance of taxpayers who "have unintentionally failed to file gift-tax re-
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turns and have not had the matter brought to their attention until hey have con-
suited an attorney about drawing a will or some other matter. 1o deprive such
taxpayers of the henelit of section 374, merely because the return was not iled
o tine, would be a gross Injustice, We know of no instance where such an
exceedingly restrictive wnd punitive provision has been iunserted in the revenue
laws. 0 such provision exists inconnection with the right of taxpayers to tile
ajoint return or to ¢luin the benelit of deducttons, losses, credits, etc.

It is perfectly 11 right, as in the case of joint returns, to provide that after
u election ha: been made that such election cannot he changed or revoked, but
it would be most unusual to provide that, where no action had been taken what-
soever, that the right to il  such g consent had been lost.

This i3 111 the more true fn a situation such us with gift taxes which most
taxpayers do not have to file annually and about which there iy very little
general knowledge among our citizens.

It is submitted that it would be sufficient to state under section 1000 (f) (2)
that a consent under this subsection shall be signified at tile thme that each of
said spouses files hiis or her gift-tax return and in such manner as  provided
under regulations provided by the Commisstoner with the approval of the

retary.

Adjust enl of ost busis

In connection with egualizing the income, estate, and gift taxes between the
common-law and community-property States, It is necessary to place the citizens
of tile respective States on @ Similar footing with respect to the basis for property
acquired from the spouse first to die. This would involye an amendment of sec-
tion 113 (a) (5) of the JRC, Where 4 surviving spouse in a connnunity-property
State acquires property from a decedent spouse by operation of the conununity-
property law, it has been ruled that such spouse dic not acquire the properly by
devise, uest, or inheritance under section 113 (a) (5) and accordingly is not
entitled to take the value as of the date of death for the purpose of determining

ain or loss o1 future sae. If the property were a farm or an oil well, and
the surviving spouse acquired a one-half interest therein by operation of the com-
munity-property law and tile other one-half interest therein by specific devise
under the will of the spouse first to die, the property then has two cost bases.
One-half Of it takes, as its cost basis, one-half the cost or purchase price to the
community and the other one-half takes as itg cost basis one-half of tlhe value
at date of death.

The bhar assoclation originally proposed that where the marital deduction was
claimed for the purposes of estate and gift taxes, then the interest of the sur-
viving spoute which wits yot subject ta tax jn the estate of the spouse first to
die should have, as its cost, the cost to the decedent.,

In connection With the drafting of the bill by the draftsmen of the House, it
appeared that such g provision would get exceedingly complicated and might
become unworkable. Accordingly.. it was left out of the ITouse draft of the bill.

It 13 submitted that the inequity could be corrected in another way by simply
providing in section 113 (a) (5) that value at date of death could he clamed as
the cost basis not only of property acquired by beguest, devise, or inheritance but
also of property acquired by operation of the community-property law upon the
death of a spouse first to die. . i

Such a provision wonl Jint surviving spouses in both the ecommunity-property
and coumon-law States on exactly the same cost basis and would eliminate a
long-outstanding incaquity.

CONCLUSION

The members of 13y committee grom both the community-property and com.
mon-law States have shown aremarkable spirit of cooperation in attempting to
bring about equalization. A similar spirit of cooperation has been shown by
the Members of Congress and of the congressional. committees, the representa-
tives of the staff of the yoint Committee on Internal Revenue Taxation, gud the
legislative draftsmen.

The equalization provisions of H. R, 4790 represent substantial progress toward
the goal of equality; and we believe that with certain changes and corrections
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which we have suggested, the equalization provisions should have the complete
bipartisan or nonpartisen support of your committee and the Congress.

Respectfully submitted.
aLLan H. V. Higoins,

Chairman, Gemraittec ON Equalization of Tarcs in Community Property
and Yommon-Law States.
Mancu 8, 1948.
The Curamraan, Mr. J. Paul Jackson isthe next witness.
Mr. Jackson,, will you be seated and give the reporter your name,
address, and occupation

STATEMENT OF 3, P. JACKSON, ATTORNEY, DALLAS, TEX.

Mr. JACKSON. My name is J. P. Jackson. | an an attorney front

Dallas, Tex. . ) . ,

| am a member of thisspecial committee of the American Bar Asso-
ciation and aso spokesman for the State Rights Association of
Houston, Tex. _ _

The Cramatan, Mr. Jackson, what is the State Rights Association§
I's that an association of lawyers? o

Mr. JACKSON. No. It is’a State association of taxpavers formed
particularly for the purpose of considering equalization of taxes be-
tween the common-ltaw and community-property States and particu-
larly to seek the repeal of the 1942 amendments.

In_this capacity we advocate the adoption of the estate and gift tax
provisions of H. R, 4790. _

Senator Lucas. What was the theory of that 1942 amendment, if |
may inquire? How did it happen to get throu.%h. this august body ¢

"Mr. JACKSON. It got through asa part of the War Revenue Act Of
1942, It was passed in the last stages in the House without the benefit
Of connmittee hearings. Members of the conmlunity-l)rp1mrly States
were never accorded an oppg_rtunl_tg tobe heard. That bill was pas
in the closing days of the session.in 1942 and has been with us since
th%tht'ime’ ill depart f statement to gi

IS 1942 act, Senator—I WI art from my statement to give
it t0 YOU briefly—the 1942 act adoptegd for the then eight community

roperty States a new concept of taxation, TraditiQrally, as we dll

now, Federal estate taxation is based pon tile concept Of taxing
the tradnsmissjion Of property at death. ¥ property owned and trans-
mitted at death was subject to the estate tax.

Now, the 1942 amendments for the community property States, and
for those States alone, adopted a new concept. * This concept was the
concept of economic attribution. A an Was intended to be taxed
in the community property States gnd in the commypity uproygemj
States alone, if, thearetically, he was the originator of wealth, If he
Was regponsible, years aJ0, for the creation of that wealth then the
theory of this bi’lf' was that he should be taxed on that wealth without
regard to the question of whether 1¢ owned it and whether he could
transmit it at death.

2 Committee : Al H. W, Hig#§ins, chariman, Boston, Mas..; William. ¢. Allee, Detroit,
Mich.; David B gﬁ%{g"r Pitts lﬂg, Pa.: George B, Cleary, New Yo'k, N. Y.; Fraok M.
Cobourn, Toledok 0.} B. Dunbar, New grlennn, La. Pavl E. Farrier, f}hlﬁrzo 90,
Il "8‘"‘3“3 . Green, . Mass, ; JameS O Howe, Seattle, Wash,; Erwin \- .
%, ambriglge, Mén. 3 JAMES C. Ingedretseh, 168 Angeles 13, Callf.; James 8. X. Ivins,

ingiou & D. C.; Paul Jackson, Dallas 1, ; H. ¢, Kilpatrick, Washington 5
D.C.; mr{'J. Rudlcky New York, N. Y. Weston Vernor, Jr., New York, N. Y. and Roberl
Vinrent low Vork “ W
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This bill provides that-that is the 1942 act-all community prop-
erty in the community property States shall be taxed to the first
spouse to clie, except in two respects: First, except that property
which is attributable to the earnings of the surviving spouse; and
second, except such community property as was attributable to the
separate property of the surviving spouse. All other community
property, except those two categories, were to be taxed altogether
to the first decedent, whether iteﬁe man or wife, with a proviso that
in any event. whether the decedent originated it or not, property over
which he had the testamentary power of disposition shoulc be taxed.

The simple case that the draftsmen had in mind was the case of the
lawyer, for example, who through his own efforts accumulated some
wedlth. The wife was a housewife and contributed nothing in the
economic sense. I'he theory of this act was that should the husband
die first in those circumstances he, being economicaly responsible,
should be taxed on the whole of the wealth, whether or not he owned
it orr whether or not he could transmit it,

However, if the wife, perchance, should be the first to die, under
those same circumstances in the community property States she was
to be taxed on that which she could dispose of at death, namely, one-
half. So we have the concept of all of it being taxed to the husband
if lie should die first but half being taxed to the wife if she should
diefirst.

This bill produced a series of inequities as far as we are concerned.

Senator Tucas. It did vigience to your community property laws.
Mr, JACKSON. It did. | do not need to labor the point tooc much,

but to illustrate a point or two: We have in Texas, we will assume,
amail and wife who married 40 years ago. The wife brought into the
community separate property of her own. The husband brought into
the community separate property of his own. Now, under our law
in Texas, theincome from that separate property iscommunity. The
income from her separate property and the income from his separate
property are both jointly owned under our State law.

And 1n recognition of that State law the common. pragtice of such
aman and wife would be to deposit their joint earnings—that is, the
incomes from their respective properti_ —into @ common bank account.
From that common bhank account investments wwould he made. Those
investments were community property under our law. Those invest-
ments, in turn, produced inconie, and other properties were sold, and
they were mingled in thiscommon bank account with the earnings of
either spouse. And in the course of 40 years they accumulate in that
way an estate.  Then one Of the'spouses dies.

Now, this law says that the whole of that community--every item
of that commupity, property on hand at death shall be taxed to the
first spouse to die, whether it be man or wife, except that which is
traceable by the executor into the separate property of one or the other
of the spouses.

Now, our executor whom we represent takes the list of community
property on hand at death and undertakes to make this tracing. And
e'finds that here is an item of community property that was acquired

in 1940. And he finds that that property acquired in 1940 was pur-
chased with a check drawn on this cgmmon bank account. He goes
into that common bank account and he tries, with the aid of account-
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ants, to see what went jnto that common bank account:, that is, tile
community fund that wus used lo , urchuse this property. And he
finds that years before, hrough many changes, mutations, with-
drawals, and additions and subtractions, she put in some and he put
in some, but they do not know how nuch is aseribuble to_each.

It is impossible in those circumstances to trace this item of com-
munity property acquired in 1910 back {o its origina sources, yet
this statute places upon us the burden of taking each item of com-
reunify property on hand at death, whether the death be of the hus-
band or  fe, and tracing its origin back through 10 of 50 years of
married lift. an impossihi! burden of proof.

Senator Lugas, If you do not do it, then the 'I'rensury oflicials
come among and attempt to doit.

M1, JACKSON. Yes, And we have un arbitrary method of faxafion
which, teo frequently, leaves the nme  t of the tax to the liberality
of tho revenue agent. . )

The Cuamsan. I think it should be said that while this new con-
cept of the 1942 ae did violence to the syst n of Emporly in the com-
munity property Stutes, it was + concept, though., that prevailed in
the common law States so far w joint. tenancies aid tenn  ies in
entirety were concerned.

Mur. Jacxson. That istrue.

The Cuamyan, And it was an attempt, even though misguided, to
bring equalization between the two systems in that limited field.

My, JACKSON. That is true.

The Cramsran, When 1t was attempt. - 10 d the sanc. thing as
fin as splitting incomes were  neerned, we  an into difliculties in
Congress which never could he overcome. )

Mr, JACKSON. It is true. I think the principl is the same, Senator
Millikin ; yes. But it isone thing to tax at. dea.h in accordance With
€C0NOMiIC origin it joint tenancy or tenuncy by entirety, Which is
created by a single voluntary act, and which'is enerally o matter of
record, its origin easily tracesble; and it is something else again to

ply that rule indiscriminately {o every item of property that man
and wife accumulate over o long married life. _
 The Ciamman. | believe that is very correct, and | quite agree that
it certai nly was not consistent with your theories of property in com-
munity-property States.

Mr. Jackson. Here is one difficulty of applying their concept of
economic attribution. 1t is wtdifliculty of definition, In seeking to
achieve this result of taxing the creator or originator of wenlth, this
statute taxed community property to the first t0 die, except commu-
nity property attributable to the earnings of the surviving spouse—
that 1s, compensation for personal services netually rendered—oi at-
tributable t0 the separate property of thesurviving'spouse. That defi-
nition has created some very curious results, )

A man_ for example, in"Texas, incugs what we call a community
debt. It ig a debt of the husband and tlie wife. With hat debt theay
purchase an item of property. That property enhances in value, an
the income therefrom, whicl is community, pays off the community
debt, and then one of the spouses dies, Who in that case under this
statuteis economically responsible for the property§ Under our defi-
nition that property” is not derived originaly from the Separate
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property of either spouse; it is not derived originally from compensa-
tion for personal services rendered by either spouse, and thus we have
an item of property which is taxed, under the statute, altogether to
the first spouse that might die,

Or take owr rancher or farmer; a man and wife come into the mar-
ringe 40 yenrs ngo with no property. "They bought a farm on credit.
They worked hard and diligently together and they accumnulnted a
Jittle estate,  One of the spouses dies, Under this statute that man
and that wife have community property, yet. it cannot he said that
their community |)l'0|)l'l‘l{ is derived originally from the separate
property of either spouse, beeause they hand none,

It is not dervived oviginally from compensation for personal services
rendered by either spouse, beeanse they did not. work for anybody;
they worked for themselves,

-‘it') youhave nentegory of conmmunity property which wonld be taxed
under this statute altogether to the fiest spouse to die,

The Cramestan. As an administrative matter, it must. have been
very confusing.

Mr. Jacksos, Very confuging, ‘The confusion resulted from trying
to interpret. this phrase: “compensation for personal services as ac-
tunlly rendered.”  We conld give you innumerable instances, some
rather ammsing, of how this thing has operated,

It hag placed upon us burdens of proof and of tracing, impossible to
bear. And it has cansed people to be taxed on property in ‘Texas,
not, owned by them, over whicL they have no power of disposition at
dcrlh, and property with respect to which they are not even economi-
cally responsible.

Senator Lucas, Do you have the figures to show what this act of
1942 produced in the way of revenue for the Government?

Mr, Jacksox. T do not know. Tt said that the retroactive repeal of
thig statute would canse « loss in revenue of from $70,000.000, and 1
heard another figure of $90,000,000, 1 do not know how those figures
were arrived at,

Senator Lucas. Per annum?®

Mr. Jackgon, No, For the whole §-year period.

Senator Grora, You mean to make it retroactive to 19421

Mr. JacksoN. Yes, sir,

Senator Brewstenr. In the report on this bill in the House, I am

not clear to what it applies. It says:
Moreover, the Secretary of the Treasury advised the committee that it all mar-
ried couples took full advantage of this provision the combination of surh estate
and gift tax changes would Involve an annual loss In revenue amounting to
$215,000,000,

Are you familiar with that? i

Mr. Jackson. Yes, sir.  That figure, Senator, refers to the total
annual loss in revenues all over the United States, That figure, 1
think, refers to the equalization provisions in the bill which would
accord to the common-law States the same right to sglit their property
at death, the provision that would enable a man through the use of
the marriage exemption to give half of his property to his wife,

Senator Brewster. The report is not clear. It speaks of H. R.
4790 in its present form, repealing the 1942 amendments referri{x# to
community property. Then it speaks of certain amendments. Were
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those in the House bill, or does this statement apply to the House hill
without #he amendments? o

Mr. Jaokgon. One of the amendments referred to, | think, is the
amendment dealing with credit to property previousy taxed. | do
not know if that figure refers to theloss before or after.

a Senator Georae. | think it refers to the bill as amended in the
ouse,

The Cuaparan, They did not have time, Senator, to get the amend-
ments in the original bill as reported to the House, 0 1t was brought
in by way of amendments in theHouse.

Senator Brewster. On floor amendments?

‘The Caarman. On_floor amendments. _ o

Senator Brewster. 1his loss of $245,000,000 applies to the bill with
the House amendments? IS that your understanding$

The Cuamaan. You are speaking of theretroactive featuref .

Senator Brewster. NO. This is current, | understand. That is
what the revenue would be each year. )

Mr. Jackson. That iswhat the revenue would be each year, includ-
ing the common law and community property.

;i‘he Cuamrman, Mr. Stain tells me it is the future operation.

. Senator Brewster, Yes. That we would lose annually about one-
third of the revenue from the estate tax,

-Mr. JACKSON. The bulk of that is attributable to the common-lnw
States, this equalization provision; because if the retroactive repeal.
would cost from seventy to ninety million dollars over g §-year period,
that would be, roughly, fourteen to eighteen million dollars a year
in the community-property States. H

Again | do not know whether this figure that has been given,
of seventy to ninety million dollars, isthe correct figure.

The Crtairaan. | may Say | think our staff calculates it at around
$100,000,000 and the Treasury somewhat higher.

Mr. JACKSON.. The retroactive? )

The Cuamaran. Yes. That is what | am talking about, the retro-
active propasal. i ) . )

Mr. J-.cuson. | would like to raise this question and perhaps talk
to the staff about that figure. If that figure of $100,000,000 repre-
sents the aggregate of refunds that would be allowed under retroactive
repeal, then | think that figure should be adjusted to take into account
the fact that on the death of the surviving spouse later there will he a
recapture of apart of that revenue loss, whether the wife dies within
the ﬁ'ye“g,ﬁe'[io or heyond the 5-year period.

- Tor €Xample, hereisa man who died in a community-property State
with amillion-dollar estate. The tax on that is $345,000.

Senator Brewster. You did not say he died of a million-dollar

estate.

Mr. JACKSON. Owning. He died with o community proPerty estate
of amillion dollars, half of which was hisand half his wite's. If the
statute is repealed retroactively hewould seek g refund with respect to
theinclusion inhis estate of the surviving wife's share. That refund
would be approximately $180,800 Of the $825,000 that he paid.,

Now‘ that $180,000, while immediute?}y:refundable Wlthout Interest,
under a retroactive repeal, should hp reduced by the amount of tax

that will becollected from the gurviving spouse ¢n her half, whether
shedies within or without the 5.yea{ period.
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Assuming no change in values she dyln% ater, with a_ $500,000
estate, woul d pay approximately ) So that while,the refund
to the husband will be $180,000 the (overnment will recapture on her
death later, $145,000 of that $180,000.

The Cuamnan. The prospective cost, of eourse, would be reduced
if we should reduce the amount of proposed reduction in the Knutson
bill. Obviously if we should have a bill that would reduce ou taxes
say between folr and ahalf tofive billion, the prospective cost of these
provisions would be less in the future, would they not, than they woul
under the, Knutson bill §

Senator Gieonse. Not under this bill. )

. Btgd JACKSON. I do not think the estate or gift taxes would be af-
ected.

Senator Ticas. It would be worth w hundred million dol lars to get
out from under this, would it not§ .

Mr. Jackson. It would certainly he worth o« hundred million dollars
tous in Texas. . . o

Senator Brewster. Taking your example a little further, if tile
$180,000 were refunded, that would immediately become part of the
community property, would it not? )

Mr, Jacxson. |f 1t were paid by his estate, it would he recovered by
his estate. _

Senator Brewstrr, What would happen to it then? Where would

It go?

s /1% :. That isaryery'difficult question, unanswered yet in
Texas. We do not know, in Texas, yet, whether under this 1942 act
the burden of the _ederal estate tax is to be borne by the decedent's
catate al together, or whet her it istohe apportioned between the dece-
dent’s estate and the surviving spouse. We do not know whether the
$345 000, for example, isqa liability altogether, of tlie decedent's estate,
or whether that liability is apportionable between the decedent's heirs
and the surviving spouse.

Senator Brewster, Is that in litigation now?

Mr, JACKSON. That isinlitigation, tobe straightened out.

In Louisiana, after sonic litigation , the Supreme Court of Louisiana
held that it was apportionable, that is, that the surviving ?QUS@ must
bear her share Of it.  'The revenue agents in Texas take a different View.,
They think that this issa liability of the decegent.  So much so that if
the surviving spouse should voluntarily pay half of the tax, they charge
her with a gift tax on the estate tax that she has paid, on the theory
that she is paying somebody else's liability.

The Cuarman. Let me state a little more accurately what | mis-
stated awhile ago. If we should reduce the amount of reduction of
the Knutson bil  we are made more comfortable in terms of surplus to
bear the cost of this particular feature of the hill.

Mr. JACKSON. We urgently hope that you have that comfortable
feeling, Mr. Chairman.

Lot me show briefly the impact of these taxes, considering t i | death
of both spauses.

The Crtamman, Before you start on that, areyou prenared. to make
any comment on the ability or duty of the States, or wil ingness of the
States, to make tiny refunds that would be called for in fuirness, if we
made these provisions retroactive?
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Mr. Jackson, We have been assured by Governor Jester, after talk-
ing with the comptroller of the State of Texas, that they will see to it
that the adequate refunds are made and if the legislation presently in
the State is not adequate, it will be recommended by the Governor.

The Cramsan. So far as you know, would we be putting a very
heavy burden on any State that might be difficult to meet §

Mr. Jacksox. | cannot speak for the other States. But our inlieri-
tance tax statutes are very liberal in the sense that the rates are very
small. Generaly, and in the overwhelming majority of cases, the
amount of inheritance tax involved is within the 80 percent credit
allowed under the revenue act of 1926.

Itisonly in a few cases that our inheritance tax exceeds the amount
of this take-up statute allowable under the revenue act of 1926. 1
think that the amounts involved in terms of inheritance taxes are
relatively small, but they have caused us considerable confusion and
trouble in Texas.

The comptroller, who collects inheritance taxes, still does not know
whether the additional inheritance tax, which is brought about by
including the surviving spouse's interest in the estate is constitutional.
or not. In Texas, that amount has been held in a reserve or suspense
fund pending the outcome of this matter.

On the matter of the monetary effect of the 1942 amendments. |
would like to present to the committee this comparison, this illustra-
tion to show how the 1942 amendments operate in the community-
property States to disadvantage of the community-property
taxpayers.

Let us assume that in New York, which is a common-law State, a
man accumulates a million dollars of property through his own
efforts. Anrd let us assume that in New York he leaves the typical
type of will,thewill which is standard procedure in New York, where -
a man has any property of any consequence, and that is the income
from this property shall be paid to his wife, for life, with remainder
at her death over to the children. That is a universal type of dispo-
sition in all States.

Now, that man in New Y ork, who accumulates this million dollars,
pays at his death an estate tax of approximately $325,000. The wife
dieslater. There is no second tax at her death, because she has a life
estate which merely terminates with her death. And soin New York
this property accumulated by this man bears a total of $325,000 of
taxes on the death of both spouses.

Let us take that identical situation in Texas. A million dollars is
accumulated by this man in exactly the same way. He leaves the
identical will, namely, all my property to my wife for life, remainder
at her death to the children-and he dies.

Under the 1942 amendments the:same tax is collectible'as was col-
lected in New Y ork, namely, $32L,000. But here iswhereour local law
operates: that man may not dispose of hig wife's half interest in that
property. 'Je cannot give her alife estate in that which is already
hers. She must receive that half outright, with the result that though
he leave the same will, regarding the same property, accumulated in
the same way as the man in New Y ork, thewife at her death later must
pay a tax on her half, and that tax is roughly $145,000.
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Senator Brewster, That istheeffect of the 1942 amendments, isit?

Mr. Jacrson. That isthe effect of the 1942 amendments.

Senator Brewsier. And is there no way by which he can avoid
that tax?

Mr. JACKSON. He cannot avoid it, even though he attempts to put
of the community in lieu of her half interest. She, at her death, has
the absolute right to refuse to take under any such will and may take
under the law. Moreover, even if she elected to take under such a
will, the Treasury Department says-1 think very properly so under
the law-that her voluntary election made at his death to accept the
benefits of hiswill, in lieu of her community interest in the property
isthe creation by her of a trust, an intervivos trust, under the terms of
which ghe is to receive income for life, and under the Ilope amend-
ment she isto pay n tax at her death.

She has na  a transfer by virtue of her voluntary.election 0 a
trust, under tile terms of which she receives income for her [ife, and
of course, as we know the Hope amendment provides that any inter
vivos transfer by any lecedent, of property in trust or otherwise,
under the terms of which he retains the use, €njoyment, or income for
life, istaxable at the transferor’s death.

Senator Brewsrter, It is your idea that the only solution is repeal,
that there is no other amendment which would take care of that
situati m @

Mr. Jacksox. 1 think yepeul is the only way that we can eliminate
al of the burdens and hardships, this tracing problem, and 50 on,

We have tried time and again to conceive of a series of amendments
that would correct this problem. We took it U with the common
law people and that was the first approach to the problem of letting
the 1942 amendments stand gnd trying to amend it. And we found we
got into so much trouble that the ouly. fair solution wits to repeal it
and Start all over again, and thus we have this equalization bjll.

munity property was al oil property, which he had discovered, and
therefore had a zero. or nomina basis, in his hands so far as cost is
concerned. That man dies. Thetax, as| say, the estate tux iS $325.-
000 tinder the 1942 amendments. It becomes necessary to sell that
property at his death to pay this estate tax. When the wife sells her
half interest for $500,000, under section 113 (a) (5), the basis of that
half is cost, ihich iszero. Thusghe pays a capital. gains tax of 195.-
000, which s not payable by the New York ail discoverer, if they have
ol in New York, or Pennsvlvania, Or any other common |aw oil Stage,
because in those cases where death occurs, there isa step yyp in basisof
the property 4t death. )

But not so as to the wife's half interest in the community praperty
inTexas. And that isbecause 113 (a) (5) simply says that the prop-
erty acquired by way of devise, bequest, or inherita ce shall receive
the value at date of death.

But in community-property States the wife'sinterest is not derived
by way of bequest, devise, or inheritance. She has owned it al along
and therefore 113 (a) (5) does not apply to that situation.
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Thus we have in Texas, then, the decedent paying $325,000 of estate
taxes, the wife pessibly paying $125 000 of capital-gains taxes, and
then later, when the wife dies, another tax of perhaps $145,000 as
against only the single tax in New Y ork of $325,000.

In other words, we pay 80 percent or more, or 85 percent, more taxes
in certain cases, of that kind, in Texas than the people under identical
situations would pay in New York.

Senator BrewsTEr, How much have you made out of this commu-
nity-proporty provigon meanwhile?

Mr. JACKSON. | didl not understand the guestion.

Senator Brewster, How much have you made out of this commu-
nity-property provision meanwhile? 1 am speaking about the wholg
effect of the community property. | am thinking now of the inequi-
ties which you alege and how' advantageous it has been. e have
heard a great deal of the other side of it, how profitable it was to vo
to have this provision..

Mr. JacksoN. Let us see the monetary effect leaving aside the dif-
ference in State law, and the burden that the husband bears, the
greater rights of thewife, and all of those things. Let us look at the
dollars and cents of it. Takethe million-dollar case again and assume
we have no 1942 amendments. And see what was the advantage that
we had inToxas over tile man ir New York.

In New York<the millionaire died and the tax was $3256,000. He
left again the typical will: Income to his wife anc remainder over,
income tax on tile death. Total tax at the death of both spouses,
$325,000.

Before 1942 what was the situation in Texas? Property accumu.
lated imthe same way, anounting to $1,000,000, was all community.
I'he2 husband di ed and left the same will: Income to the wife for lii'e
and remainder over. But his tax at that time was only on $500,000,
which was about $145 000. The wife dies b days later or 10 years
later. Assuming no change in values, the tax on that $500,000 was
again $145,000. The sum total of these two taxes, in Texas, because
they were %)Iit in two equal parts because he owned them equally,
was $290,000, approximately, versus $825,000 in New York, a differ-
ence of $35,000 or $40,000, about 314 or 4 percent of the entire cstaie.

In terms of advantage it was about 11 percent advantage in favor
of the Texan and as against the New Yorker on the death of th two
spouses. But the 1942 amendments imthat case produced a disadvan-
tage of perhaps 80 to 85 percent tous.

Senator Brewsrue. T wanted to include al so the annual advantage
of the community-property tax, in trying to appraise how much you
had suffered down there—I mean,i the matter of tile income taxes as
well.

Mr. JACKSON. Those figures | do not, have, Senator. | anusure tile
income-tax advantage is very substantial, yes.

Senator BruwsTer. | think you shoul d bear in mind that you have
had great advantages as well as certain disadvantages and | was
trying to arrive at an appraisal of the relative position. Perhaps it is
nol_important.

My, JAcksoN. We do not look upon it as an advantage, considering
the nature of our laws, considering the fact that the wifeistruly the
owner of one-half. We do not think there is really a disadvantage
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or an advantage when you take into account that the propenty laws are
essentially different.  But it is true that, property laws to one side, til e
sun total of taxes payable in ‘I'exas has been Tower than in New York.

The Cuamraan. It has been estimated roughly by Mr. Stam that the
savings in income taxes to the community-property States, by virtue
of their community property, is something in the neighborhood of
80 {o 100 million dollars w year, dependin -, of course, on the income
level.

Mr. JacksoN, And that has prevailed upon us to go along with the
split incomes. While at first we were opposed to the split-income
provisions and opposed it violently because it did not adhere to prop-
erty rights, we have been persuade it is a fair and equitable bill,
and we do think it isfair.

Now this matter of retroactive repeal for a moment. We think
that a retroactive repeal is the only method by which all of these in-
equities can be removed. It isonly by retroactive repeal that we can
deal fairly with those peopl e who have been taxed on property not
owned, property not transmitted, and property not even economically
attributed to then, | because of the ina{;ilit.y to trace, or because itt js
a category, of community property that is not traceable to either to
either of the two categories mentioned in the statute.

It isonly by retronctive repeal that we eliminate the confusion in
the litigation [hat exists insofar ns the burden of the tax is concerned,
and insofar ns ourinheritance tax in the State is concerned.

And it js only hy retroactive repeal that we ean got. this double
tax burden lifted fron our shoulders, and correct at the same time the
hardship bought about by ti | basis provision.

The Cuamyan.. Do yon believe that the common-law States would
be put in the position to claim that they should have a retroactive
rendjustment of their burden if this were done, for the community-
prol)ert States? ) ) .

Mr. Jackson. | do not believe so, for two reasons., Qne is that. this

whole question was threshed out between til ommon-law and the
community-property lawyers, The American Bar Association, the
numerous State bar associations, have recognized that retroactive
repeal is proper and they are not asking that the equalization provi-
sion likewise he made retroactive.

I think from the standpoint of justice and equity you should ye-
peal these laws retroactively—that is, the 1942 amendments retro-
ictive—and yet nake the equalization, prospective.

ink oy have two questigns. (ne guestion |s to remove ap in=
equity fh‘zaf, has ‘e;";‘g{ed fqr 50ra years tnl nk. tha lr_@;noval Of ¢thinza
inequities ought not to abide equaization. 7 think you should equal-
ize 1n all events and we qre Urging equalization. upon you. We think
the problem of equalization is somewhat different. from tile problem
of removing q hardship and burden that has existed on us for ¢
years.

I think you should equalize now—fron now on. NO gne is asking
that we equalize income taxes back to 1913; no one is suggestin,, that
wo equalize estate taxes back to 1916. We have tried to devise ‘or the
first time g fair equalization plan that should operate for the future.
...In addition to providing for that equalization, we think we shoulg
have removed from our backs this inequitable law that g been ip
effect since 1949,

72005-—48——22
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The problem of removing inequities is not necessarily tied into '(Ho
problem of equalization. | think we have fairly arived at the
proper solution for equalization. I think we are entitled now to have
aremoval of theinequities.

The CuamaaN, Could you not argue that since the common-law
States did not accept theburdens of the community-property States as
of 1942, therefore there is no just ground for retroactive,treatment
of this new split income?

Mr. JACKSON. | think certainly that a fair-minded taxpayer in
New York might well consider a friend in similar situation in 'I'exas.
The Texan anticipates the day of his wife's death, realizing that the
comunity property ishalf-owned by his wife even though the husband
may have been solely responsible for it. Half of this property will
at hiswife's death pass asshe directs.  She may leave ha f of the busi-
ness built up by the husband to in-laws or the children or to strangers.
The man in New York is not confronted with that prospect. He
runs no risk of his business being disrupted at his wife's death or
passing to his wife's devisees. He, therefore, readily realizes that
because of these differences in the property laws of the two States the
Texan's tax advantage is not such a great advantage after al.

The Cuamaan. | think that one of the weaknesses in the argu-
ment of discrimination against the common-law States is obviously
that the common-law States have been unwilling to assume the bur-
dens of the community-property system.

In other words, | have aways felt that too much sail could be put
upon the argument of discrimination. To my mind the matter isa
practical adjustment, due to the rapid increase in States adopting
the community-property system, in an ever-enlarging degree, with
turmoil al over the country. | put less emphasis on the diserimina-
tory feature than on the practical aspects of the problem.

Mr. Jackson. I think you are entirely right. | think ths word
“discrimination” has been too loosely used. | do not think that the
prior law discriminated in favor of the coommunity-property States.
Certainly there is no discrimination in the application of a uniform
rule of estate taxation that applies uniformly to property owned and
property transmitted at death. The fact that the wife in Texas may
own more than the wifein New York and that may produce a slight
tax inequality from the standpoint of mathematics does not mean t at
the law isunequal or discriminatory.

The CuarMAN. It isperfectly apparent that the common-law States
are making arush to the community-propert%/ system, and an increas-
ing amount of turmoil and uncertainty is being created throughout
the country over this tendency, and that | think givesrise to anatural
interest which warrants what we hope to do.

Mr. JACKSON. | think you are entirely right, sir. | think it isbad
for a State that has had a particular property system for 100 years
suddenly to change over to an entirely gifferent System, without the
benefit of the great body of law that has been bpilt up around that
other system.

The CuamsaaN. Take a highly complex economy like the State of
Pennsylvania, and gvernight to project . into that S'tate' a community-
property gystem—the confusions and .dislocations are indescribable
and incalculable in their ramifications.
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Mr. Jackson. That isright. That iswhy we apdproach it from this
standpeint, not to pass a statute which would be directed specifically
at our laws or a statute that would be directed specifically at the com-
mon-law States. Leave each State freeto adopt its ownlaws, and not
violate the property laws of any State, agply w uniform rule of taxa-
tion that would be applicable to all alike but which would at the same
time achieve mathematical equality as far as possible.

Senator Georae. Mr, Jackson, | did not hear your earlier statement.
Doyou think the equalizing provisions here between the common-law
and the community-property States are fair as written in the bill{

Mr. Jackson, We think they are fair. We think they will achieve
substantial equality. There ‘are very few instances where perfect
mathematical equality will not exist. There area few instances where
Texas will have adlight advantage; a few instances where New Y ork
will have a dight advantage. But they are unique cases.

In the main—and we have compared dozens and dozens of illus-
trations—in the main this statute will operate equally and uniformly.
Itis based on the simple principle that -our wife, wherever she may
be—whether in New York or Texas—and whatever she receives, up fo
one-half of the estate; whether she receives it by virtue of the com-
munity-property law, whether she receives it by virtue of the law of
the dower or the law of intestacy, or whether she receives it by devise
or bequest—however she gets it, by whatever operation of what |aw-
that property, up to the extent of one-half of the estate, will be free of
tax at the husband's death, the tax on her half to he collected at her
deaﬁ]h later, whether it be 1 day later or Syears later. It is assimple
as that.

~Senator Grorer, My understanding is that the husband gives out-
right the fee to the wife, one-half of the estate, then his estate is
taxable only on the remaining half.

Mr. Jacksow. That istrue. )

Senator Grorar. And if he gives to the wife one-half of the estate
with full power of appointment, the same rule applies.

Mr. Jacksox. The same rule applies; yes, sir,

Senator Groree. |S that your interpretationi

Mr.Jacrson, That ismy interpretation and the idea was to put the
people in the common-law States on an equality with the wife in the
cominunity-property States at death, What she receives in the coni-
mon-law States, whether by virtue of the dower law; by virtue of
intestacy, or by virtue of devise or bequest, if ghe has that property
outright or its equivalent through power of appointment, if she owns
that half outright that half will not be taxed at he husband's death,
but that half will be taxed at the wife's death. Thus you get mathe-
matica eguality except in a very few rare instances.

I would like to revert for a minute to Mr. Snyder's statement |ast
Monday where he says that this bill will produce some inequalitigs,
He mentions a few rare, unique cases where that would be true. He
failed totell the committee that in the overwhelming majority of the
cases complete Mathematical equality isachieved. He also failed to tell
the committee that in those rare cases that he did enumerate, in thoe
instances that arecited at page 10 of his report, under the 1942 amend-
ments the SAME inequalities that he refers to are present under the
1942 amendments, @nd indeed, in certain cases that },¢ refers to, there
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is a greater inequality under the 1942 amendments t han there will be2
under the present bill.

It isstrange t6 me that the Secretary of the Treasury should come
befare this committee and urge retention-of the 1942 amendments and
oppose the adoption of this equalization bill, when this equalization,
bill, and the repeal of the 1942 amendments, are verbatim parts of the
Democratic bill that was introduced by Congressman Rayburn in the
House on a motion to recommit.

I' cannot understand why the Secretary opposes the very measure
which the Democrats advocated in the House.

Senator Georar. Perhaps with the thought that the motion to re.
commit would not. prevail.

The Cuamman. | may say as far.asthe Senate js concerned, | do not
believe we had what might be ofitially called an administration. bill,
last year. There wasgreat interest on the Demceratic side on a split-
income provision. .

Mr. Jaokson. | would like to see this made a nonpartisan measure,
| think it is so fair andso equa that from the standpoint of the
American Bar Association | would like this thing to be looked upon
as thefirst real attempt to do away with this problem that has plagued
Congress, has plagued the representatives of the various States, for
over 25 years. | think here is our first real opportunity to solve this
troublesome problem.

| deplore the fact that the Secretary of the Treasury comes in and
tries to oppose it, making the very captious objections that he does.
In fact, in his report he recognizes that under the 1942 amendments
there exists inequality; heedoes not purport to tell you how those
inequalities ean he cured; he admits that there are differences now
existing under the 1942 amendments, and he says those differences
can be narrowed by some amendments.

But he does not say what those amendments are; he does not tell
to what extent the differences that he recognizes can be narrowed.
We have had this law with us now for nearly 6 years, and at no time
has the Secretary or any of his assistants made anpv suggestions ai
to how these differences that he now recognizes should be narrowed,
much less eliminated.

On the question of retroactivity there hag been a constitutiqnal.
question raised. The constitutional. question is this: If the 1942
amendments dre repealed retroactively, it issai d that that will revive
& tax against-the surviving spouses estate, or against the other
spouse——n tax that did not exist under the 1949 amendments.

' For example, @ man in the communigy-property States makes g
gift of community property. Under the 1942 amendments that whole
property is chargeable to the husband, and the husband pays the

gift tax-thereon, the wife paying no gift tax.

Now, if the amendments we'rg repealed retroactively the husband
would be alfowed a r ef und with pegpectito the Qift tex paid on account
of the Wife's interest in th community property. But this retro-
active repeal, it is said, will reimpose of revive g gift tax as to the
wife, which taxwas not paid on her under the law prior toretroactive

repeal, Thusyqgy have g retroactive tax. Which givesrise to the gyes-
tion of constitutionality.
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If you do not reimpose the tax on the wife, then it is said that
there is a windfall or an escaping, of tax atogether on the haf on
which the wife should have paid a tex. .

The objection is not serious, in my mind. | think the answer is
rather simple.  First, to provide that the retroactive repeal shall
not serve to revive or create on the other gpouse a gift-tax liability
that did not exist under 1942 amendments, so as to remove the con-
stitutional question.

And then to provide that in case a refund is sought, that refund
shall be reduced by the amount of the tax that the other spouse should
have paid under those circumstances.

If you limit his refund by what the tax should have been, had the
1942 amendments never been enacted, | think you eliminate the con-
stitutional question and you avoid, in the great majority of cases,
those of any consequence, any escaping of tax or any windfall. .

It could [y_ provided, for example, in connection with the retroactive
repenl, thaf"ihe tax liability of whoever is the taxpayer, the husband
in thisease, with the repeal of the 1942 amendments shall continue and
that liability shall be what the tax liability would have been had the
1942 amendments never been enacted.

The Crarman. Is thisnot thepoint of caution : We must be careful
not to impose a retroactive burden. We can impose retroactive bene-
fits, but the constitutional question does not arise unless we impose
retroactive burden.

Mr. JACKSON. That is true.

The Caamman. And if we avoid that we will avoid constitutional
questions. Is that the whole pointt

Mur. Jackson. That isthe whole point. That istrue.

If the impact on the revenues is deemed to be so important as not
to justify retroactive repeal, perhaps the committee would like to
consider a possible subsgtitute to refroactivity that would give us a
measure of relief in the community-property States. A possible sub-
stitute for retroactivity would be g bill that would contain two parts.
One part would be to give the surviving spouse g credit to be applied
against the surviving spouse's estate tax later, a credit equal to the
tax that was paid on the first death.

That provision would eliminate the double tax featurethat | referred
to. It would serve to eliminate the impact of that second tax on the
survivor's death. It would give to the survivor a credit equal to the
tax that was paid on thefirst death, That would remove one of the
burdens of the 1942 amendments, shoit Of retroactive repeal.

The other possible substitute wovid be a retroactive amendment to
the basisprovision, that is section 113 (&) (5). If a man has diedin
Texas since 1942 under 113 (a) (5) , only half, that is the decedent's
half of that property, carries as its basis the value at the date of death.
Theother half, the surviving spouse's half, carries with it.griginal cost.

Now, where a man has died since 1942, and property has been sold
or will be sold, it seems only fair that the surviving spouse's interest
which hag been subject to estate taxes, should peeive asits basis the
value at the date of death. Otherwise we have a duplication of taxes.
We have both an estate tax on her share and a.capital gains tax when
she sells her share later. Certainly the property that has been subject
to estate tax should carry asits basisthe value at date of death.
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The Craman, The staff asked me to inquire how about the effect

of aretroactive repeal on increasing thewifeg liability for future taxes
with respect to future gifts§
_ Mr. JACKSON. | would assume, if this were repedled retroactively,
it would have this effect. Let us assume that in 1945 a gift was made
of community proper -ty of $20,000. If the Statute is repealed retro-
actively, | take it that the husband, first, would secure g refund of the
$10,000 representing, the wife's share of that gift and he would recover
the gift taxes paid on that $10,000. _

In order to avoid the constitutional question you would not retro-
actively tax the wife on account of that gift of $10,000. byt while you
would "not retroactively tax her, if they make gifts in tile future, |
would say that in the computation of the future gift tax the husband's
prior net gifts would be $10,000, and the wife's prior net gifts would
aso be the $10,000.

I think the retroactive repeal would serve to increase thebracket in
which future %IftS would be made by either garty, thus increasing the
gift texes to be collected at a later date. But it would not serve to
reach back and tax her on that transaction. )

It is a gift that she has made, and | think that gift would properly
be taken into accounts in determining future gift-tax liabilities.

One thing more about the basis for the future. Mr, ngglns has
referred tothat. | will not dwell on it long. But it is to be noted
that the Secretary of the Treasury himself recognizes that the present
bill in failing to amend section 113 (&) (4) for the future, does oper-
ate to produce unequal taxes asbetween the common law and the
community-property States on the sales of property. )

It isquite obvious that if we have an equalization bill which equal-

izes income taxes, and have a particular provision in that bill which
equalizes gains on the sales of property, that you cannot have equa

caegl)lltal gain and equal income taxes, unless you have equal basis as
well.

Now, certainly the basis for determining gains in the sales of prop-
erty after death should be the same in all ‘S(ates, The Secretary SUg-

stg that equalization can be achieved by eliminating section 113 (a)

8) atogether from the code, and relegating everybody, in the com-
non law and community-property States alike, to the original cost,
without regard to the value of property at desth. That would pro-
duce equality. .

But | think it would be unwise, for two reasons. | think 113 (53
(5) had for its object two purposes: (1) To assure that there woul
not be a duplication of taxes, that is, If one has to pay an estate tax
on property at death, that property ought not to carry with it a
capital gain tax in the case of necessity of sale to pay the estate tax
and therefore the basis should be the value at death. =~

The other reason is in the nature of statute limitations. If we
adhere to the original cost, and a father-left his property to the son,
and the son left it to his son, and in each case, on_ he sde of that
property many ae/earslater, you had togo back to oggmal cost, with-
out regard to values on the death of any of the preceding owners, you
have extreme:-difficulty in your proof: - o )

And | think itwas for that reasofi that Congress in itsgood judg-
ment inserted the provisions of section 113 (a) (b).



REDUCTION OF INDIVIDUAL INCOME TAXES 335

We in the community-property States do not,care howrit is equalized,
whether you take away from the common-law Statest i | basis at death
for the property that ,msses estate tax free to the surviving spouse, or
whether you give to the community-property spouse the same basis at
death for that property which she receives under tli  community prop-
erty law, estate tax-free.  Either way would produce equality.  But it
iscertainly nocessary that it be equalized.

I think, with My, g{ig 1i 18, that the quickest, simplest, easiest method
toequalize the 113 (a) (5) provison would be to add a simple provi-
sion that hereafter property of the surviving spouse in n community-
property State shall, for the purpose: of section 113 (a) (5), be deemed
to have been received by her or him, h¥ way of devise or inheritance.

The Criamaan, Have you submitie that to the staff?

Mr. JacksoN, We have submitted to (he staff bills incorporating our
suggestions, )

The Criamraran, Have you had any reaction from thestaff asto this
particular matter we nre now talking about?

Mr. Jackson. Favorable, L think: yes, sir, They were very recep-
tive, The, believed this should be done. I do not want to commit Mr.
Stam on that, bu . tha was the Impresson L got. .

I might say that we have ha:l the finest possible copperation from
your stair. It has been indeed a pleasure to work with them,

The Cuairyan. | might say that yo have given the staff the finest

cog/ﬁ)eration. . ) .
Mr. JACKSON. We want to cgntinue to work in that capacity.

In closing | would like to gyy this: | have received today throuah
the mails a letter from Mr.J. C, Kimball, sho ischairman. of the Cali-
fornia State Bar Tax Committee. T'he tax committee met last Frida
or Saturday in California  They endorse thisequalization bill, jpclud-
ing the retroactive repeal provision and including the basis adjust-
ments that | have referred to.

They have one gr two mingr and more or less clarifying amendments
that they are suggesting. We have just gotten this in this merning.
T would like to have tile privilege of submitting this nemorandun. far
therecord jjnorder that it may receive the consideration of My, Sta.
and the committee.

The Cinamatan, 1t will be pu in therecord.

The memorandum referred to follows:)

MeMOiANDUM oF CALIEQRNA STATE BaRp TAX COMMITILE IN SUPPORT 0F CE.TAIN
4'1\736:““““ TO SkcrioNs 361 aNp 362 or THE REveNur BiLnCor 1948, IL. RQ

1, Under (ne bi | g« it now stands, comunity property acqui.red before July 29,
1927, by spouses residing Iy Gulitopnin 14 reatéd differently thailofher commai J.y
ploperty and jg not entitled ¢, lilly’ maritgl, deduction and. in addition. s in-
cluded 100 é)efcenl. in the gross estate. e reason for thig Js that fm U. R v.
Robbins. (269 U. g, 315), the Supreme Court held that California community
property as j¢ existed af that time wag 10 by treated ;g the' senartae property

of the husband for hg’({g)?(h purposes. This decision wag glso followed for

) e IC
estate-tnx PUrPOSes. tly thereafter, namely, on July 29. 127, the Califapyj
PEoiSEe enacted section 1‘01 of the glv?' leo'.J which dedared that -‘mie
respective interests of ¢ye husband and wife fn comunity property dutiing
continuance of the marfigge relation gre pregef, eXisting. and €QUAL Inter:
eia ¥ oxoxtoIn U gy, Malcolm (282 U. 8. 702). the Sunreme Court N6l
that community property” acquired jn alitornia @'ter July 99 1097 WaS taxahle
equally under the Incopetax laws to husband and wife.  This decision was

followed for estate- and gift-tax purposes.
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The consequence Is that it the 1042 unendments are repealed withou any
special e&aroVisi.on being nwde, ﬂmst-lﬂ‘.!'l Callfornta community property will, be
Included in the gross estate only 1o the extent of half thereof, wheteas pre-1021
community Will b fncludible _00 percent in the taxable gros: estate Of the
hushund, At th  samo time pre-1927 Californin community property . Coil,
munity property and undoubtedly would be included in the tetn. “comuunity
property under the law of any State, Territory, or possession of the United . tates™
found jn section 801 (¢) (2)' (B). Therefore this type of community would be
deducted from the grossestate for tile purpose of computing the marital deduction
but woule he Ineluced in the reaV.Oestnte <o nr ax tHan Nil cor olV-ul, I'h,e
the of_property would therefore be, it Isbelieved, the only type of property in
the United States which would be fncludible entirely in gross estate and for
whielv no marital deduction would be alowable.

It {8 believed that the following amendments it Inserted {n the bill would
placo pre-1927 Californta community property finthe same statys as other type of
community property, Which 1 view of the over-all purnoses of the bill geems t0
be justified.

(a) 11 Section 361 (e) (2) (B), after the phrase «j¢ the decedent __ryis sur.-
viving spouse at nny time held property” and before the phrase "as community
property under the law of any State,” fugert the following: i equal fnterests.”

b) In section 361 (e) (4), add the following provision:

"(11) Such futerest Was n mere t‘xpu('hnl(‘i' which vested on decendent’s death.”

2. With the addition of sectlon 362 to the House bill, which wa.. one af the
fluor amendments, the following situation hits been ecreated Which disertminates
against community property. 1f a wife in a commnnity-property State predoe.
cease  her hushand, 3L pereent OF th + community property i3 taxabl in her gross
estate, Should ghe leave her property to her husband, his entire gross élﬁte,
will_ yo taxable on his death, hu-lmgénfg the property inherlted fOOL 4 wif s hicli
constituted community prope ty ore ner death, without any benent front it
deductlon for property previousiy taxed. “Phus, fili the community-property States
where the wife dles first an. leaves the husband i possesston Of all the com-
munity property, 50 percent of the community property Is taxed twice and the
remalning 0 percent Is taxed ones. No comparable situation exists in the
common-lnw States, 1T the wife dies first In the common-law States, there iss
NO tax UNIess gho POSSesses a separate estate.  If the community-property States
it tile wife possesses n soj urate estate, there il at (ax to the same extent that
there fs in the common-law States. Accordingly. where the conditions L the
two types of States tire the same, namely, where the wife dies leaving a sep-
arate estate, tile taxation Is tile sam regardiess of geographleal locatlon of the
decedent. Where the wife dies without leaving separate property, however,
there ig a tax {n tile connnunltr\;-prqurty States but none {n the common-law
States, Since the purpose of the bill. 1s tQ obtain geographical uniformity In
tax Incidence Without, regard, to the pec...arlaritle.. of loeal law creating special
property rights, the pecutiarity Of [aW in the community-property States lit vesting
a wife with half ownership of the community which she can will away at deat!
should not be made the occasion for a tax in elrcumstances Where there wouls
be none in the common-law States, . .

It gl believed that the following amendment to the bill would eliminate this
Inequality:

(13% sec%on 362 of the bill the following should be added : After tile words “The!
following properly" at the very beginning of the new paragrah. added by sectlons
862, insert the following: ", except property received by decedent from n wife
which was their coamm_‘tyefjaégperty,“,

It will be noted that-the effect of "this proposal {s felt not only as to the estate
tax butalso asto the gift tax. If thisg not thought desirable, the effect of the
amendment can be limited tQ the estate tax by placing it instead at the couclu-
slon of clause (A) fr the paragraph added by section 362,

Another way ‘of achieving approximately the sane effect as that sought by
the foregoing suggestion would be to alow a deduction under the terms of
he marital deduction for all the community property left by a wife to a husband.

he effect of this, however, would be to eliminate 'such property from tax even
though the husband survived the wife by more than 5 years. ‘'The eff et of tile
s1gqestion we have made {s to subject the pfoperty to taX if the survival exceeda
%ﬁ-yem- period.  \Ve would have o objectlion to the fncluslon of this property im
the marital deduction without limitation instead of resort to the approach which
we have used. However, we have been y;ro ared to accept this relatively minor
inequality which exists jn the comparatively rare ease where tile husband sur-
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viveshis wife by lore than 5 years. ‘The situatlc  did not becoml’ acute until
soctlomB622x astisdded m tid iloor of the i1 mse, i Accordingly thi trelief is sought
by an amendment to the provision which creates the inequality.

Mr. Jackson. Thank yon, sir. _
The Cuamman. Thank you very much, indeed.
('T'he prepared statement submitted by Mr. Jackson is as follows:)

STATEMENT OF J. PP, JACKSON, ATTORNEY, oF Dartas, Tex,, REPRESENTING STATE,
toHTs AEBOCIATION oF TI0USTON, TEX., TO THE SENATE COMMITTEE ON IMINANCE

1.. The 1042 estate and Qift tax amendiments affecting comnunity property
shoul @ be repealed because-— .

(a) They are discriminatory, contikentory, and lacking in uniformity.

(1) They represent utdiveet and Hunitive attack on the property laws of a
few States.

(¢)) They preserll  one rul tof tnxatlor for the common-law States and a dif-
ferent rule for tI i conmnunity-property Stntes,

(d) They violate State rights in thmt they levy a special, different, and more
burdensome tax simply because the marital and property laws of some States
differ from others.

(e)) They tax one person on another's praperty. )

(/) Man quadijwife are taxed on tile sime property, depending, capviclously,
o1l whi ch spouse happens to die,first.

() 'They place onicommunity-property taxpayers burdens of proof and trac ng
origins of property whicl. are impossibl. toboat,

(h) They ereatr heavier taxes in lthe commun ty-property States—fron .15
to 85 percent miore—than in other States. o .

2. While the Income, gift, and estate tax egualization provisions of H. R, 4780
Will, for the future, nehies  ubstantial equality of taxation il i States ollow-
In{; the repeal of the 1942Lamendments, an amendment to section 113 (a) (6)
of the Internal Revenue Cod {8 iecessary in order hepeafter to give to all
taxpayers the samie basi of property for purposes of _etern  dng gain or loss
onl snlessafter death, 'Phi et be accomnlished by providing that the surviving
SPOUSE'S fnterestsin communlty property should hereafter have stytt basig the
value at tile date of deat h of tne first spouse.

8. In order to remove the hardship and fnequities placed on decedents dying
fn the community-property States since -1942, tile 1942 amendments shoul d be
repealed retroactively. The objections raised to retroactive repeal are, on ex-
aminntion, Without merit. ) )

4, If the amendments are not to be repealed retroactively, the following amend-
ments 10 H. R. «700 should pe adopted to pinimize the hardshi ps and to remove
duplication of taxes In the community-property States:

(a_% In the common-law States there {g usually no second tax on the death
of tile surviving spouse because of the universal use hy the fitst decedent of
tilkfe estate.” In the community-proverty States the 1942 gmendinents has
taxed the whole of the community where one Of the spouses has died ana the
SUrviving spouse must pay ot Second tax on Nis death tater, In order to equalize
and to remove the burden of this second tax tile surviving spouse should be
given g taxcredit equal to the' tux previously npald onlhis property which yng
been already taxed on the dealh of the first spouse,

(b) A retroactive amendment to Section 113 (a) (2, 1s necessary whjen would
prolvlggd that where the Survivar's Interest in community RIOPerty has been
Included [nha geepc nt’s estate, such property shall ave as ity basis, tile value
at the date_o deatﬂ This jy necessarv because in Uil pammon.inw Ktntog
tl)?ro.perty which has $een subject to estate taxes takes the value at death as {tg

asls.

As a member of the special tax equalizatiQp ¢committee of Ameri
Association and also as spokesman for the g%ﬂhs Rights Assoé’lg_ﬁpn of f}’i%,,’,f‘?
advocate uﬂ adoption of the estate and QUIt {ax provisions of yy_ i 4760, My
remarks Will be limited to the egmmunitv-nronerty aspects of the blfl.

H. R 4790 provides for a repeal of he 1942 estate and Qift tax amendments as
affecting community property. In fairness to the community-property States
and as the first step in the equalization of taxes between the Qiatea. the repeal
of these amendments {g necessary.
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These 1942 amendments represented a radical depactwrd’ fron orthodox estate
taxation. Traditionally, tile stave tax had been al o1 property owned by the
decedent which was transferred by nnh at his death. “‘he tax was always a
tax on the privilege of transmité¢ing property at death. Thi4 traditional concept
was continued us Lo all States suve and except tile communit  property States,
As to the several community-property States, u new concept was adopted. For
the community-property States, the 1{H2 amendments undertake to tax a decedent
on property Which was, in am economlic sense, attributable to hhm without re-
gard to bis ownership offsucl property awdlwithout regard to his power to trins-
mit the same at s death.  This statute provided that as to property iccinu-
lated during marrlage i tile community-property States. the Hist spi usedto die
was to be taxed thereon, whether that spouse was the husban or the wife. "fwo
exceptions were made: (1) Any Item of commun y oroperty that  -as derived
originally from the surviving spouse’s separvate property ; and (2) any len of
community property that was derived originally fron i wages and salavies of
thie survivor were to be exempted from tax, brovided always that at least one-half
or ghattover which tile decedent hna at testamentary power of dispositio  should
be taxed, whether or not tile decedent was cconomically responsible for the

roperty.

P T'f)ﬂs }étatute produced for the commuaity-property States uncquat treatment,
hardshiPs,_and_bizarre results. A few typical examples will demonstrate tile
effect of this unique statute. Man gn@ wifé were married n 1900. Each brought
Into the marriage separate properties. These properties produced tncome, The
income was community property tinder local law. The income was deposited in a
common bank account and earnings of the spouses through personal services were
added thereto. Other properties were purchased from the mingled funds, either
in the name of the husband or of the' wife. Such properties were community
plﬁolgert%/ under local law. These properties produced income and were mingled
with other income and with proceeds from tile sales of other properties. This
process continues over a period of 45 years, and one of the spouses dies. Under
the 1942 amendments, every temn of Community property on hand will be taxed
to the first spouse to die unless some item of community property Is traceable
to the survivor's separate property or separate earnings. The executor under-
takes to make this tracing and finds that a particular item of community property
was purchased in 1940 with a check drawn on the common bank account. When
he undertakes to trace the source of the funds that went into such bank account,
he finds that these funds represented a mixture of earlier funds which have lost
their identity through eommingling and changes, additions, and withdrawals over
a period of years. 1t is Impossible in such circumstances to trace the first origins
of this property back through all the mutations of tile past 45 years. Thus, the
whole of the property ig taxed to the first to die, whether it be "husband or wife,
simply because of thé Inability to prove tile origins of the property. Thisis true
even though fn point of fact the accumulations of the marriage were partly
attributable to one spouse and partly to the other. 1In disregarding tile property
laws of the State and attempting to set up this new concept of economic origin,
the 1942 amendments place upon the decedents in the community-property States
intolerable and impossible burdens of proof, with the result that the decedents
are taxed upon property not owned by them, not transmitted by them, and not
economically attributable to them.

Take another {llustration : Man and wife In Texas borrow money, thus incurring
what we call a community debt. With this borrowed money property is pur-
chased. The property enhances jn value and the jncome therefrom, which Is
community, pays oft the community debt. One Of the spouses dies. The whole
of the property f8 subject to tax on the first decedent's death, whether It be man
or wife, because this property is not, under thé 1942 amendments, ascribable to
the personal earnings Of either spouse! or to the separate property of either
spouse.  No such result §g produced in the common-law State,

Consider also the case of the rancher or the farmer. When the farmer or the
rancher and his wife were married, they had nothing. They both worked hard
and through thrift, industry, and common labors o the farm or ranch, they
Accumulate together an estate. In the comipon-law State, the property is taxed
to the one who (8 the owner under State law. But inder the 1942 amendments,
in the community-property States, the State Jaw 18 ignored and the whole of the
. roﬁrty Is taxed to the” first spouse to dle. Should the wife die first, site i%
{)ax on the property since none of the property is derived originally from the
separate property of either spouse or originally from the: compensation for
personal services actually rendered by either spouse. Similarly, should the hus-
band die first, the whole of the property Is taxed to him for the sawne reasons.



REDUCTION OF INDIVIDUAL INCOME TAXES 339

There ave innumerable instances of thiskind.  fn all cases where the marital
accumulations are not attributable to the separate property of either spouse
or to the compensation for personal services of either spouse, the whole will
be taxed, under these amendments, to the first spouse to die. Thus, marital
sccumulations attributable to self-help or self-cmployment, to speculation, to
gumbling, t0 entreprencur activities, partnership operations, property acquired
by way of damages for torts and other claims, property acquired by adverse pos-
session, earnings of minor children, and so on, all represent property whiel. Is
not attributable to either salaries or separate property, and therefore represent
community property which will be taxed atogether to the list spouse to die.
Thus, we have a statute which capriciously taxes the husband, should he tile
first, and the wife, on the ldentical properly, should ghe happen to die first.
Thus, the taxes tire made to depend upon the sheer accident of which spouse
happens to dle first.

One the greatest inequatitios produced by the 1042 amendments Is the double
estate tax burden which produces a double tax o commnunity property. A
comparable tax is not borne by tile taxpayers In tile common-law _ States. To
illustrate, let us contrast the caise of n ‘I'exus taxpayer with. that of a taxpayer
fn New York. Let us assume that a man tiles in New York in 1945 with a1 estate
of wmillion dollars, attributable to ats own earnings. i dies leaving a typical
will nnder which nis wife receives the income front the property for her life,
with remainder at her death to the children. 'The overwhelming majority of
testators In the common-law States use this device of af life estate so as to avoid
the second tax on the death of the serving spouse. At s death, the whole of
tile estate s taxed and the tax is $325,000 approximately. At the wife's death
later, there fs NO tax On tile cessation of her life estate. ” 'I'hus, on the death of
both spouses, the total tax pati is $325,000, Assume this man died in Texas In
1945 wit the same estate accumulated in the same way. Assume he l€ft tile
sume Will, with tile Income to his wife for life, remainder to the children. Under
the 1042 amendments, the whole of the property will bet eluded in his estate,
and he will bear the same tax as tile mar imNew York, that ig to say, $325,000.
However, the man [n Texas can by his will dispose only of his half of the
community property. He may not by his will dispose of his wife's fnterédst im
the community property. She, under State law, must receive her half of the
Rroperty outright. There 1s no way that lie can dispose ot tier imerest or leave
er only q life” estate therein.  Thus, at the surviving wife's death, her half of
the estate will be taxed, and the tax on this half, or 500,000, assuming no change
In values, will be aﬂproximatel,y $145,000. Thus, the aggregate of taxes paid
on the deatlii of both spouses 1n New York g $325.000, whereas in Texas the
tax on the two deaths 15 $470,000. Thus, the aggregate tax payable in Texas
on tile death of time two spouses s approximately 45 percent more thn the aggre-
gate tax payable under the sane circumstances ln New York. _

Decedents in the community-property States suffer another disadvantage
under the 1942 amendments which Is not borne by decedents fn other States.
This disadvantage relates to the hasis for gain, loss, depletion, or depreciation of
property following tile death of one of the spouses. With tile adoption of the
1942 egtate-tnx amendments, N0 change was made fn section 113 (a) (5) of
the rnternnl Revenue Code which prescribed a new basis for determining gain
or loss on the sale of wop«rtg transferred at death. This basis is tile value
of the property on which estate taxes have been paid. The Bureau of Internal
Revenue has recently ruled that in thie community-property States, the surviving

use is the owner of the property from the moment of its acquisition and
that as a consequence there is no atep-up in basis in the survivor's half of the
property even though, und the 1942 amendments the survivor's half is taxed
on the death of the first spouse to (ie fOr estate-tax PUrDOSES. The result of this
is that where property has enhanced {n value, the community-property tax-
ﬁmyers Pny heavier incon. taxes than common-law taxpayers under the 1942
aw. If we assume in the nillion-dollar estate which we have been discussing
that the whole of the estate Is community property and represents ofl properties
which have a nominat cost to the decedent because he is tile discoverer of the oll,
and it becomes necessary to sell the properties in order to pay tile estate tax
at the death of the husband, this woul, mean that the wife's half sold for
£500,000 vwold bear an additional tax of $123,000, that is, a 25-percent capital-
gan tax on a $500,000 profit. No such tax would be payable in the case of an
oil discoverer i a common-law State because, in those States, tile basis for gain
or oss is the value on which the estate tax {g laid. Thus, {n the community-
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property States we have total taxes as follows: $325,000 estate tax paid on the
death of the husband, followed by a second estate tax on the suviving spouse of
$145,000, .lus @ capital-gain tax on the sale of property of $125,000, or a total of
$593.000. 'This Is $270,000 more than the total of §325,000 payable In the commeon-
law States. ‘Phus, the Texas taxPayer dying since 1042 may be and frequently
are called on to pay In excess of 80 percent more in taxes than tile common-
law taxpayer dying during the same period. . o

The 1942 anendnent s have aso created considerable confusion and litigation In
the matter of administration of estates iyl the community-property States. This
relates tot e question of who bears tie burdens of the Federal estate tax where
the SUrVivor's interest in the community property has been included in the estate
Of the first Spouse to die. 'The question, unanswered by the 1942 law, is whether
the decedent'’s heirs or ti | surviving spouse pay that portion of the tax attrib-
atable to the ineclusion in a decedent's estate of the survivor's interest in thel

roperty.
P Fpurth)érmore, the 1942 amendments created considerable confusion in tile
administration and collection of the State inheritance tax. Our State Inherit-
ance taxes are tied Into the Federal tax in that an additional inheritance tax
ig levied, measured by the 80 percent credit allowed under tile Federal. law.
Where the survivor's interest In tile community property has been included in a
decedent's estate under the 1942 nmendments, this operates to increase Federal
estate tax and correspondingly Increases the 80 percent credit, and this, in turn
Increases the State inheritance tax. Qur State laws rovide that this additional
take-np tax equal to the Federal credit shall be borne by those whe are legatees
and heirs of tile decedent. This peans that where” the survivingvispouse's
Interest iy property be included in lile decedent's estate, th. children and not
the surviving spouse, pay Inheritance taxes measured by the surviving Spouse's
Interest in the property. = X X .
It 1y apparent that "t hi sunique Jaw directed specifically agajnst community-
property States, violates ¢ leag{ three fundamentgl, princies of souUnRd taxation.
L It |s directed specifically apg exclusively at the commmmity-nronorty Staies
and to those Statesalone. It selects oy peculiar @y treatment the property laws
o?t ose States. This, we submit, jg g linwise y,q fundamentally unsound tax

licy, and establishes abad precedent. Laws of properly of mn » should
be 15t 16 tife sovera sgnleH,pTaxpayerg ;,fiM{he Beral g&‘ht:::‘l Shuleringe SToive
radically different tax treatment from tye Federal Government merely because
their property or marriage | ays, may | iffler from their neighbors A policy of
selecting particular property ayg marriage |aws of a few States for specializgy,
tax treatment lays tile predicate that (opgress. through the exertion of jig
taxing power, may regulate all the intern_éh a}F_ai rs of each State.

2. The Jaw iy \Ig{?ﬂual and lagks uniformity. For the comunpitvanranarty
States, gpq those States alone, e 1942 amendments levy a taX o thi Sgyel
theory & economic attribution. fn al other States, only property owped .
transmitted at death jg subject to ¢)e estate tax. Community, property 4, not a

ifferent e or class of property. It represents merely real ‘ sonal prop-
grt W {:ﬁfpa man and V\ﬂtgpﬁggﬁw!,m‘eep during their _%arrlag%‘, ap:‘r WhIClE t[?g-
Sidfe"iaw says they own eanally. Haa COngresg provided that 4, A States 1.

the Union, all property acquired by either juan OF wife dyping marriage, g

matter who g the owner undgf State law, shou‘d,"pg taxed to ¢no first to die, 1,02
law would have been equal gpq uniform. But ¢,15 rule Is applicable to a few

States only.

3. In taxing a decedent at death merely becau RNy yearg before, 4o
assumed theoretically to have been ggonomically ﬁm!::,',‘,,,'m‘; fop ‘E?;,, properfy.
which g not owned or transferred at death résults 'y, taxing .. PErson 'a,
another's propert)é. This, weg believe, jq fundamentally unsound.

It Is believed that {},4 1940 amen ments directed specifically at and creating
unique and specialized treatment for |, few States shoul d be removed. They
should either be repealed or the same BH[-%% and Hgmghips should, 4,, the

Interest of unjfggmity, be extendeq 4 jira
ever niteEMLy ade ane'ato "",?,,_“f’,:',',“},";f;“‘,;‘;l;‘jfg‘,ﬁ*: study of tire 942
A

ho indo
Amendments ag that they, sho ave y,,., Passed. year ..., a
Atlantic City, ’t{}f American ni{? E1{.£§l,§fmp recommended the repeal of these
i

«: 1
amendments. syear a specia committee of the American Assocjatinn
compaged of 14 tax attorneys, 11 of whem wege from ?ﬁ??.ir?ﬂfi...fl ates, iatida,
nously recommen retroactive . LING| i | eax section
usly saneal, ~Fhe 1% &Nl

unanimously approved the committ . tax section of the

ronhmmandaHan
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Ame fean Bar Association unanimously recommended the adoption of this bill,
Inclutiing retroactive repeal. The house of delegates of the American Bar Asso-
clation unanimously approved and urged its adoption. Many State and local bar
associations have recommended the adoption of the Amerlean Bar proposal, In-
cluding the repeal of the 1942 amendments. None has expressed opposition.
Recently the committee appointed to advise Congress on revenue revision, headed
by Mr. Roswell Magill, of New York, has recommended retroactive repeal. The
House Ways and Means Committee_has recommended repeal and the House of
Representatives hits adopted. H. R. 4790, which contains a reped. provision. The
administration bill. introdueed by the Democratic leader, Mr. Rayburn, contains
provisions identieal With the estate- and gift-tax provisions of H. It. 4790, includ-
lnithe repeal provisions, ",

pparently, the Seeretary Of the T'reasury stands aone in his opposition to
the repeat of the 1942 amendments, It is difiienit to understand Mr. Snyder's
opposition to the repeal of these amendments, in view of the' Democratic bill
Introduced by Mr. Rayburn in his motion to recommit H. R. 4700 which con-
uined the identical provision to yepeal of the 1942 amendments. In any event,
it is apparent front tye statement made by My, Snyder on March 1 that he
neither understands the op.ration of the_community property laws nor the
“flect Of the 1042 amendmments. Or Page 7 of his stalement he refers to the
1942 amendments 8S @ recognition «o¢ fundamental simitarities tn family owner-
ship of property in all States.”” This statement By Mp. Snyder that there is
afundamental similarity in fumily Ownership of properties jn all States exhibits
w startling misconception of tile differences between the common-law_ and the
community-property Systems. Certainly there ig g fundmmental dissimilarity
etween the community-property [aw and the common law. )

Under the coumuunity-property law of Texus, & man and wife are regarded
as partners. They tife ecoowners Of al properties accumulated during the
marriage, whether” such accumulations ae the result of the earnings of tye
husband, the earnings of the wife, their joint forts, or the income from their
respective properties. As a coowner, the wife in Texas, on her death, may
leave one-hplf of these acenmulations, even though attributable altogether to
the husband, to whomever site plenges--to the in-laws, Or even to per paramour.
If site gles without w will, ner balf of these nceumulations go to ner children,
though they be children by & former mrtiage or illegitimate children. The same
is true in the ease of the husband's prior death. One-half of the accumulations,
even though attributable to the earnings Or properties of the wife, may ba left
b%/, him to whomye pleases, and if he dles Without a will, his half goes to nig
children.  During marriage, eithet spouse may not defraud the oilier of his
interest In the accumulations, and a husband s forbidden to give the community
property, even though representing nhiy persona earnings, to apother woman.
On divoree, the accumulutions tire divided equally because the parties tire
regarded as coowners, )

These rules tire, of course, different from the laws in the common-law States.
It ig difficult, therefore, to appreciate the statement py Mr. Snyder that there is
a fundamental simharity in fomily ownership of properties .y an States. Cer-
tainly, there is n fondamental dissimilarity between the law of Texas and the
law of New York. In‘fact, the basic objection to the 1942 aet, Which the Secre-
tary falls to perceive, is that it not only recognizes the fundamental dissimilarity
in the faintly ownership of property ‘in the several. States, but undertakes to
gIve specialized f8X treatment to property laws Of Texas und other community
States because they are dissimilar.

Again, t page 7 of his statement, the Secretary, in referring tQ the 1042
amendments, states that *jt increased the transfer tax liabilities of eommunity-
pr%perty residents to éldmroxlum,to]y the level pald by residents of other States,
and generally succeeded in equalizing the transfer-tax ll.abllltlm_amon‘g residents
of g) States.” However, any analysis of the practical operation of the 1942
amendment shows how wrong the Secretary is 1i Stating that that law succeeded
in equalizing the transfer-tax liabilities among residents of all the States. But
if’u is a least significant to note that the learned Secretary dges not contend
that the 1942 amendments achieved eguality. He StateS hat it increased
the transter-tax liability of community-property residents approximately (though
admittedly not ent_lrely? to the level paid by residents of other States, and that
generally (but admittedly not altogether) it Succeeded fn equalizing.

Later on the Secretary admits that under the 1942 amendments “gome differ-
ences in the ympeet Of transfer taxeson residents of different States reman," thus
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acknowledging that the 1042 amendments do Not achieve cquality. And in tills
connection he states that the differences "could be further narrowed by pely-
tively simple amendments within the trameworks Of the present structuré.” i
ig to be observed that he recognizes that there are: differences ana that these
differences car be narrowed by amendments, a@though not eliminated entirely.
e does not purport to advise how these differences may be narrowed, nor does
he even suggest that they can be eliminated altogether by any such amendments.
Nor does he indieate what these narrowing nimmendments might he, The commu-
nity-property taxpavers have been subjected to the burdens of the 1942 amend-
ments for nearly g years. At no time has tile learned Seeretary Or anyone withii
his Department advoented any amendment to which lie now adverts Or nade any
suggestions as to how these recognized differences in tax urdens might be “nar-
rowed,” much less eliminated. It §s submitted that a aw SO fundamentally
unsound and diseriminatory cannot he cured by patchwork amendments the
nature of which are not even sugrested by the learned Secretary.

Therepeal of the 1942 amendments will, for the future, remove the hardships
an¢ Inequities that have ilague: tile ommunity-property States for nearly ¢
years. Their simple repeal woul confer a sight estate- and gift-tax advantage
to the community-property States—an advantage that grows out of tile difference
in tile prperty lnws of the two systems and from the fact that in the community-
property States the spouses are equal owners and each many transfer at death one-
half of the joint accumulationk, The equalization provisions of I1. R. 4790 would
remove this advantage and serve substantially te equulize estate and gift taxes
in all States under the genera principle that the estate tax on the half of the
property passing outright to the surviving spouse shall he pestponed until the
survivor's death, whether that property he acquired ny virtue of the commumi -
property laws or tile laws of dower, courtesy. intestacy, or by virtue of devise or
bequest. Similarly, equality in income taxtlion is achievec for tile future hy the
split-income provisions of tile House bill.  However. an amendment  tseetio
113 (n) (5)_of tile Internal Revenue Code is necessiury 1o do equity and 0 achieve
equality. This hag been adverted to by Mr. Hizains, T R. 4790 presently
exempts from estate tax in the common-law States the woperty (UP to one-half)
that passes to the surviving spouse, but the properly so passing, thouch free from
estate tax, takes asits basisforgain or loss the value at date of cath. But under
the bill the survivor's Interest in community property, though also free from estate
tax, carries as its basis original cost rather than the value 1 death. This is
because H..R. 4700 does not amend section 113 () (5), and that section provides
for a step-up in basis only In the ease of property received by devise, bequest. or
inheritance. The survivor's interest in community property is not si nequired.
In order to achieve equality the surviving spouse's interest in community property
should have the same basis as ‘hat acquired estate tax-free by thesurviving spouse
In a common-law State. HIR. 4790 undertakes to equalize al income taxes an
contains a special provision equalizing capital gains. But laconic an capital
gains cannot be equalized unless the rutes prescribing hasis of property is the same
in all States.’

This equalization can be accomplished as suggested by Mr. Higgins, by amend-
fng section 113 (a) (5) to provide that property representing the survivint
spouse's interest in community property shall he considered, for the purposes of
that section, as having been received by way of devise, beguest, or inheritance.

While H. R. 4790 equalizes estate and gift taxesfor the future, it makes no
attempt to relieve hardships of the past. During the nearly ( years that the 1842
amendments have been in force, ninny taxpayers have died in tile community-
property States. These have been subject to i1l the burdens and inequalities
adverted to above. Mr. Dunbar of New Orleans will amplify these. It Is enough
to say here that many dying since 1942 have been called upon to pay estate taxes
on property not owned, not transmitted at death, and for which they were not even
economically responsible simply because of the impossible burden of proof or
because the community property was of the type which, because not traceable
to the salaries or separate property of either spouse, was taxable altogether to
the first spouse to die. Also decedents have been subject to the double tax burden
described above, which, as explained, has resulted or will result on tile death of
the surviving spouse and on the sales of property after death in taxes over 80
percent higher than those imposed on similar ‘decedents in the common-lav
States.
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All of these hardships, Inequities, and additional tax burdens nny be removed
only by wm retroactive repeal of the 1942 amendments. It is submitted that this
harsh and diseriminatory legistation should never have jeen enacted and should,
therefore, be repealed ab mnitio. It Is to be observed that the American Bar
Assoclation hus recommended retroactive repeal, as s also the Magill com-

Three: objections hinve been nal e to retroactive repeal. The first of these
objections Is that the repeal of heel942 amendments retroactively might serve
in a few cases torevive attax Hability on the other spouse or the survi vi ng spouse
where nen such tax liability existed under the 1942 amemdments. For example,
if the amendments tire repealed retroactively, a husband who has wade a gift
of community property indrpald gift taxes on both his and his wife's share of
community property will seek # refund, without interest, onl that part of the
gift tax which was pai d with respect to his wife's interest in the property. It Is
sald that retroactive repeal will serve to revive theetax |iabiliton the wife's
share, sh  having paid no tax when the gift was made, the husband, for gift-tax
purposes, being regar ded nssthe sole owner.  This retroactive tax on her is said
to give rise to serious constitutionm questions, On the other hand, it is sug-
gested that if sitds not taxed retronctively, v art of the property, representing
the wife's half, on which she has paid no tax, will forever escape gift taxes,
This objectioo is not serious. Tha objections could be inlet by a simple provision
that retroactive repeal shall not be -onstrued as giving rise to or reviving any
tax that was not due under the 1942 amendments, ‘Thiss would remove the con-
stitutional objection. ‘I'hen int order to avold a windfall or an excaping of tax,
it coule be provide dtnt as a condition to the husband obtaining n refund, either
thewife shall onsent to bei ng t axed or the amount of his refund shall be reduced
by the amount of tax that the other spouse or the surviving spouse would have
paldihad the 1942 amendments never beer enacted, A bill hasibeen prepared al ong
this lindl which we respectfully submit wi || eliminate this objection im every
case of any consequence,

A second objection to retroactivity is that it will serve for tileperiod from
10422to date to give taxpayers in the community-property States an advantage
over decedents dying in the common-law States during the sane periodl . It is
truerthat there woul d heesome slight advantage. 'The advantage wi | | simply be
the natural result of difterences in State law and the fact that the spouse in
the common-law State owns and may at deat h dispose of all his accumulations,
whereas in the commmunity-property States the spouses own the property equally
and may ach dispose of hal f.

Moreover, the tax advantage is comparatively small and s far outweighed
by the hardships that wi || be perpetuated if they tire not repealed retronctively.
If the amendments arve repealed retroactively, the tax advantage to the ‘Fexas and
other community-property States' decedents will, on the deatt!of both spouses,
In the ease offa million-dollar estate Hee®3H,000 or 11 percent mnthe Texans'
favor. IBut if not repealed retroactively, the double tax burden above referred 1
will mean in suchha case that the Texans on the death of th two spouses nay
$145,000, or about 45 percent more taxes than comparable decedents {n Newr York.

Moreover, where property has heen or will he sold after the death of a com-
munity-property decedent, a capital-gain tax will be imposed which Is not re-
quired || the common-law States, This, as shown above, g because of the basis
provision herefnabove di scussed, and may in/ the million-dollar estate result jp
an additional tax of $125,000 whi ch is not Imposed on the New York state. As
we have stated, Texans may pay in the agaregate 80 percent wmore taxes under
the 1942 amendments than are payable fn common-law States. Certainly, It Is
better to repeal the statute retroactively undlgive Texas decedents an 11-percent
tax ‘ndvantage than to repeal prospectively and thus place these Texas and
other ecommunity-property decedents at a tax disadvantage of more than gg-
percent over decedents in other States.

A third objection to retroactive repeal {s the impact on the revenue. It has
been said that retroactive repeal will Involve from 70 to 90 million dollars jn
refunds. However, the second tax gn the death of the surviving spouse, should
be taken into account. This would very substantially reduce the total pet
cost. The getunl difference jnvolved should be comparatively small.

In tilevent the impact on revenues fs deened to be an insurmountable objec-
tlonnto retroactive repeal. the committee may wish to consjider g possible substi.
tuteeto retroactive repeal. Sone ¢f the disadvantages gnd double tax burdens.
can be removed short of retroactive repeal hy the ndontlen Of WO gimute amend-
ments 10 . R. 4700.
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accomplishec by glving to the gurviving apourc n tax credit in these ensel where
the surviving spouse’s interest has heen neluded ft the first decedent’s sstawe for
estate tax purposes. Thig credit whoult. not e refunded nf this thme, bat
would be applied ngafnst any estate tax HNabllty on the denth of he surviving
spouse. This credit would be without nterest nd would be allowable only {o the
extent of the surviving spouse's estato-tax liability. This credit would serve to
equalize the total tax burdens between all States on the death of both spouses andd
would remove the double-tux feature. ) .
The second amendment should he to section 113 (q) (5) and would provide

that i those ‘uses where a decedent hns died since the effective dale of tile
1042 act and there has been included im the decedent’s estate any part of the
surviving spouse’s interest iti community property, and estate taxes paid. thereon,
that the survlying spouse’s interest so Included in the first decedent's estate. shall
receive py ity basis Tor gain or loss purposes the value of the property st the dote
of decedent's death, In the common-law States, where the property has been
tncluded In the first decedent’s estate, such property receives a step-up .1 basis,
under seetlon 113 (a) (6). If th 1942 amendments arenot repealed retroactively,
f similar chang basts should be given the survivor's Interest fn community
property where such property has been ineluded n the decedent’s estate and
estate taxes paid thereon. .

These two amendments to L. R, 1700 will no' remove nll of the objections,
hardships, and urdens referred ta above, bill they will serve i a degree td
remove the double tax feature and Inna measuve serve to equalizo tnxes
decedent’s dying _Ince 1042,

Drafts of hill {ncorporating the suggestion  previousty muode hnve heen sub-
mitted to Mr. Colin B, Stam.

The Ciramman. The next.witness is Mr, James 13, Howe.

Muy | inquire, Mr. Howe, how I?n? a%ou anticippte it will take you?

Mr. Howe. Mr, Chairman, it wil eme 10 minutes. 1 was inad-
vertently placed in front of Mr, Dunbar and | should follow M.
Dunbar, With the committee's permission, | would prefer, if you
would allow., to have Mr. Dunbay first.

The Cuamaan. Let me ask Mr, Dunbar,

_Iow Jong do you anticipate it will take yon,

Mr. Duxpar, M r, Chairman, | have the 1942 amendments to analyze.
It will take more than 10 minutes. . _

The Cramaan, Would it throw you off stride very much if you
testified now? )

Mr, Howe. No, sir. .

The CrairmAN. Will you please be sealed and give your name,
address, an( occupation to the reporter?

STATEMENT OF JAMES P. HOWE, ATTORNEY, SEATTLE, WASH.

Mr. Howe., My name is James B. Howe and | reside in Seattle, |
am attorney for Washington State Citizens Committee on Community
Income and Estate Taxes and | am aso a member of the Amorican
Bar Association committee on equalization of taxes in community-
property and common-law States, . »

My State—the State of Washington—is one of the a_?ht traditional
community-property States, 10 186D, when it was still a 'I'erritory
my State adopted the community- property system without thought of
any tax benefit.  ‘I'he community-property system has been an infegral
part of its basic law ever since—that is 10 say, for nearly 80 years,

The citizens committee which | tepresent was organized approxi-
mately 20 years ago and all of ji$ members are residents of the State
of Washington. ﬁ‘lm purpose of’this committee ever gince its organi-
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zation has been to urge that tile community-property laws of my State
be taken cognizance of, and be respected, in the Federal tax laws.
Thus, the committee is tile States’ rights committee committed to tile
defense of the coil  ity-property system. ) .

In my State—and in other community-property States having simi-
Jar laws—each spouse has an interest in community property which
Is real and substantial. ‘I'he reality of the wife's interest has aways
been recognized, and has always been respected,, in the Federal income-
tax laws. In the Federal estate-tax laws the reality of the wife's
interest has always been recognized., but since 1942 such interest has
not been regpected in the Ifederal estate-tax laws, either in the State
of Washington or in other community-property States. We of the
community-property States deeply resent this disrespect, since 1942,
of our basic State roperty laws, und we are alarmed by it, not only
because of its effect upon our own citizens but also because we believe
that if ntonum  isnot _ande, to the extent that utonement is possible
what was don to the community-property States in 1942 Will stand
a8 a precedent which will offer encourngement to tile never-censing
efforts of those who believe that the answer to everything is more anc
more centralized power.

We lawyers front the community-property States have been for-
tunate in acquiring, as colleagues upon the Ameriem1 Bar Association
tax equalization committee, men who have taken a statesmanlike ap-
pronch to the problen; of solvi elg Federal tax inequalities. They are
not men who believe that. the Federal power shoulc bz used to destroy
QuI property system, because it.differs front theirs, nor do we of the
community-property States believe that the federal tnx laws should
deny their system equal treatment because it differs from ours. Both
groups believe that the Federal tax lawswhould be accommodated to
the two property systems, o that the Federal taxes of the citizens of
the several States Will be equal, or ng €arly equal as they ean be made,
irrespectiyve of residence and notwithstanding difference in local prop-
ety laws. Each of the two groups is convinced that it is hlghfy
desirable that the Federal tax laws should recognize and respect the
basic property laws of each State, Whether it be a community-property
State or a common-law State, o

The present. Federal income-tax |aws recognize and respect tile in-
torests of spouses in income which is community property. The bill
now under consideration by Congress, 1. R. 4790, contemplates that
this recognition_and respect will continue, and such bill will remove
the in‘cqmel-tw ingquielity, of Whidh the common-law States gY@ li)gg
Federal law, such additional privileges ns they need in order to enjoy
equality of treatment With respect tc their income taxes, Thus, loca
prop ty laws will be respected and substantial income-tax equality
will be attained. i .

The present. Federal astate- and gift-tax laws disrespect the interests
of spouses, .nd particularly the interest Of the wife, in community
property, and they have done so ever since the effective date of |
Revenue Act of 1942, The bill now under consideration. by Congress
would repeal the mmgndments [0 tile estate- and gift-tax WS made
by thr(\\‘ Revenue Act Of 1042, so as 10 [estore theyecognition and Iespect
which Was yraviouslv accorded O the interests of the SPOUSES in com-

72000 —48—-—28
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unity property by the Federa estate- and gift-tax statutes. Such
bill would grant to spouses residing in common-law States, by Federal
law, privileges designed and intended to alow theni to enjoy equality
of treatment with respect to their estate and gift taxes. Thus the
estate- and gift-tax provisions of the bill would remove the disrespect
shown to the local property laws of the community-property States
and at the same time would provide for substantial estate- and gift-
tax equality.

‘The members of the American Bar Association tax equalization com-
mittee are not unaware that there are other means by which the Federal
taxes of the community-property States and the common:law States
could be made equal insofar ag money.only is concerned, but they do
not believe that mere dollar equality is true equality; and it is true
equality, insofar as it is attainable, that has been their goal. They
do not belige, indeed they are convinced that true equality cannot
exist under Federal laws which unnecessarily disregard the basic prop-
erty laws of any State. This iswhy even those from the common-law
States have been willing not only to agree, but alto to recommend,
that the.1942 amendments be repealed, and i)e repealed retroactively.

The bill now under consideration by Congress provides for the re-
peal of the 1942 amendments, but. it does not provide that they be
repealed retroactively. We of the community‘property States have
always regarded suc1 amendments as unjust anc oppressive, and we
have been offended by them, since the day they were enacted, because
of their failure to respect our basic property laws. We believe that
we have now demonstrated that such disregard of our State laws
was not only un{ust, but was unnecessary as well, and we respectfully
submit that if the: 1942 amendments should be repealed, both justice
and the principles.of good government require that they be repealed
as of theday they were enacted.

The Cnaryan. Senator Georgef

Senator GeorgE. | have no questions,

The CuarrMan. | appreciate your having come here, Mr. Howe.

Mr. Howe. Thank you, sir.

The Cuairman. Ve will recess until 2 o'clock.

If the remaining witnesses who will testify on thissubject will take
advantage of the interval to review their remarks, and eliminate al
overlapping with the previous witnesses, it would be nuch
appreciated.

Thank you very much.
at ,’I‘heren\:pon, at 12: 35 p. m., the committee adjourned, to reconvene

AFTERNOON BESSION

{The committee resumed at 2 p. m., after the expiration of the
recess. )

The CHammman. The meeting will come to order.

Mr. Dunbar isour next witness.

Mr. Dunbar, will you be good enough to give your full name, ad-
drees. and occupation to the reporter
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STATEMENT OF CHARLES E. DUNBAR, JR., ATTORNEY FOR THE
LOUISIANA COMMUNITY PROPERTY TAXPAYERS COMMITTEE,

NEW ORLEANS, LA.

Mur, Dunsar. Charles E. Dunbar, Jr., of New Orleans, attorney foil
Louisana Community Property Taxpayers Committee, and aso a
member of Mr. Higgins’ special bar association committee on equaliza-
tion,

TheCu. 1an.. We are glad to have you here, Mr. Dunbar.

Mr. Dunsar. Mr. Chairman, in {airness to the committee, and in
order to save your tine | will only summarize my statement and argu-
ment at this time. | would ask, however, that my statement be printed
and be available to the committee because it attempts to completely

analyze thebill. ) ]
The CrairmMan, Wevill put it in the record in full at this point.
{'The statement is as follows:)

STATEMENT AND MEMORANDUM ARGUVENT SUBMITTED TO THEEFINANCE COMMITTER
OF THE SENATE, Makcl 8, 1048, IN SurpPoRT OF THE KEPEAL OF THEZ1(M2 Com-
MUNITY PROPERTY, ERTATE, GIrT, AND INSURANCE T'Ax AMENDMENTS

{Charles 13. Dunbar, Jr,, John G. Wisdom, New Orleans, La., atorneys for the
Louisiana Community Property Taxpayers' Committee)

THE 19122COMMUNITY PARTNERSHIP AMENDMENTS TO THE INTERNAL REVENU E CODE!
DEALINGWITII ESTATE, GIFT,!JAND INKBURANCE TAXES ARE ARBITRARY, UNFAIR,
GROSSLY DISCRIMINATORY, AND CONFISCATORY, AND SHOULD BE RETROACTIVELY
REPEALED

It is my purpose to discuss briefly with the committee the necessity for the
retroactive repeal of the unfair and confiscatory 1942 comununity-property
estate umd g ft-tax amendments. The repeal of these grossly  discriminatory
amendments is provided for i the Hous bill now being considered by your
committce. In addition to the American Bar Association, many State and local
bar nsscelations and other organizations have adopted_strong resolutions urging
the repeal of these amendments, On the question of tile repeal of these amend-
ments, lawyers front conimon-lnw States and lawyers from community-property
States gre fn Unanimous agreement, .

The failure of the Memb .rs of Congress to understand or anticipate the grossly
unfair, lyconsistent, and inequltable effect of the 1942 community-partnership
amendments is perhaps expl ai ned by the method of adoption of the amendments.
The amendments, sponsored by the ‘I'reasury Department, were hastily adopted
infexcentive seagion by the Ways and Means Committee in 1942 as a part of an
ener gency wartime revenue measure. No hearing or opportunity to be heard
was J v.urt0 the taxpayers of eoiummnity-partnership States to explain and oppose
this radical, diserlminatory, and confiscatory system Of taxation of community
Irtalrtneéshlps. It 18 high tinni for this great legislative body to undo the harn

as qone, .

Th 1042 community-partnership amendments Were proposed gpg Submitted
to the Waya and Means Committee 0n the erroneous theory that, 3¢ adopted, they
woul d bring about practical uniform:ty im estate taxes inicommunitv-oartnershin
Saesand aoncomnunity-property States. We believe that the Ways gnd(Means

'ommittee inf 1042, When' 1t approved these amendments, assumed and was under
the tmpression that practical uniformity and equality of taxation was intended
m‘(‘ldWOU d be m}cmnpllslned. o et ) q

g g matter of fact, 1sswe will demonstrate, tho ame were drawn so
that, L&Sfé.@tw of bringing about caunlityi &yd uri?@rmﬁf\}':dfﬁgi’tﬁave, _because of
the inconsistent theories ana principles of  the smendments and their practical
appl.eation, actually resulted f1. Qross injustice, discrimination, and confusion
il the community-partnershin States,
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Instead of estate, giff, and insurarice taAxes being equalized by the amendwents,
husbands and wives In community-partnership States now bear a heavier estate.
tax burden than husbands ang WIVES {p other States. In many realistic feoedis
the amendments grossly discriminate against taxpayers fn community partner-
ship States and create corresponding advantage in favor of taxpayers in othet
States, This discrimination is an inherent vice fn the tax amendments—one
that follows from failure to realize the consequence of Ignoring, as the nmen}l-
meats do, local State laws which n law and fact create ownership ymthe wife
of one-haf of the community-partnership property, This fundamental dtserimi-ni
nation g further aggravaied Decause the 1042 amendments lgnore the State law
of ownership as a basis fqy taxation “"(‘I substitute new and novel factual tests
of taxation only where larger taxes wi | Ibe obtained by the Government and at
the same time recognize and apply the local State community partnership law
with rgard to ownership when such recognition ang gpplication under the facts
Involved will produce the largest tax for the government. A simple reading of
the amendments will reveal that they contain radical. and conflicting theories
and principles in applying the estate, gift, and insurance tax which are clearly
Inconsistent and which have no equitable basis or reasonable fustifieation in
principle or practical gperation. !N short, as we will hereafter demonsirate, the
effect of the amendments g to apply either the lega theory or the factual test
In each case depending upon which praduces the largest tax for the Government
with resulting confusion, jpjustice. discrimine [ion, and confisentton.

WHAT THE 1941 ESTATE TAX AMENDMFENT PROVIDE

The amendment dealing with the estate tax (secs. 811 (6) (2), 811 (g) (4)
and 1000 (d)) reads as follows:

(2) Community' nterests—To the extent of the interest therein held as com-
munity property Dy the decedent and surviving spouse under the law of any
State, Terrltory, or possession of the United States, or any foreign country, ex-
cept such part thereof as may be shown to have been received, as compensation for
?ersonal services actually rendered by the surviving spouse gr derived originaly

i c) ation ofF fro arate property of the survivin use. in
";O'(}%' &&?%gﬂsﬁlteﬁe‘;{ Tncmd%) in t?lé) gl%ssyestale of the degedg)t be m{:.
han the value of such part of the community property as was subject to the
decedent's power of testamentary dlspostition.”

0] C’oygm;nlm nrqg)er_ltu.—-l?‘or thehgluém% of this subsectiton,b Premivms o6
Ot g Lol R UM IR % 1) S munity progerty BY e insured
United States, or any foreign country, shall be comsidered to have been paid
by the tnsured, except such part thereof as may be ghoivn to have been received
a8 compensation ;?r personal services actually rendered by the surviving spouse
or derived originaly from such compensation or from sepgrate property of the
surviving spouse; and the term, ‘incldents of ownership' fncludes incidents of
ownership possessed by the decedent at | death as manager of the community.”

“(d) Community proporiy.—Al gitte Of property held ag gcommunity praperty
under the law of nn§‘; State, Territory, or possession of the United States. or
any foreign country shall be considered to be the giftsof the husoand except that
gifts of such property as may be shown to have been received ag compensation for
personal services actually rendered by the wife or derived orlgmaI'y from such
compensation or from separate property of the wife shall be considered to be
qifts of the wife,” ) .

1 The above 1942 amendments disregard the fact that a husbond 2nd wife own
a half each of the community partnership property as tenants-in-common an
bring the entire community partnership. property Inta the taxable estate of the
spouse who happens to be’ the first to qte except (1) property received gg ccm-
pensation fOr personal service actually received by the surviving spouse, and (2)
r_operty derlvedr8 originaly from separate property, of the Sviving spouse, (kL
s Important to note, however, that the minimum taxable estate, in any case, i85
the value of the community property gublect t0 a gaadent’s power of testamen.
tary disposition o, n ot her words, theundivided ope-balf of the community part-
nership property owned by the decedent; undsr the Stace law.
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BOURCES OF COMMUNITY PARTNERSHIP PROPERTY

In Louisiana, insofar as the community partnership property I8 concerned,
when either spouse dies, the estate of the decedent consists of only one-half of
the community partnership property. The other half belongs and has aways
been owned by the surviving spouse. The undivided one-half” of the community

artnership property Is all that the decedent could dispose of or that his or her
neir or legatees could receive, because thisis all that the deceased spouse owned
under the local Louisiana law and hence all that he or she could dispose of.

Prior to tile estate tax amendment in the Revenue Act of 1942, tile estate tax
was applied to community partnership property in the same way that it was to
all other property: The tax was measured by the value of the property which
passed by reason of the death of the decedent In no case was the tax
measured by property which the decedent did not own at death, and which the
decedent had never’ owned. Under the prior law, since each spouse in a
community partnership property State owns one-half of the:community pavtner-
ghip estate, and th survivor's one-half is not derived from and had never been
owned by thedecedent, the Federal estate tax fmposed upon the estate of the first
to die, whether husband or wife, was measured by the value of decedent's one-
halt of the community partnership estate. Upon the survivor's death, the
survivor's half of the property was similarly taxed. Thus the property interest
of each spouse in the community was taxed ojlthe seine basis as the property
of any other decedent in any other State (T. D. 2459, T. D. 8138, T. D. 3670).

THE 1942 AMENDMENTS

The Revenue Act of 1942 attempts toestablish a new and revolutionary method
of taxing community partnership property at death. The aet abandons, as to
community partnership property, and as to community partnership property
alone, the test of ownership at death, as tile controlling factor {n measuring the
tax. It purports to substitute therefor, as to community partnership property,
and as to community partnership property aone, varying uncertain capricious
arbitrary, and confiscatory tests, some applicable Iinone case, some in another.

Section 402 (b) (2) requires that the entire interest of both spouses in all
community partnership property be included h the gross estate of the first
spouse to die, with two exceptions only: (1) property received as or derived
from compensation for personal services actually rendered by the surviving
spouse; and (2) property derived originaly from the separate “property of the
surviving spouse. Even as to these ftems Of the community partnership prop-
erty, a ninimum of one-half must pe ncluded in the decedent's estate, because
of lilg or her power of testamentary disposition over gne-half of all community
partnership ropert%/. o . ) )

In the: teeth of the State law providing for tile equality of ownership of
the spouses fn community partnership earningg and acquisitions, the Statute
by pure legisative fiat arbitrarily creates three categories of community part-
nerghip property for Federal estate-tax purposes. . .

(1) The first category Includes, community partnership properties traceable
to the husband's earnings or to income front his separate property. If the
husband dies first, an of such. gommunigl partnership properties must be fn.
cuded in hisestate, but 1f time wife should |je first, gne-halt of these properties
ig Includible fy her estate.

(20 The second category includes COMMunity properties directly traceable
to the wife's seFarate earnings or to fncome from separate property. If she
dies first, all of such community partnership properties fall into her taxable
estate; but If her husband predeceases her, one-half of such properties ig
Included {n and taxed to g estate.

. (8) The third and most fmportant category, since yt usualy comprehends
timebulk of community partnership property, consists of all “properties not
directly traceable rt1o the earnings or Income from the separate property of either
ouse, As to the community property fallin to. this category, the fnll
VAIUS T INCIUGRA 1 the GELE OF (e 174t e e I the hudband 4hd
first, both halves ure Included in his grossestate; y¢ time wife dies first, both halves
are Included in her gross estate. )

Lt 18 to be noted, In fime first place, that fy the g eé‘(}' ) Of the three categories
of communit: .m,.me,-ggrp property we have deﬁcrl'_i) ?hg amendment abandons
and cflnsregar S the established rules of estate taxation png arbitrarily disregards
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tine right of each State to determine the ownership of property. It abrogates the
local law, and by legidlative flat setsup at least three and, according to tile Gov-
ernment's contention, four different rules of taxation to be applied, depending
upon _thecircumstances of the particular case.

1.. The statute selects ownership or the power of testamentary disposition as the
taxable event in certain cases. enmy term thistine “minimum rule” of taxation
under the Statute. A decedent, husband or wife, s always taxed under the stat-
ute on all property which he or she owned, that Is to say, over which he or she
wmd o testamentary power of disposition. But ownership is not made the sole
criterion or test of taxation, except when it is profitable to the Government tQ
apply it. A decedent In Louisiana, more often than not, under this statute wi | be
taxed on property which he or si t did not own and over which he or shi¥ had no
power of testamentary disposition. For example, the surviving husband or wife
does not own, and has no power of testamentary disposition over, the one-half
share of the community, property traceable to the decedent's separate earnings
or separate property, and yet the decedent's estate Is taxable on this property,
although he or she dhl not own half of it and dichnot have the testamentary lis-
Posm on of half of it, This is so because both earnings of each spouse and income

rom separate property are—except In rare and special instances—comnmnity-

Par_tnershlp property, Assuch, the power of testamentary disposition is, of course,

imited ng to each spouse to an undivided one-half. And yet the decedent's estate
|s taxable, not for the part owned nor yet for that part testamentarily disposable,
but for tile whole. Moreover, wher e the community property was accumulated
by husband and wife in a joint enterprise operating i farn: or n husband and wife
operating a store or other business, or where tine community property was aceu.
mulated as a result of borrowing money, that is, incurring st community debt, the2
community-partnership property is not_traceable to or derived from the "personal
services' or tine separate property of either spouse, nna yet all of this property is
taxed in the estate of {he decedent, husband or wife, depending upon the acci dent
of whichever one diesfirst. _

2. 'f'he COMmMittee's report fndicates that the theory of the statuteig totax til e
spouse whao created the estate, or, as It states, to tax the spouse to whom thee
property is "economically attributable." sThe so-called principle of economic
attribution {s impracticable, unscientific, and unsound. In attempting to base thes
1942 Federd edtate, gift, and insurance tnx amendments on this novel principle,
tine draftsmen of the amendments undoubtediy had in nind the Smple case of at
main employed on a salary whoe would he responsible for whatever property is
accumulated during the marriage. But this is tine si.npl e, and by no means usual,
case. In agreat many types of cases it {s tmpossihle to alocate tine economic
responsibility. For example, there Is no way to apply the principle in tile follow-
ing common classes of cases;

(1) Successful operation of aranch or tarm:

(2), Successful operation of a store or shop;

8" A fortuitous gain, such as the discovery of ofllon community properly;

%’ %hie developn%lent of a successful husi ngss started Wllt ,‘,l I'één,pting Io%\/n
having been paid off by tine prefits from the business;

(5) Profit from specul ation with borrowed funds, L

The principle of econanide attribution (n many jmportant Situgtions completely
disregards tine wife's share iy helping establish g community estate. Today
women own g0 percent of the wealth in this country.  More often than not the wife
brings into tine marriage some property of her oWn. The jncome from this prop-
erty {g community property, and this income and the proceeds from her separate
goperty gfo Into tinefani |y bank account to hchr_toward establishing an estate.

r tine"wite, particularly during early maYrlea life, inay be employed, and her
earnings, also community, help the husband iy tine making of their first ivest.
mentg, Then there is the shopkeeper and his wife, she working side by side with
him in the store.  Certainly sine contributes something of economic worth. There
ig also the farmer and his wife arid the rancher and hig wife. Certainly the wife
tiinall these cases, myre Often than not, makes substantial economic contributions
toward saving, accumuyta?

_ ig, and building an estate. _
During a long martied ife both sponges will have made substantial contribu-
tiong fn One form or gnother, Their funds have been commingled. Inveéstments

have been made whi ch “produce income, ,Sales are made and tine income and
roceeds reinvested, No {)ookd have been k'ép.t. showing their respective contrl-

butlons, DeCaUSg no accountiag Debyeen, them wag necessary. All was owned by
them equnlly.” Under Such eiréumstati s, It s impossible at the death of ono or
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the other of the spouses to take each ften of community property a band at
death and to say asto their property so muehadf it was derived originally from
the wife's earnings or separate property.

The point 18 that once we depart from the rules of ownership of property as
established by State law and undertake to substitute the nebulous concept of
economic responsibility as the basis for the tax we create untold incertaintles
and ambi aitles vesulting in hardship and inequity. Tax laws no less than
eriminal Lawsrshould be plain, eclear, and certain. The rule of economie
attribution violates this fundamental principl of sound taxation. In placing
upon the executors of every decedent in every community-property State the
Intolerable and fmpossible burden of tracing every item of community property
on hand at death back through till Its mutatlons and changes over a long married
Iife to deternine its firsorigins and ascertnl whether the husband or wife
or both were econmnically responsible for it, and it what degree, this law Is unfair
and confiscatory. It produces unnecessary nnd expensive litigation. It Is impos-
gible fairly to administer. Ask al | vrevenue agent charged with the d_utY of
examining estate-tax returns i th heommunity-property States and hexwi [Tt 11
you the lnw s inequitable, produces ardshiplinnd IS 1ncapabl e of fair admin-
totratinan

The nmendment, however, wher appl i ed does not mnke this second test-to tax
theeperson to whon property iss eoonpmi,cal,lyg attributable”—the sole criterion
as a basis for the tax. It s only applied by the statute when it results inU
increasing the amount of the tax. For example, when the community-partnership
property fs directly traceable to the decedent’ s separate earnings or to his or her
separate property, and he or she dies first, the whol e of the community-partuership
property fs taxed to 1in or her. However, if the nonproducing spouse dies first,
the test us to who created the estate or as to whon It is "econonical |y attributa-
ble™"iss abandoned, because if this test and rule Is consistently applied there
would be no tax in the event of the prior death of the nonproducing spouse. Thee
statute undertakes toxvoi d this r esul by providing.that in such a situation, when
thetso-called nonpraducing spouse 1S the decedent, the test of owner shi p or power
of testamentary disposition shall apply and the gecedent’s estate shall he taxed on
at least one-hnlf Of the community-partnership property. Moreover, we should
point out again that if 1¢ community-partnership property s not traceable to the
compensation for personal services o separate property of either spouse and
consists of property derived from their joint efforts iy « farming or merchan-
dising business or front community |0ans, the test of taxing the decedent who
created the estate is agali abandoned ang the tax is lald On the whole estate
without regard to who produced it, who owned it, or who had the testamentary
power of disposition Over i, )

3. The third situntior. in which the taxes tire mposed by the statute cannot
be explained on either of the two theories we have just discussed, namely, either
the theory of ownershig or the theory of taxing the'spouse who created the estate
or to whon. it was “economically atributable.” T'he third Situation involves
conmllmlty-ﬁm'lm‘rshlp property of the category we have already described
where the husband and wife, as partners, accumulnte community-partnership
property pot for "personal services' hut us a result of farming, merchandising,
or any other husiness i1 which they hothhparticipate, or accumulate such property
as a result of the successful investment of borrowed money, 1. €, community-
'1mrtncrship debts, In such cases, the first spouses® die is taxed on the whole,
Incl uding the SUrVivor's ane-alf share, even though the decedent had no owner-
ship Over the other half or testamentary disposition over it and even though the
decedent was nof the creator of tht estate. We tire left to conjecture as to the
reason or excuse for the tax In such g case. ABparentIy, under such eireum-
stances each spouse 18 presumed, In the teeth of both the law angd the facts, to
own outright the entire property, and whoever dlesef$rst i t axed onlalllof it,

Thus, it s apparent that the statute represents a curious, inconsistent, and
arbitrary intermixture of tests involving recognition of State law' a times .ndid
complete disregard for State law' at other times, It adopts one test for tax
purposes under one set of eircumstances and rehother test under a different
set Of circumstances, none of which have gny rational or logica relationship or
basis as an excuse for estate taxation. The law of the State Is recognized In
determining the nimun taxable estate by the provision requiring incluston of
all property over which decedent possessed the power of testamentary disposition,
The law of the State Is entirely disregarded In determining the maximum taxable
estate by the proviston requiring inclusion of the portion of the community-
partnership property always belonging to the surviving spouse.
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The effect of this statute, then, Is to disregard propetty rights; to tax one tax-
payer with respect to the property of another; to tax him on property which he
never owned, which he could no give away, could not and did not transfer at
death, and which he could never convert into his own separate property. It
treats—that s, conclusively presumes—two Separate persons as owning the same
property at the same time. It makes the tax depend on the sheer accident of
which of the two spouses may happen to die first. .

For example, the storekeeper and his wife are both regarded as owning at the
same time the entire business, including the interest of the other, and the first
to die is taxed on the whole. A farmer and his wife are each considered as own-
ing the whole of their lifetime savings, and the first to die is taxed on the whole,
A man or his wife may purchase securities on credit for their common benefit
and pay cftfthe debt with the Income therefrom; yet each g considered as owni ng
the whole, and the first to die is taxed on the whole. In fact, the bulk of all
property in the community property States will be taxed to the first spouse to
die, beCause most community partnership property is not derived from com-
pensation for "persona services' or separate property of either spouse, and that
which is so derived usually cannot be tiuced to such source.

The community-property amendment, if not repealed, will completely confls-
cate many estates and frequently wi | Ideprive a mann, after a lifetime of labor,
of the right or opportunity to leave anything whatsoever to his children or lega
tees. This ean result when there Is no State rule for apportionment, because
there ig no Federal statutory provision authorizing the decedent's executors to
surcharge the survivi ngabsFouse‘shéﬁare of the property with any portion of tl;?

! W
S ok Ao i the eseutbre 1 B4 Fronf5e, 326 (e iga

For example, if a spouse dies possessed of a one-half interest in a net com-

munity estate of $6,000,000 in value, and there are no deductions which can be
roved as traceable to separate services or property, the estate tax collectible
or his gne-half interest, but measured by the whole, would be $3,138,200, or
$188,200 more than his entire estate of $3,000,00. This would mean that the
husband or wife, as the cage may be, would have nothing whatever to leave to
their children or legatees. This would result in the absence of a State rule of ap-
Eortionment, because the revenue act, athough impesing alien on the survivor's
al f of the community for the payment of the tax and making the survivor per-
sonally liable (see. 411 (b), Internal Revenue Code, app., p. 6), aso gives the
survivor a right of reimbursement for any taxes cotlected for the payment of the
decedent's tax (see. 828 (b), Internal Revenue Code, app., p. 10). ~ Even if the
provision of the Revenue Act could be construed as requiring a proportionate
contribution between the decedent's estate and timesurvivor's estate for the puy-
ment of the tax, the effect of the community-property amendment would b to
Impose upon the decedent an unfair and much heavier tax and penalty because
of the adding of the survivor's share to the decedent’s share of the€commnnity
In calculatinﬁqthe tax, on account of the graduated estate-tax rates. For exam-
ple, even it the estate tax laws could be so construvd as to) make each spouse
pay a pro{)omonnte share, in the example we have given of a $6,000,000 estate,
the gotal tax of $3,138,200 would be divided between. the decedent's estate and
the survivor's estate, and each would pay $1.669,100, |f only the $3,000,000
estate of the decedent were subject to the estate tax and the $3,000,000 belonging
to the survivor was not added to measure the tax. the tax would be $1,263,200,
or roximatel 00,000 less. In other words, $800,000 would be an arbitrary
en%ﬁ)f;/ imposeg c?r? the decedent by reason of including property belonging to-
he survivor in calculating time decedent's tax.

If community property is given away, the husband may be treated as the
owner of the property and may be required to Pay a gift tax on the whole com-
munity, even though the gift to the extent of one-half be to the wife of her
own property, and even though, shortly before, she may have paid income taxes
on time same property. Thus, the husband may be regarded as the owner and
required fo pay a gift tax if a gift I8 made durigg his lifetime (sec. 453) ; yet,
£ no gift {s made and the wife dies, she 18 regarded asthe owner, and her estate
must pay estate taxes on the same property, always on one-half and more often
than noton the whole (seec. 402 (b) (2)). Thearbitrary Federal ptesumption cre-
ated by this statute In contradiction of the State law determining ownership, and
also the difficulty, and in most cases theimgossibility, of doing the tracing which
the act purports to permit will, as a geperh rule, accomplish this unlawful and
unj ust result
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In | i navith the policy of the Treasury Department ignoring the local com-
munity partnership law, the regulations interpreting the 1942 community property
estate and gift tax amendments provide that In the event of a dissolution of the
comuni ty partnership by the husband and wife a gift tax must be paid by the
husband on the one-half of the Property delivered to the wife in connection with
the liquidation of the community partnership, although it Is her property under
the local law, because the statute conclusively presumes that the property received
by the wife Is the property of the husband unless shown to have been received
as compensation for personal services by the wife or derived from her separate
property. The interpretation of the 1942 community property gift-tax amend-
ment is announced {n regulation 108, section 86.2, of the Federal Gift Tax Act
which provides:
therule * * * plies alike to n transfer by way of gift of community prop-
erty to a third party, or third parties, to a division of sich community property
between husband and wife into the separate property of each, and to'a transfer
by the husband and wife of any part of such community property into the sepa
rate property of either of the husband or of thewife. ¢ * =

It follows front the e@bove ruling that o gift tax will be imposed if the com-
munity partnership Is dissolved by voluntary agreement as is permitted in the
State of Washington. .

When life insurance forms pij or part of the taxable estate, there {g g veritable
maze of confiscatory amd capricious treatment under both the gift and estate
tax laws. Laws of property and laws of insurance nre utterly disregarded, ind
timeself-contradictory theory of dua ownership {s applied. ) )

If, for example, the wife owns ag her separate properly a policy of life insur-
ance on her husband's life and premiums are paid thereon out of partnership
community funds, the nusband must pay gift taxes on the entire amount of
premium payments, since communit)(] funds nre used to enhance the val ue of the
separately owned property, even though the gift is, as to one-half, a gift to
the wife'of her own funds, and even though site may have paid g income tax
on the same funds a few days previoudy. Yet, after having made the gift, the
husband's estate, at his death, Must pay an estate tax on the full proceeds of the
ﬁolicy owned by the wife and pald for in half by the'wife's funds, on which the

usband hag paid gift taxes. Previously, insurance proceeds were {ncluded only
to the extent that the decedent paid premiums on the policy, so that, in the com-
munity partnership property States, only one-haf of the jnsurance was taxable
where the premiums were paid with community partnership funds. (Lang V.
Commissioner, 304 U. 8, 264 ; Hotwardlv. United States, 125 Fed. (21) 986). But
under section 404 of the 1942 act, premiums paid with community partnership
funds areconsidered to have been paid by the insured, unless, again, gych funds
are traceable to_the compensation for personal services or separate property of
the survivor. Similarly, {¢ al husband in a4 community partnership State takes
out a policy on his wife's life In \tg own favor and pays the premiums from ¢com.
munity partnership funds, her estate must pay tax upon the full policy proceeds,
even though the policy is owned by the husband and he pays for half of tile cost.

Where the community partnership s dissolved by a separation of ﬁrope[ty
under the Louisiana law, without a divorce, for mismanagement, or where the
marriage {g dissolved by divorce, the tax is levied ags it would have been prior to
the 1942 amendment. 'If death occurs gne moment after separation or divorce,
only one-half of the property {s taxed tQ the decedent. If death occurs ope mo-
ment prior to separation or divorce, the whol e may be taxed to tile first to de.
Section 402 (b)) (2) applies only to property held as "community property.’
ﬁg r.separation Or divorce, even it there {g ng partition jn kind, the pro;])rer_ty 18

3 as tenants j common and not as community partnershlp property. This {g,
perhaps, the first time iy history that a statute encouraging divorce or separation
of partnership property nag been passed.

Where the spouses move to al non-community-property State, and there invest
the community partnership property brought with them, the law, upon the death
of either, will regard the first to die as a tenant in eommon OWning only gne-halt
of the property and limit the tax a:cordinglK; whereas {# they remain ip t?me
community partnership property State, the whole will generally” be taxed to the
first to die. Thusone ruleof taxation tg applied 1 community “partnership prop-
erty States and another rulg, respecting the same spouses and the same property,
is applied in the other States. o )

For example, the law of a new domicile will not apply the community partner-
.ship System as to property acquired after change of domicile, but f¢ will recognize
that the property previously ‘acquired in Louisiana, or some other community
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partnership property State, is owned one-half by each spouse, ns tenants in com .
mobn, and the wife will be recognized us owner of one-half of til eommunity
partnership property and properly acquired with the proceeds of community
property (Depas v. Mayo, 11 Mo, 314; Phillips v. Conmi ssioner, 9 B, T. A.153;
Bu cesston of Popp, 146 La. 404, 83 South 765; Solicitor's Opinton 121, Internal
Revenue Bulletin, December 1921, p. 197; statement,  Contlict of Laws, sees,
202 and 203 ; Beale, "Conflict of Laws," sec. 292.1).  Accordingly, by the amend.
ments Of 1942 Congress arbitrarily disregards the ownership of property for estate
and gift-tax Purpos% In only the communfty partnership States, imthe very teeth
of the law of the States involved, while if the sname property Is removed to the
other States of the Uniton, the latter States recognize tile Inw of Louistana and
the property rights of the spouses; m(Congress, following the law of the com-
mon-lnw States, taxes the former commnunity partnership husband ana wife or
the very basis that they would and should have been taxed on if tilcommunity-
property estate-tax amendment hac not been adopted. In short, Congress coi |
tinues to recognize for estate-tax purposes the Inw of common-lnw States which
recognize in common-law terminology fhe law of Toulsfum ; but when dealing
directly with Louisinna citizens ancl the same, property, thel Louisinna property
law will be disregarded..

The preceding” sununary and analysis Of the 1942 amendments denonstrate
that they establish several novel guddvholly inconsistent, arbitrary, and confis-
catory tests of taxation, apparently depending upon which test and which set
Of circumstanées produces the largest tax for the Government. These incon.
sistent and capricious tests gre applied only in the comnn  ty partnership States,
The Statute not only measur es one persen's tax by another's property, it treats two
persons as owning at tile sane  metthe same property; it completely disregards
State rules of property and applies one rule of taxation when one spouse dies
and another rule when the other dles. It makes the incldence of tile tax depend
on the sheor accident of whi ch of tile two spouse shoul d happen to die firstlit
creates double taxation and will confiseate 1an]Nestates. )

-Moreover, the 1942 connmunity-property amendment undertakes to ascribe sig-
nifi~ance to ti l@rigin of wealth without any regard to tile ownershi p nf property
either at origin or at death. It undertakes to tax ani individual merely because
Lig action may have in fact given rise to that wealth and ilso cases where
it «id not give rise to it fill, al though at the time of its acquisitions he did nett
ownlthe Property and, at the time Of his death, he possesged NO economice interest
therein. Indeed, till statute contains alll the pernicious eents of a retro-
active Inw. For the first time it undertakes to make the estate tax depend on
the source of founds used in iacquiring property many years prior to death. It
Imposes upon spouses in the community-partnership-property States the impos-
sible burden Of tracing back through the many transactlons of w | ong iifetime
the origh of each item of property orlhand at death. Unless this origin is
traced into the separate earnings or {he separate property of the survivor, tile
estate of the decedent must pay the tax on theeavhole, Even ff a successful. trae-
ing to the survivor could he accomplished, the decedent's estate must, never-
theless, pay the tnx on kalf. Never hefore has it heen inti mated that husband
and wife must between themselves maintain aceurate records of their fndiviquat
transactions. This statute then takes t hei r entirely by surprise and by reaching n.
back and attaching tax sign’fisance to methods by which property swas acquired
many years prior to death, It contains g}l of til eunjust elements of g retroactive:
tax.

INSTEAD OF PRODUCING UNIFORMITY. TI 1042 AMENDMENT I8 UNFAIl AND GROSSLY
DIBCRIMINATES AGAINIT THE COMMUNITY-PARTNERRHT  STATESS

The 1042 nmendment, by its terms, Issaddressed only 0 ommunity-nartnershi,
property held under the law' of the community-partnershl States. It ills po)
operative effect fri bther States. It is apparent front. the analysis that we have
given that the plan or method laid down fOr community-parfnership_States ts
not the same as the pla_ Or method preseribed for the rest of the Union. It is
likewise apparent front the express terms of the Statute that the subject of the
tﬁlx lle different in these States front the gubject of tax fmtil ether States of
the Union.

() In all other States the general plan of taxation g to tax ne transfer of
the decedent's interest in the 1)l'opert_\'—§tlmt is, his ownership thereof at death.
“In the community-partuership-property States, ownership ¢f property jg entirely
disregarded, and the decedent ig taxed with respect to property which he never
owned and which he could not transfer gt death.
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(b) It 18 only in the community-partnership-property States that signifieance
Is glven to the origin of the property. In the other States, the fact that a decedent
erented wenrlth Is not made. the occeaslon for a tax i€ he did not own the property
Lat his death cappendix 1), But in the community-partnership-property States,
the mere fact that the Joint efforts of the spouses created the wealth s alone suf-
ficient to tax the spouse fivst dying on the entive property even though at such
gpouse’s death he or she owned only half thereof,

(¢) It Is only in the community-partuership-property States that a presump-
tion f& adopted to the effect thiat o man and wife shall both be deemed at one
and the same thne to be the owner of all of the same property (i, ¢, that each
is prestimed to be the owner of the other’s property), amd that each is taxed on
the other's property, and the tax made to depend on the shieer accident of which
spouse may happen to die fivst,

() 1t ix only in the community-partuership-property States that n bare cessu-
tion of management over property administeved for another is appavently made
the oceasion for the imposition of the tax,  In other States, the death of a part-
ner, though he be the managing partner, does not result in the inclusion of his
surviving partner's interest in his taxable estate.  In the other States, the death
of 0 trustee does not result in an estate tax on guch trustee’s estate measured
by the beneflelwry’s proporty.  But ax to the community-partnership-property
States, the statute provides that the managing partner of the connubial partner-
ship my be taxed on the survivor's shave, and the husbnnd, as fiduciafy, nay be
taxed at death on property merely nutnaged by im for his wife,

(¢) Not only Is uniformity denied because property rights in the surviving
spouse ave subjected to the tax, while esséitially identical rights in the sueviving
spouse in non-community-property States go free; It s even more fingrantly
denled in the rvespeet that while denying reality to the wife's rights in those
cases where conceding their substantiality would result in exemption, the statute
conceded their substantiality where the concesslon results in additionnl taxation,

Thus, if the hushamd should dle first, the full community-partnership estate s,
more often than not, made the measure of the tax, thereby disregarding entirvely
the wife's half interest in such property.  But, where the wife diey first, at least
ber half intervest, being the property of which she has the testamentary dispo-
sition, Is subject to the tax. Thus the statute nttaches consequence to owner-
ship only when the concession results in inereased taxation, but denies it in the
converse caxe.  In no other case, und In 1o other part of the Union, save in the
conmunity-partnership-property States, does the lnw concede or deny the exist-
ence of property rights solely for the reason that concession or denfal enriches
the Treasury in the particular case,  In capriciously denying, or capriclously
Insisting upon the reality of the wife's interest aecording to the effect upon the
revenue, the 142 aet departs from the principte of uniformity, since the locale
to which these diseriminations arve Hmited is the commpunity-parvtnership-prop-
erty States, and there are no comparable provisions applicable elkewhere. Con-
stder against the case of domlcillaries of Loulslana moving to & common law
State.  (See pp. 14-15, supra.) That State will recognize the common owner-
ship of their property, although thelr property is no longer community property.
At death they will each be taxed on his or her half only, whereas, If they re-
mained in Loulshvn, the whole would have heen taxed to the first to dle. A d@if-
ferent rule of taxation Is prescribed, therefore, with respeet to the saime persons
and the same property merely because of the locale.

Consitler another example, an actunl case aristng since the act of 1042 where
the wife died first and all of the community was included by the taxing officers
as a part of her gross estate, and a deflefency demanded on that account from
her executor, These spouses, soon after marrlage, purchased on credit a tract
of land. 'This land Immediately hecame community-partnership property. They
farmed it, ench actunlly doing®*physical labor In planting and harvesting crops.
They prospered, pakd for the land, bought other lands, and uitimately accumu-
lated a substantinl estate, without either ever having at any time any separate
property, and without efther having recefved anything whatsoever as compen-
sation for personal services; but each having made a substantial contribution in
direet Inbor to the sequisition of each community asset. When the wife died,
all property was tuxed as a part of her gross estate; when the husband dies,
one-half of the same property will again be tuxed as a part of his estate.

To determine the geographic uniformity of this tax, contrast this tax with the
tax “which would have been levied had these spouses resided in a non-commu-
nity-property State and had they taken title to the properties acquired as tenants
in common, or'as partners. In neither case would the estate of the spouse first
to die have been required to pay a tax measured by more than onc-half of the
Jointly owned property.

:
)
:
;
:
:



356 REDUCTION OF INDIVIDUAL INCOME TAXES

The Vices of the 1042 amendments may be turther emphasized by selectin
and giving ene or two practical mathemntical examples, from a Multitude whig
coul.d be ?_lven, illustrating the variety of Qross diseriminations which are fn.
volved hl file appl i cation of these {ndefensible umendmnents.

Mr. and Mrs. Thomas and Mr. and Mrs, Adams live in Texarkana, Thomas
on the Texas side Of the street 1l a community-property Stat€ and Adams on tid
other side of the Street in Arkansas, 8 common-law State, Thomas and Adams
each buys 100 shares of stock fn the X Oll Exploratlon Co., 20d €ach Qives his!
note for $10,000 for the stock. The 100 shares of stock of Thomas IMTexns are
community-p rlnersh&) assets: thg note {g a community-partnership debt.  ‘he
asset | the form of stock does not represent compensation for personal servigeg
actually rendered by Thomas, NOr is it dertved ftQM his separate property, The
107 shares of stock purchased py ﬁdnms, of Arkansas, belong entirely to him.
His wife has no interest 1y them whatev Adnins® Note for £10.000 i8 his sena-
rate debt. Dividends subsequently declared by the corporation. are applied to.
the full payment of the two notes. The dividends received by Thommns and ap-
led oun his ll‘t_)taep F%%'OInlnlilnlé!&gnrmeln;hlp pml"‘r%'rop'tla‘ul’{‘;/ di\ﬁdlegrdg% r(;(lm-tlt\é(al

y Adams and 2 on hig are his sepnrate . ) s
1s discover o and d@!’?l@.,.@(} by the X o1t Fxploration Co. Thomas SCO.CIS has a
market value of $6,000,000, and Adams’ Stock has a market value of $,000,000.
The wife of Thomas, Of Texas, and }he wife of Adams, of Arkansas, die on the
same date.  Thomas WIfe's egtate In Mexas consists of her one-half partnershin
_Interest 11l ithe $0,000,000 worth of sleek, or $3,000,000.  8he wills $3,000.000 ta
her mother. The other ene-half of the community pattnership property belongs
to Mr. Thomas and 18 not @ part of tite estale of Mrs. Thomas. It hayslways
belonged 1O the hughand, The 18X on the $3.000,000 esiate estate of Mrs, Thomas,
measuted by al of the community partnership property, amounting 10 $6,000,000,
15 $8,138,000, Or $138,000 More t han the entirg vaue of the estate of Mrs, Thomas,
All" of Mrs, ‘Thomas estate ts consumed in the paynent of the tax, and nothing
Is |€ft togo toher heirsor legatees, . )

In the case of Mrs. Adams, iy Arknnsas, she would hive no estate under such
circumstances, and there would be nQ estate 1ax. All of the $6,000000 of stock

belongs to the husband, {n a common-law State like Arkansas, and would yema; |

the property of the husband, free of any estate tax, o
Although tne example we have given involves the complete confiscation of the

wife's estate In Texas and no tax {p Arkansas, similay examples of smaller

estates not involving complete confiscation could pe given whelh result in partial

confiscation. In every case, with exactly the same tacts and circumstinces in-

volved, we have time indefensible discrimination which results front the operation
of the 1042 amendments because of their failure to recognize the difference be-
tween the laws of the community-partnership and common-law States,

Lot Us consider one more expmple. Thomas and his wife, of Texas, and Adams
and hig &vife, of Arkansas, IIVINg n Texarkana, accumulate an estate of $1.
000,000 instead of £6,000,000,

Mrs. Adams, of Arknnsns, dies; there |s ng estate tax.  Mr, Adams, of Arkansas,
Megdster and there |s an estate tax of 325,000, Mrs. Thomas, of Texas, dies,
thereyg an estate tax of $325,700, M, Thomas, Of Texus, | atel dies, there is an
addltlonull_tax of $140,000. The Thomases, therefore, nlithe community-nronerty
State of Texas, will, under exactle/ the same facts anq circumstances pay an
additional $140,000, which s nearly 5o percent more yy,iestate taxes than the
Adamses in the non-comunity:partnershly State of Arkansus. The two ex-
amples given above are t?golcal. IT the length of this discussion did not have to
be limited, examples could be multiplied, vividly llulstrating ti | gariety of dis-
erimingtion ana confiscation which g fnvalved Under different facts and appliea-
ﬂon% of (he 1042 amendments.  Withou{ Qiving peactienl mathematieal examples,
we have heretofore attempted tQ smmmarize in detail the mulfifude of athet
inconsistencies and digcriminations involved in the application of the 1042 amend-
ments,

THF _ALTACY OF T E CONTENTION or Tie TREASUE. REPARTMENT THAT THE 1042
AMENDMENT WOULD TEND TOpring ABOUTUNIFORMITY IN ESTATE TAXATION

_The report of the Ways and Means Commlttee In 1942 States that, in adopting
{11 4042 angndnent s 10 the estate tax .aw, the Congress Was attempting to re-
move what it deemed to be an undue advantage enjoyed by residents of com-
punity-pnrtonership States, | It was thp Congress' ali  to place the community-
property Stateson” an equality with the common-law States, the statute it ques:

()

12}
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tion 18 wide of the mark., Far trom equalizing the tax, Congress has, unin-
tentlonnlly and without kuowing the facts, seclourly diseriminatod against
the community-property States as we havo shown und hus made the burden of
estnte taxen heavier In those State than in other States,  For example, a man in
N Vork aceamulates durlng marringe n noet estate of $1,000,000, and dics
leaviug o typleal will wheveby his wite receives the income from his estate
for her Itfe with vemainder to his ehildven,  His estate tax s 428,700, At his
wifo's Intor death, hor life estnto torminates and no tax v payable when the
property pusses to the chifldren,  Contrast thig with the Iouisinnn cltizen who
aceumuintes tho snmoe amount and dles leaving the same will,  Under the 1042
amendment ho will pay the sumo tax at his death as the eltlzon of Now York,
but since his wlil passes only his hate intevest, his wite at hov later death st
pay an eatate tax on her half which amounts to approxhuately $140,000,  Thoye
two spouses In Lonlstann pay togethor $408,0600 or nearly 50 poveont more than .
the New York spoures pay. Slmllm'ler it in the sume Husteation, the wife of

- tho New Yorkor dled fivst thore would be no tax but hor huskand would py
$3268,700 at his Inter denth, If the Lousiann wifo died she would pay §326,700 as

= against goro for the New York wife, and hop husband must pay an additionnl
$140,000 at his later death, Again thoy pay nearly 60 percent morve than tho
Now York couple,

In any ovent, with deferonce, we submit that tho committeo seomed ta bo
unnware of the veal nature of the community partnership and substantinlly
almlar lognl rolntlonslips 1 other Rintes,  An advantage for tax purposes
presuppores that cortain individunls or lognl relntionshipn are selected and
given moro favorable trentmont than that accorded substantinlly tdentieal rela-
tlonshipn gr Individunls similnely glituated, It 8 not direrlmination to tax
one mare than another If one actunlly owna move than the othor, Husbanda
and wives In the community-pavtnerahip States whom the loeal law mnkes
partnors aro not In thoe same situation with vegard to property rights an hushands
and wives genorally In other Rtater who are not pavtnera.  The fundamentnl
and peactieal teatures of the conununtty-paetnarahip Inw show clourlf- that tho
colmmunity puetnerahip hotweon husband and wife {8 in no gense’ a theo