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REVENUE ACT OF 1963

MONDAY, OCTOBER 21, 1963
U.S. SENATE,

CommiTTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to recess, at 10:10 a.m., in room 2221,
New Senate Office Building, Senator Harry F. Byrd (chairman)
presiding.

Present: Senators Byrd, Smathers, Douglas, Gore, Talmadge, Mc-
Carthy, Ribicoff, Williams, Carlson, Bennett, Curtis, Morton, and
Dirksen.

Also present: Hon. Herbert S. Walters, U.S. Senator from Ten-
nessee.

Elizabeth B. Springer, chief clerk.

The CHAIRMAN. The committee will come to order.

The first witness is Mr. William Keel of the Democratic National
Committee.

Mré Keel, will you come forward and proceed with your state-
ment ¢

You may proceed, sir.

STATEMENT OF WILLIAM KEEL, RESEARCH DIVISION, DEMOCRATIC
NATIONAL COMMITTEE ; ACCOMPANIED BY HAROLD LEVENTHAL,
COUNSEL, DEMOCRATIC NATIONAL COMMITTEE

Mr. KeeL. I have here with me today Mr. Harold Leventhal, who is
counsel of the Democratic National Committee.

I would like to read a statement if I may.

Thi CHARMAN. You go ahead, sir, and make any statement you care
to make.

Mr. KeeL. My name is William Keel. I consider myself a per-
manent resident of Nashville, and am a registered voter in Tennessee.

Senator SMatHERs. Will you talk a little louder, Mr. Keel? I can-
not hear.

hMr. KeeL. I think there is something the matter with this micro-
phone.

Senator BENNETT. You are not talking into it.

Mr. KeeL. My name is William Keel. I consider myself a per-
manent resident of Nashville, and am a registered voter in Tennessee,
although at present I am living in an apartment house at 1507 Park-
wood Terrace, Falls Church, Va. Since May 1963, I have been head
of the Research Division of the Democratic National Committee.

Mr. Chairman, you asked me to appear today with my records to
enable me to answer questions relative to the sending and the subject

451
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matter of a telegram I sent October 11 to Sam R. Taylor III, J ohnson
City, Tenn., transmitting a suggested press release Tor Mr. 7].‘aylor to
d.l?lpatch to news media.

am, of course, willing and desirous of answering your questions.
However, I would appreciate the privilege of making an introductory
explanation to the committee, and particularly to my Senator, Senator
Gore, because there has apparently been misunderstanding of the
significance and purpose of my wire.

he idea of sending the wire came to me as an outgrowth of work
I have been doing in developing information on the importance of the
tax program Whigh was sent by Chairman Bailey to Governors and key
Democrats throughout the Nation.

But it was solely my own idea to reinforce this general informa-
tion program with the specific release that I sent tong. Taylor con-
cerning the importance of the tax bill for Tennessee. I wish to make
it perfectly clear that I prepared and sent the wire to Mr. Taylor
without consultation with anyone else, either in the Democratic Na-
tional Committee or elsewhere.

This wire grew out of my strong personal conviction that the
administration’s tax reduction program was important for the Nation
and for the State of Tennessee. The bill passed the House with the
w ort of the entire Democratic delegation from Tennessee. Senator

alters has also indicated he is in favor of a tax reduction program.

The wire has been referred to in some newspaper stories as 2
“Eul('ige” wire. Such a possible interpretation never even crossed my
mind.

I have always supported the candidacy of Senator Gore. As a
reporter for the Nashville Tennessean I have assisted Senator Gore
in some of his crusades. The one I recall particularly was his investi-
gation of excessive mortgage money rates.

Neither I nor anyone else would want to imginge in any way on the
right, and even duty, of Senator Gore to cast his vote on any measure
according to the free exercise of his conscience.

However, I am confident that Senator Gore, like any other Senator
or Congressman, is interested in the views of local party and com-
munity leaders on salient issues.

The wire I sent Mr. Taylor was based on the assumption that I had,
after talking to him on the telephone, that he was in favor of the
administration’s tax reduction program and wished to have the benefit
of the data I had available on the subject.

There may be some question of judgment as to the way in which
this release was drawn up, and specifically the fact that Senator Gore
was mentioned by name.

Although general material on tax reduction has been sent to all
States, there has been no other instance in which a Senator was singled
out by name. This particular instance was a happenstance arising out
of the fact that I have my roots in Tennessee, and became particularly
upset by the fact that Senator Gore’s has been a militant voice against

e tax cut bill.

Perhaps I acted out of an excess of zeal. It was my hope that
Senator Gore would come to support the administration’s tax cut
program. But there was no doubt in my mind that he would do so
only if he became convinced by public opinion that it was consistent
with the best interests of his State and the Nation.
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Thank you again for the privilege of making this explanation. I
regret any confusion or misunderstanding I may have caused.

The CuarmrmaN. Thank you, Mr. Keel.

The Chair recognizes the Senator from Tennessee, Senator Gore,
on a matter of personal privilege.

Senator Gore. Mr. Keel, first I want to thank you for your support
of my candidacy in Tennessee. I am grateful for your friendship and
support.

; e matter under consideration now is not the action of an individ-
ual citizen but an action which you took as an official of the Demo-
cratic National Committee.

Are you one of the top officials of the Democratic National Com-
mittee, or rather, do you hold one of the top positions at the Demo-
cratic National Committee?

Mr. Keer. That is a difficult question to answer. I would say an
intermediate position.

Senator Gore. What is the salary in the position you hold?

Mr. KeeL. $15,000.

Senator Gore. Do you know how many division heads there are in
the Democratic National Committee organization?

Mr. Keer. It is difficult to explain the structure of the national
committee because it varies. Icannot answer that question.

Senator Gore. At any rate, you do hold the position of head of the
research division ?

Mr, KeeL. That is true.

Senator Gore. And the telegram to which reference has been made
was dispatched to Tennessee in that official capacity ¢

Mr. KeeL. Isent the telegram to Tennessee.

Senator Gore. Mr. Keel, on the motion by Senator Douglas to pro-
vide a hurried and unusual consideration of this bill, many Democratic
Senators voted as I did. The chairman did not vote.

Senator LoNg. No such telegrams were dispatched to Louisiana,
as I understand it.

Mr. Keer. There was no news release of this sort to Louisiana.

Senator Gore. The junior Senator from Florida, Senator Smathers,
who is assistant Democratic leader, voted as I did. Were any such
telegrams sent to Florida?

r. KeeL. There were not.

Senator Gore. Senator Talmadge of the neighboring State of
Georgia, a State which has always gone Democratic throughout its
history—as I understand it no such telegram was sent to this State.

Mr. KeerL. That is correct.
t’hSengator Gore. Senator McCarthy—would you give the same answer

ere

Mr. KeeL. I will say there were no telegrams sent to these States
that named the Senators.

_Senator Gore. Senator Ribicoff of Connecticut voted as I did, and
since he comes from the same State as Chairman Bailey, one would
think that if a campaign of political coercion was to be undertaken
generally that the Cgairman would not overlook the Senator from his
own State.

Senator Rmsrcorr. Will the gentleman yield ¢

Senator Gore. I yield.
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Senator RiBicorr. I would say that Chairman Bailey is too smart
to have ever sent such a stupid telegram.

Senator Gore. Mr. Keel, you say in your statement that the action
which you took was not the subject of discussion or conference between
you and anyone else.

Mr. KeeL. That is correct.

Senator Gore. Either in or out of Government ?

Mr. K¥rL. That is correct.

Senator Gore. Either connected with or not connected with the
Democratic National Committee?

Mr. KeeL. That is correct.

Senator Gore. So you take sole responsibility for it and say it was
your act and yours alone ?

Mr. Keer. That is correct.

Senator Gore. Maybe that is the reason it was aimed at me alone.
Now, as a citizen of Tennessee, Mr. Keel, please understand that I
do not question in any way your right to criticize, to question, to urge
a change of position, or to take such action as you wish to bring about
the kind of representation in the Senate or in the House on a par-
ticular question, or in general, you think best. The complication
arises here because you did not act just as a citizen of Tennessee, but
as Chairman of the Research Division of the Democratic National
Committee, and as you have testified here, such action was not taken
with respect to any other members of this committee on the Demo-
cratic side.

I will leave our Republican friends out of it. They are fair game.
But I call to your attention that the motion of Senator Douglas was
defeated six to four by the votes of Demorcatic Senators. Even if
the Republican members had not voted on the motion, it would have
lost six to four.

Did you personally pay for the telegram or was it charged to the
Democratic National Committee

Mr. KeeL. It was charged to the Democratic National Committee.

Senator Gore. Now I wish to ask you some questions about the
content of the telegram. This telegram conveyed a proposed press
release about which you had previously talked to Mr. Taylor by long
distance telephone. Was this long distance charge paid by you or
the Demorcatic National Committee ?

Mr. Keer. By the Democratic National Committee.

Senator Gore. And in this press release which you urged Mr. Taylor
to disseminate to all newspapers, radio and television stations, a di-
rect quotation was suggested charging that I was misrepresnting the
interests and the sentiments of the people of Tennessee.

I am sure you realize that all of us like to think and hope that we
are representing the interests and the wishes of our constituents. It
is a serious charge to say that one is misrepresenting them. It is dif-
ficult to arrive at a consensus of 4 million people on a difficult thing
like the tax bill.

QHave you ever seen this tax bill? Have you ever studied it or read
it ¢

Mr. KerL. I have studied fact sheets based on the tax bill. I do not
recall that I have seen the actual bill.
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Senator Gore. You have not actually seen the bill. As you can
see, it is about the size of a Nashville, Tenn., telephone directory.

Mr. KeeL. Right. .

Senator Gore. And thisisnot as easy to understand as the Nashville
telephone directory. It has 310 pages, and this is a technical, legal
draft, a revision of the tax program.

Mr. KeeL. Yes, sir.

Senator Gore. Containing 234 changes in the tax law.

Mr. KeeL. Yes, sir.

Senator Gore. Each of which affects some citizens, many of which
affect many citizens. Some provisions affect many citizens adversely
as well as affecting many citizens favorably.

Now, the question under consideration, when the motion of Senator
Douglas was placed, was whether this committee would be briefed by
its technical staff, and then follow the orderly procedure which has
been traditionally followed by this committee of giving careful con-
sideration to a bill of such great importance.

I only relate these things to you to illustrate why I thought, and
why the majority of the Democrats on this committee thought, it
necessary to follow the course of careful consideration.

Now, in this telegram, in this suggested press release which you
wired to Mr. Taylor and others, you used certain statistics which I
did not find to conform to the facts.

You said, for instance, that in 50 Tennessee counties, which is more
than half, the unemployment rate was from 10 to 20 percent.

I, as you perhaps know, contacted the commissioner of employment
security In Tennessee and found that this was highly inaccurate
information.

Where did you get your statistics?

Mr. Keer. I made a call to Dr. Eberling, the statistical expert with
the Tennessee Employment Security Office of Nashville, and this
information was then conveyed to the Research Department.

The CairmMaN. Mr. Keel, will you speak a little louder, please ?

Mr. Keen. This was information which, as we understand it, he
conveyed to our office.

Senator Gore. There must have been some misunderstanding be-
cause your telegram also cited the fact that there were 57,000 people
in Tennessee unemployed.

Well, Tennessee is now a State of almost 4 million people. I do not
think you could find 50 counties in which there were as many as 10
to 20 percent presently unemployed, and come up with a figure of
57,000 unemployed. Incidentally, unemployment is the lowest that it
has been in Tennessee for several years.

Mr. KeeL. May I respond to that?

Senator Gore. 1 beg your pardon ¢

Mr. Keer. May I respond to that?

Senator Gore. Oh, yes, indeed.

Mr. KeeL. First, may I say that the reason that I placed a call to
Dr. Eberling was that I received in my office a publication “Labor
Market Trend, September 1963, U.S. Department of Labor” which
lists 835 Tennessee counties as being in a substantial unemployment
group, which means they have more than 6-percent unemployment, and
on the basis of this, I made an effort then to find out just exactly what
the facts were.
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Dr. Eberling, as I understand it, did not have the total unemploy-
ment figure, so I used the latest, most reasonable figure I could get
from the Bureau of Labor Statistics here in Washington.

Senator Gore. For your information, in case you are not aware of
it, the term which you used, “substantial unemployment,” which un-
der the act would quali? a county for accelerated public works proj-
ects, is 6 percent, and if only 35 counties qualified for that, you see
there is an inconsistency.

But I shall not persist, Mr. Keel. The facts as to what the unem-
ployment situation is in Tennessee can be ascertained from the proper
officials, both Federal and National. This is not a matter of great
national import.

I thought it unusual that one member of this committee, and one
member alone, would be singled out for this attack, and particularly
coming in the form of suggested press releases to leading members of
my own party in my State. For that reason you can understand I
resented it and asked the chairman of the committee, with the approval
of the committee, to invite you to testify.

Do you have any further statements you wish to make?

Mr. KeeL. No, sir; I donot.

Senator Gore. Mr. Chairman, I have no further questions. Mr.
Keel has answered. In my judgment he has answered forthrightly.
I have no reason to question his veracity. He says he has made a mis-
take. I,too, have made mistakes.

I have no further questions.

The Caamman. Mr. Keel, you referred in your statement to the
letters or telegrams sent by Chairman Bailey to Governors and key
Democrats throughout the Nation.

Mr. KEeL. Yes, sir.

The CHammMaN. Do you have a list of those persons who received
such a telegram and a copy of it ¢

Mr. KreL. Yes, sir.

The CaarrMAN. Was it sent at the expense of the Democratic Na-
tional Committee?

Mr. KgeL. Yes, sir.

The Caamrman. Will you read it, please, sir.

Senator SMATHERS. Isthisthe list of the Governors?

The CuairmaN. The Governors and key Democrats, he said in his
statement, throughout the Nation.

I assume you sent the same——

Sengator MATHERS. Mr. Chairman, may I ask a question at this

int
poAs I understand it, the chamber of commerce has sent out tele-
grams to various representatives of areas throughout the State and
the Nation. I have no doubt but that the Business Advisory Council
has also sent out telegrams and information with respect to their views
on the tax bill throughout the various States of the Union.

Is it the chairman’s intention to put into the record everybody who
has sent out correspondence to individuals on this bill? Maybe the Re-
publican National Committee has sent out some telegrams. I am
curious to know as to whether or not we are going to put into the record
just ke;i Democrats in these various States who have received such
material.
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I am sure the chairman would agree that it is within the right of
the Democratic Committee to contact key Democrats in various States
iust as it is for Republicans, just as it is for the chamber of commerce.

was just curious as to what you are aiming at, Mr. Chairman.

The CuairmMaN. I assume that the telegrams are more or less uni-
form, and I think it has an entirely different situation whereby the
U.S. Chamber of Commerce pays for telegrams, as compared to the
Democratic National Committee, whose purpose is to support members

of the Democratic Party. o
Unless the committee chooses to rule to the contrary, the chair thinks

the communication should be made a part of this record.
Have you got a copy of it that you could read ?

Mr. KeeL. The telegram ¢
The CuamrMaN. Have you got a copy of the telegram that you sent

or Chairman Bailey sent ¢
Mr. KeeL. I have, sir.
The CHAIRMAN. You have?

Mr. KeeL. Yes, sir. . . o
The CuammMaN. Will you please read it unless there is objection?

Mr. KeeL. Yes, sir. May I correct the record here?

There was an initial telegram sent to these Governors by the chair-
man saying the information would be sent, and this was not a telegram.
This was an airmail suggested news release, to save money.

Shall I proceed ¢
The CuarmMaN. Will you please read it ?
Mr. KeeL (reading) :

DeAr FELLow DEMOCRAT: This is a suggested news release to detail effect of
Republican votes in your State. Please copy and distribute to press, radio, and
TV in your name. Clippings appreciated.

This is the release to be copied and distributed :

“Republican Congressmen in this State who voted against the tax reduction
legislation proposed by President Kennedy took the position that residents of
the State do not need the increase in personal income—roughly estimated at
L S annually—the bill would trigger.

“The estimate of increase in personal income is based on calculations prepared
by the Research Department of the Democratic National Committee keyed to
population growth, income statistics and other economic factors.

“The Treasury Department has estimated that the reduction would mean an
increase of § . ___ million in State and local taxes in this State. This
should bring substantial relief from the critical financing problems we are facing
in our State. Yet the Repulbicans vote “No’ regardless of this advantage.

“The legislation authorizing a $11 billion tax reduction was passed by the
House Wednesday, September 25, by a vote of 271 to 155. A total of 72 percent
of the Republican members voted against the measure and against the following
things a tax reduction would bring about in our State.

“More jobs at a time when automation is going ahead with leaps and bounds
and workers in ever-increasing numbers are entering the labor market.

“Protection against another tragic recession. Republican administrations have
been noted for their recessions and depressions. Recession means high unem-
ployment and high budget deficits.

“New markets for the business of this State. The added purchasing power
will funnel new fuel into our economy to fire the engines of business and indus-
trial expansion. More purchasing power will create more demand. That will
create more markets which will trigger business expansion. An that means
more jobs.

“Higher family incomes and a balanced Federal budget. Every taxpayer will
have more money with which to buy the things he needs. Individuals and busi-
nesses will be cut from the shackles of World War II taxation that is a drag on
our economy.”
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Senator Gore. Mr. Chairman, may I interrupt to say that I see now
that the real cause of my problem was that I was put in the den of
iniquity with the Republicans.

The CHaARMAN. Proceed.

Mr. KeEL (reading) :

“The Republicans, by voting against these things, are saying this: “We don’t
want the private sector of our economy to be stimulated to solve our unemploy-
ment, to guard against recession, to expand business. We want to drag along
and get the Nation into a position that will mean another recession, lower
Federal revenues, and bigger deficits.”

“They dodge deliberately President Kennedy'’s statement—made many times—

that the real way to balance the budget is to broaden the economy and increase
Federal revenues.

f‘And I say that the Republican Congressmen of this State who voted against
this tax reduction were guilty of playing partisan politics with the Nation’s
economy, with your paycheck.

“Fortunately, they failed after Wilbur Mills, chairman of the House Ways
and Means Committee, pointed out that an amendment sponsored by the Repub-

licans could result in a tax increase because it authorized tax reforms without a
tax reduction.”

Sincererly,
JonN M. BAILEY,

Chairman, Democratic National Committee.

The CrHAIRMAN. I assume that that was sent to Senator Walters, as
a member at that time of the Democratic National Committee; is that
correct ?

Mr. KeeL. I am sorry.

The CuairmaN. I said I assume that was sent to Senator Walters,
who is now in this room, as a member of the Democratic National
Committee.

Mr. KeeL. No, it was not.

The CHalrMAN. It was not sent to members of the Democratic Na-
tional Committee ?

Mr. KeeL. May X explain ¢

The CHAIRMAN. You did not send it then to the members of the
Democratic National Committee?

Mr. KeeL. That is right.

The CEARMAN. But you did send them to the Governors and other
key persons?

Krh‘. KeeL. I sent them to the Governors in the States where we have
Democratic Governors. . .

The CraIRMAN. Do you think it would have been a good idea to send
them to a few Republican Governors too? .

Mr. Keer. And in the few States where we do not have Democratic
Governors, I sent them to our State chairmen.

The CaammMaN. How many copies of that were sent out ¢

You said key Democrats. at do you mean by key Democrats?

Mr. KeeL. I mean generally—there may have been one or two ex-
ceptions—the State chairmen, where we do not have a Democratic
Governor.

The CuamrMaN. This communication, then, was sent to Governors
and State chairmen ; is that correct ?

Mr. KeeL. Yes, sir. . .

This is a program to put the President’s program in terms of people,
and we are trying to do that at the grassroots level.
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The CHarrMAN. Was there any suggestion that copies of it had been
sent by the State chairmen to the key Democrats of these particular
States, as was done in Tennessee ?

Mr. KeeL. No, sir. The only suggestion I made was in the preface
here. As I sald there was a telegram that preceded this release.

The CuammmaN. The only suggestion was what? I did not catch
that.

Mr. KeeL. The general suggestion was to put out a news release,
Mr. Chairman.

The CHAIRMAN. Was to do what with 1t?

Mr. KeeL. Put out a news release.

The CuairmaN. In other words, were you trying to convert the
Democratic Governors and the State chairman or were you furnishing
them propaganda to convert others?

Mr. Keer. I was furnishing them material for their press confer-
ences and for news releases.

The CuaIrMAN. In other words, it was assumed that 1f it came offi-
cially to chairmen of the Democratic Stiate committees, I have been one
myself, it would be passed on, because you could count on the support
of the State chairmen of the Democratic committee ?

You must have had an objective in having the statements contained
in the letter passed on to the rank and file of the Democrats.

Mr. KeerL. Mr. Chairman, this was for public consumption. This
was material for a news release to be given to television, radio and
the press, to inform the public of the significance of the administra-
tion’s tax reduction plan.

The CHAIRMAN. That i1s what I am trying to get at. You intended
it to be made public in some way.

Mr. KEeL. Yes, sir.

The CrAIRMAN. And who paid for that publicity ?

Suppose it had gone on the radio where equal time might be re-
quested.

Mr. KeeL. I would hope it would be free.

The CHaRMAN. Who would ?

Mr. KeeL. I would hope it would be free, sir. This is not a cam-
paign.

hThe QCHAIRMAN. The local Democratic Party would pay for it, is
that it ¢

Mr. KeeL. No, sir. It would be in the news columns. It would not
be an advertising matter.

The CrairMaN. You would regard that letter as nonpolitical; is
that correct

Mr. KeeL. No, sir; this is a partisan Democrat telegram.

The CaarrMaN. Why did you not send it to the Republicans if it is
nonpolitical ¢

r. KeeL. I am not working for the Republicans, sir.
. The CmairMaN. Was it published generally in any newspapers
through the country ¢

Mr. KeeL. It was in Tennessee, sir.

The CrarMAN. Did the Democratic chairmen, so far as you know,
have copies made of it and send it throughout their States?

Mr. KeeL. The only check I have on that, Mr. Chairman, are the
clippings that are returned, and I do not recall just what the return
was on these.
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The CHAIRMAN. Did you have any newspaper clippings sent to you
containing the contents of the communication you sent to the State
:l[)emocratlc chairmen or the national committeemen or the Governors,

mean.

Mr. KeeL. I recall some, but I do not recall the volume, sir.

The CHAIRMAN. You saw some of them ¢

Mr. KeeL. Yes,sir.

The CrHAIRMAN. The purpose of it was to get publicity, was it not?

Mr. KEeL. Yes, sir.

The CrHAmMAN. For the Administration, through the Democratic
Party organization with respect to legislation. Now, has that ever
been done before?

Mr. KegeL. Yes, sir.

The CmaRMAN. A national campaign for or against a bill con-
ducted through the Democratic National Committee?

Mr. KEEL. Yes, sir.

The CaATRMAN. Where is the Democratic Party in both the House
and the Senate divided with respect to legislation? A number of
Democrats voted against the tax bill in the House, as you know.
They voted their convictions.

It does not seem to me that they should be paraded over the country
with the imputations that you have in that communication when they
are Democrats and not Republicans.

How many Democrats voted against this bill in the House? Has
anybody got that information ?

It was quite a number.

Mr. KeeL. Mr. Chairman, 29 Democrats voted against it, 223 Demo-
crats for it.

Senator SMATHERS. How many for it ?

Mr. KeeL. There were 223.

This is on passage of the bill, sir.

The CHAIRMAN. Any further questions?

Senator SmaTHERS. May I ask a question, Mr. Chairman?

Mr. Keel, do you know whether the chamber of commerce supports
this tax reduction bill?

Mr. KeeL. No, sir. I know there is a substantial group of business-
men on the committee——

Senator SMATHERS. You do not recall what action the chamber
of commerce took at their meeting here in Washington? You do
not know ¢

Do you know whether or not the Business Advisory Council sup-
ports the tax reduction bill ¢

May I say for the record that I spoke to them Friday night, and I
never saw such an affluent group of men, and I doubt if very many
of them voted for the Democratic Party, but they seemed to me to
rather universally support the tax reduction bill.

Do you know whether or not they are sending out information with
respect to this tax bill ¢

Mr. KeeL. The Business Advisory Council ¢

Senator SMATHERS. Yes.

Mr. KerL. Not to my knowledge.

Senator SMAaTHERS. Have youfeard that they are?

Mr. KerL. No,sir.
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Senator SmaTHERS. Do you know of any law which prohibits any
olitical organization or any civic organization from sending out in-
ormation with respect to legislation which is pending before the Con-

gress of the United States?

Mr. KeeL. It goes out in great volumes.

Senator SMATHERS. What ¢

Mr. KeeL. It goesout in great volumes.

Senator SMATHERS. So the answer is: you do not know of any law
which prohibitsit ¢

Mr. KeeL. Idonot know of any law which prohibitsit, no.

. Sen;ttor S»aaTHERS. In other words, it is your right to express your
views 8

Mr. KeeL. That isright.

Senator SMATHERS. Whether you are a political organization, a busi-
ness organization, a citizens organization, or a labor organization; is
that not correct ?

Mr. KeeL. That is correct.

Senator SMaTHERS. That isall.

The CHalrMAN. Before I ask if there are further questions, we are
honored today by having the junior Senator from Tennessee, who 1is
also a member of the National Democratic Committee. I was wonder-
inéif Senator Walters desired to make a statement.

enator WarTers. Thank you, Chairman Byrd.

I have no statement to make, but I think this was, as Senator Ribi-
coff said, a very stupid telegram to be sent, and when I got a copy of it
I certainly protested it at the time it was brought to my attention.

The CramrMAaN. I would like to make one further statement: I do
not question the right of any organization to communicate with any
group of people in this country, but I think that the communication
with respect to Senator Gore was totally erroneous, and I think that
it and the other communications sent to the Governors carried implica-
tions that were not warranted and were not truthful.

Any further questions?

Do you have any further statement ¢

Mr. KeeL. No, sir; thank you very much.

The CuamMaN. The next witness is Mr. Joel Barlow of the U.S.
Chamber of Commerce.

Will you come forward, please ?

STATEMENT OF JOEL BARLOW, DIRECTOR, CHAMBER OF
COMMERCE OF THE UNITED STATES

Mr. Barcow. Mr. Chairman, my name is Joel Barlow. I am a
director of the Chamber of Commerce of the United States and
chairman of its committee on taxation. I am also a member of the
Washington law firm of Covington & Burling. Today I am speak-
ing on behalf of the national chamber and expressing its views and
recommendations on H.R. 8363 as approved by its board of directors.

My oral statement will be as brief as possible.

This paper I have may look at little formidable, but I shall, in my
oral statement, cover only about 15 pages.

I am most anxious to conserve the committee’s time, in view of the
long list of waiting witnesses and the exigencies of passing a tax

24-532—63—pt. 2—3
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bill before the end of this session of Congress, which we consider
most essential. A detailed explanation of our position on the rate
and structural changes in H.R. 8363 and a review of the chamber’s
tax program are being filed for the record, marked “appendix A.”
and “appendix B,” and they are attached to this statement.

The national chamber wishes to emphasize to begin with that we
have had many misgivings about endorsing tax rate reduction at this
time (particularly as set out in H.R. 8363) because of the prospect
of an even greater imbalance in the budget next year and a continuing
level of Federal expenditures which, to our mind, cannot be justified
on any basis.

We have been greatly concerned about the charges of fiscal irre-
sponsibility which have been leveled at the chamber and others who
have sought tax rate reduction and tax reform.

As recently as September 28, the national chamber’s board of direc-
tors recognized that “while tax rate reduction is imperative to the
fiscal and economic welfare of the Nation. the reduction of Federal
expenditures is of equal importance.”

When we first urged immediate rate reduction, we were relving on
the administration’s assurance that there would be a reduction in
spending and obligational authority.

Therefore, I want to state as emphatically as I can that we believe
the primary value of H.R. 8363 will be greatly diluted unless the
Congress at the same time makes substantial cuts in Federal
expenditures.

The national chamber has identified 117 specific places where the
budget can be cut. In statements and testimony to congressional
committees we have spelled out these recommendations in detail.

Senator BENNETT. Mr. Chairman, may I interrupt to ask the wit-
ness if this list of 117 is included in the material he is presenting to
this committee?

Mr. BarLow. No, Senator Bennett, but we can give that to you
and make it a part of the record.

Senator BENNETT. I would like to ask that this specific list of 117
be included in the record.

The CHamrMAN. And at the same time, I would like to ask that you
include the State chambers who are not in favor of this bill.

Mr. BarLow. I did not hear you, Senator.

The CuHAIRMAN. That you include a list of the State chambers of
commerce that are not in favor of the pending bill.

Mr. BarLow. Yes, sir, Senator, we will do that.

(The information referred to follows:)

CHAMBER OF COMMERCE OF THE UNITED STATES,
Washington, D.0., October 25, 1963.
Hon. HarrY F. Byrb,

Chairman, Finance Committee.
U.8. Senate, Washington, D.C.

DEAR SENATOR BYRD: The urgent printing schedule of the Finance Committee
does not permit the national chamber to circulate its testimony and statement
on H.R. 8363 to the State chambers of commerce to ascertain their specific ap-
proval or disapproval of the position expressed to the committee by Mr. Barlow
on October 21.

. However, the testimony of Mr. John Connolly, on behalf of the Council of
State Chambers, lists the 30 members of that group subscribing to that testimony,
3 of which do so with stated exceptions.
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Careful study of that testimony leads us to the conclusion that, while there
are some stated differences regarding the structural reforms, the basic positions
on tax-rate reduction and reduction of Federal expenditures are so closely allied
as to indicate an extremely high percentage of agreement and acceptance.

May I also attach to this letter some information requested by Senator Doug-
las, during his interrogation of Mr. Barlow, on the fixed capital expenditures
in the major industrial nations as a percentage of gross national product. The
percentage figures listed are for the most recent calendar year for which the
information was available.

Sincerely yours,
THERON J. RICE.

Senator SmaTHERS. Does that mean you would want him to put in
there those that are for it, those that may be for it, too?

The Cuairman. I have no objection to that at all.  He is indicating
that all the chambers of commerce—State chambers—are associated
with the U.S. Chamber, are they not ?

Mr. Barcow. When I say that the national chamber is in favor of
the enactment of H.R. 8363 with some revisions, Senator, I am not
speaking for the State chambers. They make their own decisions
and they are not necessarily members or a part of the U.S. Chamber of
Commerce, but that information, if we have it, on the action of State
chambers, I will be glad to submit.

Senator Gore. Mr. Chairman, if he has that information, could
he read it now?

I would like to know the position of the Tennessee Chamber of
Commerece.

Mr. BarLow. Senator Gore, I do not have that information.

Senator Gore. Thank you.

Mr. BarLow. Already the Congress has made significant reductions
{)n appropriations for the coming fiscal year. There can and should

e more.

Furthermore, we have identified numerous new or expanded spend-
ing programs which must be denied if we are to realize the maximum
stimulant to economic growth. A good example of this is a proposal
now before the House Public Works Committee to double the cur-
rent $900 million authorization for accelerated public works. The
national chamber testified in opposition to this measure on October 17.

To make up for the short-term loss of revenue from rate reduction,
we also urged that the tax bill seek out additional tax sources as pro-
posed by the chamber in 1962 and again before the Ways and Means
Committee in March of this year.

But unfortunately, the unreasonably high level of expenditures
continues and no new tax sources have been tapped. The revenue
gap has been narrowed principally in H.R. 8363 by a new patchwork
of revenue-raising provisions generally having the effect of putting
back into the law a considerable part of the progressivity that rate
reduction would take out.

FISCAL RESPONSIBILITY REQUIRES A LONGER RANGE VIEW

After many thoughtful appraisals and reappraisals of our tax
position during recent weeks, we have once more come to the con-
clusion that this is as protitious a time for tax rate reduction as there
is likely to be, and that we cannot take just a short-range view of
revenue needs. We believe we have no alternative, by any meaningful
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test of fiscal responsibility, but to support tax rate reduction now
even as propose(i) in H.R. 8363, since this is our last best hope o
a balanced budget, long range, and the resumption of a healthy rate
of economic growth.

No one should be under any illusion that H.R. 8363 is a major tax
reform bill. It is not, nor does it purport to be. But it does make a
start on rate reduction of all kinds, and rate reduction, to our mind, is
the most urgent tax reform. For this reason and because of the inclu-
sion of some other long-overdue amendments to the code, such as
the income averaging provision, we have given it our support.

THE ALTERNATIVE TO H.R. 8363 I8 A NEW SURGE OF SPENDING

The alternative which is threatened, and in the political nature of
things seems inevitable if H.R. 8363 fails, really leaves us with no
choice. The new surge of spending which would almost certainly
follow defeat of H.R. 8363 would very likely make the present level
of expenditures and imbalance in the budget seem like conservative
fiscal policy.

Simply on the basis of recent official statements it seems clear that
such a spending surge is not just an imaginary horror as some are
inclined to believe, but instead a practical, political certaint?r. The
choice is between relying on the private sector or the public “pump.”
Too many wise and sensible leaders in the Congress %ave expressed
this view to disregard it.

DEFEAT OF H.R. 8363 WOULD UNDERMINE BUSINESS CONFIDENCE

If H.R. 8363 is not enacted in this session of Congress, it is our
considered opinion that public confidence, and particularly that of the
business community, will be seriously undermined and shaken.

Whatever momentum the economy has received from the prospect
of tax rate reduction may very well be lost, and 1964 may well then
be the year of another downturn with all its tragic consequences,
including %reatly increased unemployment.

As the President has pointed out through Secretary Dillon this
past week, we cannot be oblivious to the cyclical pattern of recent
years which once again points to abortive recovery and the possibility
of a recession in 1964.

The permanent revenue loss from a severe downturn in gross na-
tional product and national income could very well exceed the
temporary transitional revenue loss attendant upon the modest tax
rate reduction proposed.

Even a delay in the enactment of H.R. 8363 until the 1964 session
of Congress, with all the resulting uncertainties at the beginning of
the new year, could trigger a downturn and have the most serious
economic consequences.

THERE 18 TOO MUCH RELIANCE ON A HIGH RATBE INCOME TAX

As I have already emphasized this morning and as we have re-
B:,atedly pointed out in 1962 and prior years, and again this March
fore the Ways and Means Committee, our basic tax position Is
that the Nation’s only chance, long range, for a balanced budget and
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improved national growth and economic health lies in a substantial
reduction in our steeply progressive and repressive surtax rates; and
also in a more balanced tax structure which means more reliance on
tax sources other than the income tax, such as a supplemental low-
rate excise tax or possibly a value-added tax.

There is, of course, always the danger that tapping new tax sources
may be considered an invitation to more spending and an expanding
role for the Federal Government. Somehow or other this notion must
be avoided, but there would seem to be no way to legislate against it
in a tax law.

Our income tax rates are the highest in the world and our tax
structure is incredibly unbalanced and inadequate as compared with
those of other industrial nations. We place more reliance on the
income tax structure and thus on unreasonably high rates than does
any other nation. And by so doing we impose much harsher penalties
on 1nitiative and success.

Faced with a serious competitive disadvantage in world markets,
we are finally waking up to tEe fact that these severe tax penalties are
a mistake.

We have been greatly encouraged to find the President and now the
Ways and Means Committee agreeing with us that unless these high
rates are reduced, they will continue to slow our national growth and
stifle initiative and job-making investment. Without this initiative
and investment, we will ultimately lose out as we seem to be doing now
in the strenuous competition for world markets.

POLITICAL RATEMAKING THREATENS THE TAX BASE

There are those who do not yet seem to understand the serious eco-
nomic consequences of steeply progressive tax rates, but are concerned
principally with the political arithmetic of ratemaking. This think-
Ing has been all too influential over the years in setting the high levels
of surtax rates and in eroding the tax base with so-called relief pro-
visions at all levels. But fortunately, the public itself is beginning to
understand the serious economic consequences of surtaxes running all
the way to 91 percent and relief provisions that remove millions of
taxpayers from the tax rolls and eliminate an essential part of the
tax base.

Eighty-five percent of all income taxes are raised at the base rate
of 20 percent. Only 15 percent come from all of the progression that
1s in the tax structure.

The thousands of businessmen, small and large, in the chamber of
commerce have a great conviction that responsible government is
achieved only through responsible taxpaying citizens who are aware
of the tax burden no matter how little they pay.

There are, most certainly, tax hardships for the lower income
¥roups, and the chamber has consistently urged reductions in the

owest rates. Our recommendation before the House Ways and Means
Committee was for a rate of 15 percent as compared with the Treasury
proposal of 14 percent. But to completely relieve the lower income
ﬁ'roups for whatever reason will so seriously erode the income tax

ase where the bulk of the revenue is collected that we will almost
certainly face greater deficits in the years ahead. When you are rely-
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ing on the income tax structure for 85 percent of your revenue, and
85 percent of all of the income tax comes from the base rate, you
cam;)ot eliminate millions of taxpayers without seriously eroding that
tax base.

The new minimum standard deduction of H.R. 8363 goes danger-
ously far in this direction. But even this device is better in avoiding
the fatal erosion of the tax base than a flat increase in the personal
exemption as some have proposed. Fortunately, both the Treasury
and the Ways and Means Committee have very wisely rejected this
latter proposal.

RATE REDUCTION AS A DETERRENT TO SPENDING

Over the years we have had great conviction also, even when tax
rate reduction seemed a kind of forlorn hope, that just keeping the
necessity for tax rate reduction before the public and the gongress
would in itself be a deterrent to spending.

We had some reason to believe that it might be a means of commit-
ting the Congress and the President to meaningful assurances that
more and more reliance would be placed on the private sector instead
of on the public pump, and that the overworEed doctrine of “tax
and tax ang spend and spend and elect and elect” has now been gen-
erally discredited and discarded.

Senator DougrLas. Mr. Chairman, the witness is quoting a statement
which was originally given such election by Mr. Arthur Krock in the
administration of President Roosevelt and was ascribed to Mr. Harry
Hopkins. If the history of that is fully analyzed, I think it would
be found that these statements of Mr. Hopkins were not sequential,
that in connection with his conversation with Mr. Krock he mentioned
public works and said we would spend to relieve unemployment, and
then later, in connection with another subject, the tax, and then when
it came to the question of election, he said, “We believe we will elect
President Roosevelt.”

But what Mr. Krock, I am afraid, did was to put them all together
as though this was a concerted policy of the administration, both
punitive and rewarding, for the purpose of electing, and since this
reflects by implication upon the memory of Mr. Hopkins and the
memory of President Roosevelt, and I think unjustly so, although I
am sure Mr. Barlow did not do it for this purpose, I want to put
the real history of this statement into the record.

The Cramrman. Thank you, Senator.

Mr. Barcow. Mr. Chairman, Senator Douglas, I would like to
say I had no implication of that kind in my mind at all. Thisis 2
phrase that has grown up and is very popular.

Senator DougLas. I understand.

Mr. BarLow. And to my knowledge it describes a certain philo=o-
phy of taxes.

Senator Doueras. I understand, but it was originally introduced
by Mr. Krock as a campaign weapon against President Roosevelt
and as an attack on Harry Hopkins, and the real history of this
phrase is very different from what is commonly known, and I wanted
to defend the memory both of the President and of Mr. Hopkins in
this connection.
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Senator Gore. Mr. Chairman, he says it is a very popular phrase.

With whom is it popular?

Mr. BarLow. It is popular enough so that you hear it quoted a
great many times over the years, Senator Gore. .

Senator Gore. Have you ever heard its authenticity, its accurate-
ness, questioned ?

Mr. Barvow. I think so, yes. I think so.

Senator Gore. Do you question its accuracy ?

Mr. BarLow. No, I do not question the accuracy of the statement,
but I am glad to have this explanation from Senator Douglas as to
the source. But I do think there is a very definite philosophy of tax
and tax and spend and spend and elect and elect, and that is what I
mean about the political arithmetic of our rate structure.

Senator Gore. Did you say race problem ?

Mr. BarLow. No, rate. No, I am on another subject today, Sen-
ator. Thisis a rate problem.

Senator Doucras. I think people ought to be very careful about
putting this phrase into added circulation, because it was improperly
used in the first place and it has been improperly circulated since then,
though I know you did it unintentionally.

Senator BENNETT. Mr. Chairman, I am very much interested in
having this comment from Senator Douglas, but I think if we look
back at the thirties, we will see that the tax and tax part was real, the
rates went up, and they are the ones in part that we are wrestling with
today. Certainly the spend and spend is a very real thing and still
is with us, and unfortunately, the elect and elect is equally real.

Senator Doucras. We can refight the battle of the thirties.

I will simply say that with 18 million unemployed, it was necessary
for the Federal Government to step in and try to relieve distress and
try to create employment. And so, far from being ashamed or apolo-
getic for that 1n the slightest, there are millions of us who favored it
at the time and will defend it to the death now and we do not propose
to have the memory of a great man traduced in this fashion.

Senator BeEnNerT. You defend what happened, but you come now
30 years later and reinterpret the language, which described what
happened.

Senator Doucras. No, I simply asked you, Senator Bennett, to go
into the history of this phase which is fully covered, I believe, in
“Roosevelt and Hopkins,” which Robert Sherwood published, and I
happen to know some of the work which went into that book, and I
think I am correct in saying that three disconnected statements which
were not connected with each other were joined together as though
they were part of a concerted plan or plot.

enator BENNETT. Maybe three disconnected parts of a plan were
connected, but I think each statement describes a very important part
of the plan, and whether you connect them or disconnect them, I think
thiawgeneral interpretation of this phrase is still pretty descriptive.

r. BarLow. Recent events suggest that the crusade for tax rate
reduction is beginning to bear fruit. H.R. 8363 might be called ex-
hibit A. There is also the beginning of a public ground swell for
reduced expenditures. Both the President and the 6Qngress are now
promising action.
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H.R, 8363 GIVES SOME ASSURANCE OF REDUCED SPENDING

We would like to think that section 1 of H.R. 8363 gives real as-
surance of reduced expenditures now and a balanced budget in the
near future, particula,rf;7 since it has the full endorsement of the Pres-
ident. We wish the commitment could be more definite and measura-
ble. But we doubt if a workable commitment provision can be evolved
in the tax structure that will not do violence to the doctrine of separa-
tion of powers.

And 1n any event, why is more of a directive in a tax bill needed
when the real spending power and controls are in the Congress and not
the Executive?

We are unalterably opposed to any provision that would transfer
from the Congress to the President the power to determine when tax
rate reduction 1is to occur, particularly when, as recently proposed, that
discretion and power can be exercised by the President to postpone tax
reduction by the simple expedient of increasing expenditures.

HIGH TAX RATES HANDICAP US IN WORLD COMPETITION

We do not look upon tax rate reduction, as some seem to do, as a
panacea for all our fiscal i1lls. But we do believe that unless we
make a start on it now—even in the imperfect way H.R. 8363 goes
about it—the national economic health will not improve.

Our national economic health is not bad today and, taking a short-
term view, it might be described as good. But for some time there
have been symptoms and indications that it may be deteriorating—
the aborted recoveries, the regularly recurring recessions, the slow-
down in growth rate, the increasing reliance on Government spending,
the seemingly irreducible level of unemployment, the continuing un-
favorable balance of payments, the loss of export markets due to
high costs and high prices, and the prospect for continuing losses of
these markets, and perhaps more of our own domestic market, to
low-price foreign competition.

These changed circumstances, particularly our deteriorating posi-
tion in world competition, require, we believe, the proposed departure
from the tax policies of the past.

The Unites States today 1s handicaﬁped principally in world compe-
tition by the highest wage rates and the highest tax rates in the world.
No one 1n his right mind has any notion we can or should reduce wage
rates or the American standarcf of living. It is clear, however, that
we can and we must make ourselves more competitive through greater
productivity of both men and machines.

REDUCED RATES MBAN MORE JOB-MAKING INVESTMENT

This can come about in significant measure only by increased after-
tax investment in cost-reducing, productive machinery and equipment
to provide jobs for the millions of additional {oungsters who will
be looking for employment next year and in all the years to come.
This increased investment will be made in adequate mesaure only
if we adopt lower tax rates and a tax structure as benevolent as those
in the other industrial nations of the world. H.R. 8363 is a step in
this direction.
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We took a first step in this direction in 1962 with the 7-percent in-
vestment credit and the new depreciation guidelines which had the
effect of removing some of the tax deterrent to investment. But this
was only a step, and not nearly as significant a liberalization of capital
recovery for tax purposes as that provided by the other leading in-
dustrial nations.

THE RESERVE RATIO TEST SHOULD BE ELIMINATED

As a matter of fact, there seems to be little doubt in the minds of
most tax authorities that unless the reserve ratio test in the Treasury

idelines is eliminated, it will, beginning in 1965, largely nullify
the intended benefits of the new guidelines and the investment credit.

Continued insistence on the reserve ratio test, which is found in
no other tax system in the world and is a throwback to outmoded de-
preciation concepts of physical lives and taxpayer historical experi-
ence, will also give rise to even more wasteful and meaningless contro-
versies over depreciation allowances than taxpayers were forced into
under the old discredited Bulletin F.

The Treasury should be directed by the Congress to eliminate the
reserve ratio test. The suspicion is that Treasury officials would
be glad to do so to avoid untold administrative difliculties, but they
are apprehensive of congressional criticism that they should be ex-
cet(aiding the bounds of section 167, the depreciation provision in the
code.

Senator Hartke has had the foresight to introduce S. 2231 which
would eliminate the reserve ratio test, and his amendment should
be included in H.R. 8363.

Whether we like the tax theories and practices adopted by other
nations in minimizing tax deterrents to investment and job-making
facilities, we really have no choice but to match them on some
comparable basis if we expect to compete successfully with these
other nations and solve the unfavorable balance-of-payments problem.

BASIS ADJUSTMENT IN INVESTMENT CREDIT SHOULD NOT BE REQUIRED

 This is the principal justification for liberalizing the 7-percent
Investment credit as proposed in H.R. 8363 by eliminating the pro-
vision for a basis adjustment equal to the credit. Then, too, as the
Ways and Means Committee has pointed out, this adjustment to basis
has created accounting, reporting, and auditing difficulties which re-
quire its elimination in the interest of simplified administration.

As this committee well knows, the chamber once again raised a
question in its testimony in 1962 and 1963 as to the propriety of
using tax credits at all to accomplish economic and social reforms.
We do not like subsidies in the tax structure for business or anyone
else. We favored measurable deductions, such as an initial allow-
ance, which enter into the computation of cost and the established
pattern of determining net income.

At that time we supported the basis adjustment only because it
was the kind of provision that would fit the credit more nearly into
the Revenue Code’s existing concepts and pattern of capital recovery.

However, since the administration and the Congress have decided
upon the credit instead of an increased deduction or initial allow-
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ance, as used in many other countries, as the best method to make
our investment writeoffs more comparable to those allowed by other
nations, it must stay in the law; and the basis adjustment should
be eliminated as proposed so as not to diminish the already inadequate
allowance by trying to fit it into the conventional depreciation
pattern.

BURGEONING LABOR FORCE REQUIRES TREMENDOUSLY INCREASED PLANT
INVESTMENT

For more than 30 years we have lived under a tax structure that
encourages consumption and discourages investment. This discrim-
ination has increased as the surtax rates became more steeply progres-
sive. The result we now face is a low-investment, high-consumption
economy.

Investment in productive facilities and investment in relation to

oss national product is lower in the United States than in prac-
tically all of the other industrial nations.

We need more investment in existing jobs in order to make the
current jobs better paying and more productive. We need to create
an enormous number of new jobs because the labor force will grow
at least 50 percent faster in the next 7 years than in the last 7.

By 1965 we will have 1.2 million more youngsters reaching working
age in a single year than we had in the previous year, just as this
year we have about a million more youngsters reaching age 16 than
reached that age last year. This startling increase is due to the high
marriage and birth rates at the end of World War I1.

It takes some $15,000 to $20,000 of after-tax investment for each
job. The arithmetic calls for tremendously increased saving and in-
vestment in the years ahead if we are to rely on the private sector
for investment instead of on the public pump for relief.

Tax rates in the middle and upper brackets will have to be con-
tinually reduced below the levels of H.R. 8363 if we hope to remove the
barriers to business growth.

TOO MUCH EMPHASIS ON CONSUMER SPENDING

Unfortunately, the effect of the revision of the rate structure in
H.R. 8363 has been to continue the undue emphasis on consumer spend-
ing. The effect of nearly every structural change in H.R. 8363 has
been to offset the benefit of rate reduction and create more progression
for taxpayers in the middle and upper brackets.

The rates simply have not come off as they originally went on.
There is not even the proportionate rate reduction that could have
been expected. Considerably more of the tax burden has been shifted
to those taxpayers who were assured by the President, the Secretary
of the Treasury, and others in their speeches that they would be
relieved of some of their tax burden as an encouragement to
investment.

Treasury statistics included in the House Ways and Means Com-
mittee report (table 6, p. 21) show that the percentage production in
the bottom bracket is nearly 30 percent, in the top brackets approxi-
{)natct;g 23 percent, with only a 15-percent reduction in the middle

rackets.
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RATE REDUCTION ACTUALLY FAVORS LOWEST INCOME GROUP 3 TO 1

These percentage reductions, though not at all proportional, would
not be too inequitable, again having the political arithmetic of rate-
making in mind, if they actually represented the true ratio of reduc-
tion. But when the full effect of the structural changes is taken into
consideration, there is actually a reduction of nearly 39 percent in the
bottom bracket as compared with about a 13-percent reduction for
incomes above $50,000. Thus, the benefit to the incomes in the lowest
bracket is three times that of the benefit in the higher brackets (House
report, table 3, p. 17). .

The effect of this, as T have pointed out, is to continue to shift the
burden of taxation to the higher incomes and discourage the job-
making investment we so badly need. Because of the much more
favorable reduction given the lowest rate group in H.R. 8363, a 50-per-
cent celling surtax rate schedule, which seems to be the ideal that most
people find, would be entirely justifiable. The additional revenue loss
would be very small, much less than a half billion dollars.

DIVIDEND CREDIT SHOULD BE RETAINED

Investment will be still further discouraged by the elimination of
the 4-percent dividend credit which would have the effect of increas-
ing the double tax on corporate earnings. There is not much tax
benefit in the present law, but at least a sound principle of tax
economics and fairness had been established by the credit. Such
principles are important. .

In addition, there was always the hope that while the principle
stood, more of the double tax could be eliminated. .

The explanation in the report on H.R. 8363 begs the whole question
of the inequity in double taxation. Contrary to the committee report,
reduction in the corporate rate does nothing at all to remove the
double tax. It isstill there.

The legislative history of the 1954 act shows that the credit against
tax was chosen because it gives the same absolute amount of relief for
a given amount of dividends and because it does not therefore dis-
criminate against lower bracket shareholders.

As Senator Williams has pointed out, the elimination of the credit
works a real injustice on individuals in the middle income group who
depend entirely on dividend income. They may pay a higher tax even
after the rate reduction in H.R. 8363.

The dividend exclusion gives complete relief from double taxation
to those with very small amounts of dividends. For larger share-
holders this relief from double taxation is so small as to be meaning-
less in encouraging investment.

The effect of the elimination of the credit in favor of a maximum
exclusion of $200 for a married couple is simply one more instance of
discrimination against the substantial investor and an unwarranted
Increase in the progressivity of the higher rates, the very thing we are
trying to eliminate.

STRUCTURAL CHANGES UNFAIRLY SHIFT THE BURDEN

H.R. 8363 has too many provisions with this kind of discrimination
offsetting rate reduction. Actually, though, the chamber has been
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willing to endorse many of these provisions in H.R. 8363 as the price
of making a start on rate reduction.

_ Section 203, for example, places an arbitrary ceiling in group-term
insurance for the purpose of imputing income to the employee. Some
further liberalization of this provision is necessary not only to elimi-
nate the discrimination but also to avoid the hardship involved in
imputing income with no cash to pay the tax.

In the supplement to my statement I have covered our proposals on
that provision in great detail.

Moving in the direction of imputation of income is a dangerous
course at best when we consider the multiplicity of economic benefits
at all income levels and the formidable problems of valuation and
collection and withholding on imputed income.

The Ways and Means Committee wisely recognized this in re-
jecting the Treasury (fro sal to tax unrealized gains as income at the
time of a taxpayer’s death. In the supplement to my statement I have
gone into that in considerable detail.

Section 206 is particularly vulnerable to the charge of discrimina-
tion because it goes so far on certain sales of residences as to actually
impose a higher tax on an individual who has a smaller gain solely
because he is dealing in a more expensive asset. This obvious inequity
as well as the limited ceiling must be removed from an otherwise
equitable provision.

The denial of deduction for certain State, local, and foreign taxes
(sec. 207) is another instance of weighting the scales in favor of the
lower brackets. There has been no reduction in the standard minimum
deduction to offset this disallowance for those who take specific item
deductions.

The chamber supports the proposal in the interest of administrative
simplicity, but with the admonition that we must not at present rate
levels move farther in the direction of grossing up income and “tax-
ing taxes” such a« real estate and State income taxes.

Section 211, in placing a ceiling on both the deduction for child care
and the level of compensation where the deduction is allowable, about
$5,100 is the ceiling, is preferential treatment, building more progres-
sion into the tax rates paid by the middle and upper income groups.
Without such arbitrary ceilings there would be some justification for
what is clearly a relief provision since the deduction can be considered
a cost-of-earning income.

Despite these and other differentials, the chamber has concluded, a-
I have said, that it should support as many of these substantive changes
as possible in the interest of making a start on tax rate reduction and
in the hope of more meaningful rate revision yet to come.

FIFTY PERCENT SHOULD BE HIGHEST RATE

The House committee at ;{:Lge 27 of its report has recognized, in
bringing the corgorate rate below 50 percent, that the Government
§hou§(li l%e only a “junior” and not a “senior” partner in the sharing of
income.

President Kennedy, Secretary Dillon, and many others share this
conviction.

Senator Long has made a very thoughtful and provocative proposal
in this direction.
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The public is beginning to have great impatience with rates above
50 percent even when the public generally does not have to pay them.
Conceivably, the political arithmetic of ratemaking may improve. We
have not despaired of bringing individual rates below the 50-percent
Jevel in the not too distant future. Fairness, the improvement of tax-
payer attitudes, the need to minimize avoidance and evasion and save
our self-assessment system, and the small amount of revenue involved
are all factors that give some assurance that this is not a politically
unrealistic position.

SECTION 219 IS REQUIRED TO ENCOURAGE INVESTMENT

The change in the treatment of capital gains (sec. 219) moves in
the right direction of “unlocking” the billions in capital investment
to make them available for new ventures and new investments, and
also to put money in the Treasury.

It comes as a great surprise that the Treasury, after making such a
splendid case for section 219, has now abandoned it simply because
the Ways and Means Committee refused to put a double tax on un-
realized appreciation at death.

In the suiplement to my statement I go into the reasons for our
position on that in great detail.

We believe the Ways and Means Committee is right, and section 219
clearly should be retained if there is really a purpose back of this leg-
islation to encourage investment. This 1s one of the few structural
changes 1n the bill that encourages investment. Most of the others
continue the overemphasis on consumer spending. Consumer spending,
In our opinion, can be inflationary.

Also, lowering the capital gains tax rate will raise substantial addi-
tional revenue during the initial period when we need it the most.

In the interest of simple fairness and less progression, section 219
requires one important change. The reduction in the maximum rate
under the alternative tax should be made proportionate to the reduc-
tion in the inclusion factor for capital gains. This would make the
maximum tax on class A capital gains 20 percent instead of 21 per-
cent, which introduces, as I say, an extra element of progression.

INCOME AVERAGING NECESSARY FOR TAX EQUITY

Section 221 providing for income averaging, although somewhat
complicated, and that may be something of an understatement, may
well be considered for the time being an exception to the simplicity
rule. Averaging is so badly needed in the interest of fairness and
encouraging Initlative, and so long overdue, that we should be willing
to put up with the complexities that have held back its enactment for
many years. The problems of draftsmanship have been all too for-
inidable, and the authors of this provision are to be commended for
a job well done.

Experience to be gained in administration will undoubtedly make
possible a somewhat simpler provision with a broader coverage. For
example, the present inequitable treatment of progressively peaking
'ncome has not been solved at all.
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STOCK OPTIONS SHOULD BE RETAINED WITH REVISIONS

The national chamber supports here as it did before the Ways
and Means Committee more restrictive treatment of stock options,
We are convinced, though, that the provision in section 214 reducing
the maximum life of options from 10 to 5 years is unduly and unneces-
sarily restrictive.

In my supplement to the statement I have gone into that in con-
siderable detail.

The other restrictions can be justified, although certain technical
language changes should be made for clarification.

Five years 1s simply too short a stock option life. Often and even
usually it takes more than 5 years before the efforts of an employee
for his company are reflected in the market value of its stock. If
stock options are to have a salutary effect on the economy as intended
by encouraging employees to have an investment stake in the business,
then the employees must have the assurance that the period of holding
is long enough for them to translate their efforts into earnings for
the corporation so as to significantly increase the value of the cor-
porate stock.

There are those who would eliminate the incentive provided by stock
options by repealing sections 421 to 425 of the code. The effective
answer to them is given by the House Ways and Means Committee
at page 64 of its report on H.R. 8363 :

Your committee, however, decided to continue the stock option provision be-
cause it believes that it is good for the economy for management of various busi-
nesses to have a stake in their successful operation. Your committee believes
that this provides important incentives to expand and improve the profit posi-
tions of the companies involved. This is not only good for the specific busi-
nesses involved, but also for the economy as a whole.

CONCLUSION

We are not at all sanguine that H.R. 8363 will undergo any major
revision. The limitations of time would seem to make this all but
impossible, and with all its shortcomings the bill does have the sup-
port generally of nearly all groups of taxpayers. For these reasons
we are not pressing for the adoption of the chamber program or a
major rewrite of the bill. But we would urge that its most glaring
weaknesses be corrected, and that its passage be regarded simply as
a transitional step toward more significant tax revision.

In summary, then, we endorse H.R. 8363 with the reservations we
have noted. To say that H.R. 8363 is imperfect is, perhaps, to praise
it. Clearly, the Ways and Means Committee had no illusions about
its limitations. But as the committee said under its “Reasons for bill”:

(@) It does make a start on lowering rates;

b) It should after a brief transitional period raise the revenues;
¢) It does categorically promise expenditure control ;

(d) It should minimize the possibility of a downturn in the econ-
omy and more unemployment ;

e¢) It will tend to increase demand and investment in low-cost pro-
ductive capacity to make us more competitive ;

(f) Itisnot likely to be inflationary because of the minimum change
in the rates; and
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(¢9) Although its structural changes are not major tax reform, they
seek to do equity and, perhaps more significantly in the context of
fiscal responsibility, they do raise $1.1 billion additional revenue to
reduce the imbalance in the budget.

We would add that 1f H.R. 8363 1s lost, tax rate reduction conceiv-
ably may not come again for years. If the bill is defeated, the new
surge of deficit spending will then be called upon to prevent real or
even imagined recessions will almost certainly make tax rate reduction
a practical impossibility because of the insatiable demand that will
be set up for additional revenue. We will have abandoned the tre-
mendous potential of the private sector to go down the road to the
public pumgi This would seem to be the most compelling reason for

supporting H.R. 8363.
(Attachments to statement of Mr. Barlow follow :)

(Appendix A to Testimony of Joel Barlow on Behalf of National Chamber)
ANALYSIS WiTHE RECOMMENDATIONS OF THE PRINcCIPAL PrOVISsIONS oF H.R. 8363
RATE REDUCTION—SECTION 111

The chamber has long advocated a substantial reduction in the oppressive tax
burden which stifles economic growth and warps business decisions.

Our economy is presently plagued with two particularly serious problems—
a lack of new investment in capital goods and a growing class of unewployed.
If sources of capital for investmnent can be stimulated, a major stride toward
overcoming both these problems will have been taken. Business will expand if
it is provided with the funds to do so; venture capital will flow freely into new
enterprises; and the new jobs thus created will drain off depressing unemploy-
ment. One need not be an economist to realize that a major source of invest-
ment capital must be the savings of upper income individuals. For this reason,
the chamber considers it imperative that the Revenue Act of 1963 eliminate the
confiscatory rates in the upper brackets of our tax structure.

It is unfortunate that the proposals in the House bill actually increase the
progression in tax rates and, by concentrating tax reduction in the lower income
brackets, place more emphasis on stimulating consumer demand than on freeing
investment capital. Tax benefits granted to stimulate consumer demand creute
an inordinate revenue loss for the Treasury, with little benefit to the individual
taxpayers concerned.

Because H.R. 8363 does grant some relief from confiscatory rates, however,
and because without this tax bill, the danger of recession with a new surge of
spending is so immediate, the chamber accepts the present rate reduction pro-
posals in the interest of expediting passage of the bill. It regards the rate
structure as transitional only. Despite its substantial drawbacks, the provisious
of H.R. 8363 should operate to the eventual benefit of the overall econoiny.

It has been suggested that the rate reductions and structural reforms in the
House bill work a greater benefit for upper bracket taxpayers than they do for
those in lower brackets. This suggestion of course stems from the fact that
there are always larger dollar savings for the upper bracket taxpayers simply
because they have larger incomes. They had comparably larger amounts of tax
to pay when the rates went up. A single taxpayer with a $50,000 taxable
income, for example, today pays a tax of $26,820 while a single taxpayer with
a taxable income of $1,500 pays a $300 tax. It is, of course, not possible to give
equal dollar benefits to both these taxpayers in any meaningful rate revision.

Percentage figures give a true picture of the relative relief afforded different
taxpayers. Treasury statistics illustrate quite clearly that benefits are concen-
trated in lower income classes. Based on the rate changes alone, the $1.500
taxpayer mentioned before, would have his taxes reduced 25 percent while the
$50,000 taxpayer would have his taxes reduced only 15.8 percent.

When the effect of the structural modifications in the House bill is considered
along with that of the rate changes, the slant of the House bill toward favoring
lower income groups is shown even more clearly. The total effect of the House
bill will be to reduce the taxes of taxpayers in the lowest adjusted gross income
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class, zero to $3,000, by 38.3 percent. This percentage of tax savings drops ag
gross income rises until taxpayers in the highest adjusted gross income class, the
over $50,000 class, are offered only a 12.6-percent reduction in taxes, less than
one-third of the percentage saving given lower income taxpayers.

It is true that by ignoring the effect of the structural reforms and by com-
puting percentage figures on a base of income remaining after taxes rather
than on a base of taxes paid, some startling and distorted figures can be
developed in an effort to show that upper bracket taxpayers receive a greater
benefit from the House bill than do lower bracket taxpayers. But it is, of
course, unreasonable to ignore the effect of structural reforms which save the
lowest income taxpayers 10.7 percent of their tax bill while tacking an addi-
tional 4.4 percent onto the tax bills of taxpayers in the over $50,000 income
class. And it is misleading to compute on a base of income after taxes. Taxes
make up only a minor portion of the budgets of lower income taxpayers; thus
even if their taxes were wholly forgiven, they would not find their spendable
income much increased. Upper income taxpayers on the other hand, find
taxes make up a massive portion of their budgets. Even a minimal reduction
in this tremendous burden would loom large when compared to after tax
income. The fact that relatively minor tax reductions may result in sizable
increases in after tax income to upper bracket individuals is more indicative
of the enormity of the burden now placed upon them, than it is of any inequity
in the rate reduction proposal.

Although consideration of dollar figures rather than percentages is not mean-
ingful when one is talking of particular individual taxpayers, these figures take
on important significance when the tax effect on the population as a whole is
considered. Here again, it is apparent the benefits of the House bill are over-
whelmingly directed at those taxpayers with modest income. Taxpayers in the
adjusted gross income class of $£5,000 to $10.000 alone receive as much dollar
benefit as all taxpayers whose incomes are in excess of $10,000. Specifically,
tax savings of $3.65 billion are afforded taxpayers earning $5,000 to $10,000
while only $3.635 billion of savings go to all taxpayers earning over $10,000.
When the $1.55 billion tax saving to those taxpayers earning less than $5,000
is added to this it is apparent that lower income taxpayers receive the bulk
of the benefits under the House bill.

MINIMUM STANDARD DEDUCTION—SECTION 112

The proposed minimum standard deduction is another step away from the
the principle of tax equality. It will seriously erode the tax base by removing
more than 1% million taxpayers from the tax rolls. These people will be denied
a sense of responsible participation in the affairs of the National Government
contrary to their own best interests and the national interest.

This is the most costly single structural proposal in the House bill and yet
one of virtually no value to the economy. With only nominal benefit to any
gingle taxpayer, the minimum standard deduction will cause a revenue loss
of $320 million. Because the benefit from this proposal will go almost entirely
to taxpayers who earn less than $5,000 per year, little if any of it will go into
investment. For the same revenue cost it would be possible, for example,
not only to retain the dividend credit but to increase it and thereby invigorate
the flow of venture capital in the economy.

We believe that responsible government is achieved only through responsible
taxpaying citizens who are aware of the tax burden no matter how small.

The proposal is unnecessary at this time in light of the substantial reduc-
tions in lower bracket tax rates contained in this bill. The chamber recog-
nizes the hardship at the lower income levels and it has approved the proposed
reduction to 14 percent for the low-income group. It believes that uniform
rate reduction and not the granting of special “tax benefits” is the proper
approach to tax reform, and it therefore opposes the adoption of 2 minimum
standard deduction.

CORPORATE RATE REDUOTIONS—SECTION 121

The chamber supports both the proposed reduction of corporate tax rates
and the proposed reversal of the normal and surtax rates contained in the
House bill. These provisions should be effective in stimulating the economy to
higher rates of growth. It is of vital importance that corporate rate reduction
be enacted.
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The chamber maintains that the corporate rates should eventually be reduced
to levels substantially lower than those now proposed. Even with a 48-percent
rate, tax considerations play far too important a role in corporate decision-
making. The rate reductions in the House bill are, however, a significant step
toward the goal of realistic corporate taxation.

CURRENT TAXPAYMENTS BY CORPORATIONS—SECTION 122

Under the present proposal, corporate taxpayments are accelerated by
stages which, when considered with the rate reductions, do not increase the
effective corporate rate for any one year above the current 52-percent level.
To the extent this acceleration in payments postpones the benefits to a corpora-
tion from rate reduction, it works at cross-purposes with the intended thrust
of the tax bill. The chamber recognizes, however, that some acceleration may
be necessary to minimize the impact on revenues of rate reduction. For this
reason, the chamber gives qualified support to the acceleration plan in the
House bill.

If the scheduled rate reductions are modified in the future it will also be
necessary to revise the stages of acceleration. If this is not done, effective cor-
porate tax rates could actually rise in some years.

DIVIDEND CREDIT AND EXCLUSION—SECTION 201

The dividend credit, a reform enacted after the most careful consideration
only 10 years ago, is a limited but very essential means of providing relief from
the double tax on corporate earnings and dividends, and thus increasing sources
of equity or venture capital. The basic aim of the 1963 tax legislation is to
stimulate economic growth. It is inconsistent at this time even to consider a
measure which would restrict sources of corporate equity capital by penalizing
these sources with an additional tax.

There is little doubt that equity capital is far more desirable for corporate
financing than is debt capital. Yet our present tax structure. by giving corpora-
tions a deduction for interest payments but not for dividend payments, forces
them into debt financing. In other developed countries of the world the unde-
sirability of pressuring corporations into debt financing is well recognized.
Great Britain overcomes it by giving shareholders a forin of credit for taxes
paid by their corporations, Canada by giving shareholders a 20-percent dividends
received credit. If, as the Treasury has suggested, equity financing has not taken
on new importance in the United States since the passage of the dividend
credit in 1954, then it is imperative that we consider further measures to
equalize the tax results of equity and debt financing, not the repeal of the only
equalizing device we now have. At the very least, the chamber would expect
the Treasury to make a thorough study of alternative devices to stimulate
venture capital and suggest some replacement for the dividend credit before
proposing its repeal.

The House bill would repeal the dividend credit and then temper the harsh-
ness of this by doubling the dividend exclusion. But the net effect of such a
change will only be to encourage modest investments in equity securities. The
investors who are the greatest source of equity capital will receive no stimulus
from an expansion of the exclusion.

The Treasury has adduced a series of figures which indicate that only tax-
payers in high income brackets benefit from the repeal of the dividend credit.
"This is perhaps true to the extent that individuals with higher incomes are those
more likely to do what the dividend credit was designed to encourage, i.e., make
substantial investments in securities. It is certainly no criticism of the divi-
dend credit to say it benefits most of those who react as the credit wishes them
to.

Of all the measures that could be used to lift the burden of double taxation
and to encourage investment in equity securities, the dividend credit is the
fairest to lower income taxpayers. The credit gives all taxpayers, regardless of
bracket, the same $4 tax relief for every $100 of dividends. By contrast the
dividend exclusion, offers greater proportionate benefit to upper bracket tax-
payvers. For example, the present $50 exclusion gives only $10 tax relief to a
bottom bracket taxpayer (20-percent rate) but gives as much as $45.50 tax re-
lief to an upper bracket taxpayer (91-percent rate).

Because the increased exclusion which has been substituted for the dividend
credit is of nominal value to low bracket taxpayers, many low or middle income
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taxpayers who are wholly or largely depeudent on dividend income will be
seriously harmed. For example, a retired person over age 65 receiving only
$3.500 income all in the form of dividends could find that his or her tax bill
would actually be increased a few dollars by H.R. 8363. Such an increase could
occur on income up to $13,000. These increases would result even after the
effects of rate reduction and the increased dividend exclusion were taken into
account. A person with dividend income in these modest amounts might well be
a widow or a disabled person who invested lump sum proceeds of life or dis-
ability insurance. Assuming that an individual in such a situation would talke
pains to choose high dividend yield securities, $3,500 could easily be earned
on an investment of less than $70,000.

I«:ior all these reasons, the chamber strongly opposes repeal of the dividend
credit.

INVESTMENT CREDIT—SECTION 202

As this committee knows, the chamber raised a question in its testimony in
1962 and 1963 as to the propriety of using tax credits to accomplish economic
and social reforms. We do not like subsidies in the tax structure for business
or anyone else. We favored measurable deductions such as an initial allowance
which enter into the cowmputation of cost and the established pattern deter-
mining net income. At that time we supported the basis adjustment only because
it was the kind of provision that would fit the credit more nearly into the Revenue
Code’s existing concepts and pattern of capital recovery.

However, since the administration and the Congress have decided upon the
credit instead of an increased deduction or initial allowance as the best method
to make our investiment writeoffs more comparable to those allowed by other
nations it must stay in the law; and the basis adjustment should be elimminated
so as not to diminish the already inadequate allowance by trying to fit it into
the conventional depreciation pattern.

Increasing corporate rate reduction by an additional 1 percent would not
Jjustify repealing the credit. If a 1-percent rate reduction were substituted for
the investment credit, corporations investing only a small portion of earnings
in new plant and equipment would be benefited at the expense of those cor-
porations making substantial new investments. The many small unincorporated
businesses would be unfairly discriminated against.

The chamber believes that, despite its drawbacks, the investment credit has
been a significant factor in encouraging investment in new plant and equipment.
It will, of course, take several years before its incentive effect will fully be
reflected in corporate investment policies. If it is repealed only 1 or 2 years
after its enactment, the business community will be unwilling to pursue longrun
investment programs for fear that another shift in tax policy 2 years hence will
agains upset reasonably developed expectations. Moreover, the business com-
munity will begin to question whether the Government is genuinely interested in
encouraging capital investment.

The major criticism of the investment credit, as I have said, is the complex
basis adjustment provision. By providing for the repeal of the basis reduction
requirement of the credit, the House bill removes one of the complex features and,
at the same time, augments its incentive effect. For these reasons, the chamber
actively supports the repeal of the basis reduction requirement. There is no
doubt that many more businesses would avail themselves of the credit if this
requirement were repealed.

The chamber also supports the other proposals for modifying the investment
credit which are contained in the House bill. We would like to call particular
attention to the provision declaring that it is Congress’ intention that regulatory
agencies shall not “flow through” the investment credit to a utility’s customers.
As written, this provision would not bar the Renegotiation Board or the Depart-
ment of Defense from deeming corporations to have higher profit levels because
of the investment credit. We believe that a “flow through” in Government con-
tract negotiations would be as antagonistic to the purposes of the credit as it
is in the area of public utilities. The statement of congressional intent as to
the ban on “flow through” should be expanded to include Government procure-
ment and renegotiation.

GROUP TERM INSURANCE—SECTION 203

The House committee recognized, as does the chamber, the benefits to the
national economy that results from encouraging employers to provide group term
insurance for their employees. We also recognize that some limitation on the
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amount of such insurance which may be provided without taxing the employee
may be necessary to eliminate possible abuse. The House bill has attempted
to balance these interests by imposing a fixed $30,000 limit on tax-free group
termm insurance. The chamber feels that this fixed dollar limit will hamper
employers who wish to provide group term insurance for their employees on
a rational and equitable economic basis.

As in the case of any employee benefit, employers will naturally and logically
wish to base an employee’s insurance protection on his value to the company.
Since the value of an employee is best measured by his wages, the chamber
recommends that an exclusion from tax based on a multiple of earnings be sub-
stituted for the fixed dollar limit contained in the House bill. This earnings
multiple limit recommended by the chamber would be realistic, reasonable, and
practical, and would adequately prevent abuse.

The provisions in the House bill with regard to the amount to be taxed to the
employee if the term insurance limit is exceeded are unduly complex. To the
extent employees receive protection in excess of the limit, the House bill requires
several calculations, using complex formulas, to allocate the cost of insurance
on the basis of age brackets. All of these calculations must be made for each
employee of the company and must be made anew each year. With almost 50
million individuals now covered under group term insurance, if it costs only
25 cents per individual to make these computations the revenue loss from tax
deductible computations expense would more than offset the nominal $5 million
revenue gain expected to result from the House proposal.

This burdensome and expensive complexity could be dispensed with if insur-
ance costs were computed on a level premium basis; that is, without regard to
age groupings. This is the system of taxing employee group term insurance that
has successfully be adopted in Canada. Since the premium charge to an em-
ployer for a group term policy is based on a single group rate, it is sensible to
use only that rate in imputing a portion of the premium cost to an individual
employee. There is no more reason for reapportioning cost on the basis of age
than there is for reapportioning it on the basis of the health of the employees,
some of whom might not be able to secure any life insurance outside the group.
The chamber accordingly recommends that the use of age brackets in imputing
insurance cost be dispensed with and that the imputed amount be determined by
reference to the group rate paid by the employer.

REIMBURSED MEDICAL EXPENSES—SECTION 204

The chamber supports the provision in the House bill requiring inclusion in
gross income of health insurance reimbursements to the extent they exceed actual
expenses. The excess of reimbursement over cost represents income rather than
a loss recovery and should be subject to tax.

SICK PAY EXCLUSION—SECTION 205

The chamber has consistently opposed the sick pay exclusion as an unjusti-
fied erosion of the tax base. It gives an unwarranted benefit to employees who
often have only minor ailments and it may, in fact, encourage absenteeism. For
these reasons the chamber supports the provision in the House bill limiting the
sick pay exclusion to employees who are absent from work for more than 30
days. While it would be desirable to repeal the sick pay exclusion entirely, we
believe that the House provision will eliminate much of the abuse in this area.

SALE OF RBESIDENCE BY AGED TAXPAYER—SECTION 206

The House bill would permit the exclusion from income of part or all of the
gain realized by a taxpayer over age 65 on sale of his personal residence. The
chamber recognizes the aged taxpayers are often forced to sell their homes and
move to new quarters either because of retirement or a changing family situation.
If these taxpayers reinvest their sales gains in the purchase of new homes they
are presently protected from tax by the residence sale rollover provision of the
code. But, for a variety of reasons, older taxpayers often prefer to move to
apartments or other nonowned housing. The chamber believes that there is
Imerit in the proposal to allow aged taxpayers to keep intact the proceeds from
the sale of their residences under these conditions.

The provision in the House bill, however. operates in a regressive fashion.
The higher the sale price of a taxpayer’s residence, the lower the percentage of
his gain that is excludable from income. For example, a taxpayer selling a
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house for $20,000 excludes all his gain from income whether that gain is $5,000
$10,000, or even $20,000, while a taxpayer who sells a house for $30,000 is per:
mitted to exclude only two-thirds of his gain from income even if that gain is
only a few hundred dollars. Any provision imposing a higher tax on an indi-
vidual with a lower gain, merely because he is dealing with a more expensive
asset, has no place in the income tax laws. It is a form of capital penalty
wholly unrelated to the purpose of the provision to relieve aged taxpayers of
undue tax burdens.

It would be most appropriate to have no limitation on the amount of gain
which can be excluded from income. If the Congress Jetermines, however, thai
some limit is necessary, the chamber believes that a limitation based on a fixed
percentage of gain would be most equitable.

ELIMINATION OF DEDUCTION FOR SOME STATE AND LOCAL TAXES—SECTION 207

The House bill proposes to eliminate the present deduction for State and local
taxes other than property, income, and general sales taxes. The taxes which
will be eliminated as deductions are generally small in amount and difficult to
document. For this reason, we support the proposal. We would strenuously
oppose, however, any further narrowing of the deduction for State and local
taxes, since we feel strongly that the accommodation reached between the States
and the Federal Government in this important area must be preserveg.

Also, we feel strongly that further “grossing up” of the tax structure or the
imposition of a tax upon a tax cannot be defended in a high-rate income tax
structure.

CASUALTY LOSS DEDUCTION—SECTION 208

The proposed $100 floor on casualty loss deductions is a reasonable provision,
and the chamber supports it. The policy considerations which support the deduc-
tion for casualties suffered by the taxpayer are not applicable when the casualty
in question is merely a minor nuisance loss.

CHARITABLE CONTRIBUTION DEDUCTION-—SECTION 209

It is desirable to extend the 30-percent charitable deduction limit now provided
for certain charitable groups to all publicly supported and controlled charities,
so as to assist these organizations in raising funds, and the chamber supports this
provision in the House bill. There is no justification for the discrimination
in the present law.

The chamber also supports the provision in the House bill which allows cor-
porations a 5-year carryover for excess contribution deductions. This provision
will encourage corporations to support substantial charitable projects in in-
stances where they might otherwise be hesitant because the gift involved would
be in excess of the present limit.

The provisions in the House bill limiting the deductibility of gifts of future
interests in personal property are also a desirable reform, to prevent abuse in
this area of charitable giving.

MEDICAL EXPENSE DEDUCTION—SECTION 210

The chamber supports the repeal of the 1l-percent floor for drug expenses of
taxpayers over 65. The 3-percent floor on medical expense deductions does not
apply to taxpayers after age 65, and it is reasonable to make the same conces-
sion in the case of drug expenses.

The income of a taxpayer over age 65 is generally shrinking at the same time
expenses for drugs and medical care are rising. Allowing such taxpayers to
deduct all of their expenses for drugs and medicines will mitigate their burden
to some extent, at a negligible revenue cost to the Treasury.

MOVING EXPENSE DEDUCTION—SECTION 212 (INTERNAL REVENUE CODE, SEC. 217)

The House bill fills a gap in the present law by authorizing a deduction for
nonreimbursed employee moving expenses to complement the exclusion of
reimbursed moving expenses under present law. In addition, the bill properly
recognizes that the moving expense treatment should apply to new as well as
old employees. One of the strengths of the American economy is the mobility
of its labor force. We believe that no tax barriers should be placed in the way
of this mobility. The chamber also recognizes the fact that an employee who
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moves for his job is incurring an expense that is closely related to the production
of income. For these reasons, the provisions in the House bill allowing a deduc-
tion for moving expenses are most desirable.

But the House bill does not go far enough to bring about the mobility that the
President has requested. There are many expenses of moving that are not cov-
ered by H.R. 8363. For example, a relocating employee often must make an
advance trip to his new area to search for a home; he may have to put his
family in temporary lodgings while awaiting occupancy of his new home; or he
may be forced to move on to his new position in advance of his family and to
take up temporary quarters while awaiting their arrival. Because the expenses
in any of these cases would be directly related to a move for employment pur-
poses, the chamber recommends that section 212 of H.R. 8363 be expanded to
allow their deductibility. If this is not done the tax laws will continue, to some
extent, to deter employee mobility.

In another respect the bill as passed by the House does not go far eunough,
Frequently an employee is forced to move on short notice and dispose of his
residence at less than its full fair market value. If he is reimbursed by his
employer for this loss of market value, the employee should be permitted to treat
this reimbursement as part of the proceeds of sale. The payment in such a case
is directly related to the sale of the residence and the tax treatment to the
employee should recognize this fact.

“BANK LOAN’’ INSURANCE—SECTION 213

Under the terms of the House bill interest deductions would be disallowed in
certain cases where borrowings are systematically made to purchase life in-
surance. There are unquestionably instances of excessive use of borrowed funds
to purchase life insurance, and the chamber agrees that the law should be
amended to prevent these abuses. Unfortunately, the provisions of the House
bill contain a multitude of subjective tests and a mass of limitations and quali-
fications. The chamber questions whether it is necessary to introduce such
complexity into the code to eliminate this minor tax advantage. The chamber
also questions the use of subjective tests that will create much uncertainty
for the taxpayer in planning his activities.

The chamber supports the purpose of the provision in the House bill, but
strongly recommends that it be simplified and placed on a more objective basis.

STOCK OPTIONS—SECTION 214

The chamber concurs in the view expressed by the House Ways and Means
Committee that the basic stock option tax provisions should be retained because
of the benefits to the economy which are derived by encouraging corporate man-
agement to have an active stake in their corporations. The chamber also recog-
nizes that the present provisions of the code regarding employee stock options
have given rise to unintended tax benefits. For this reason the chamber supports
most of the stock option reforms contained in the House bill. In general, these
reforms should curb the occasional excesses without limiting the effectiveness
of bona fide stock option plans.

The chamber opposes, however, the provision in the House bill which would
reduce the maximum life of an option from 10 years to 5. It may take several
years for the efforts of an employee to be reflected in the market price of stock
covered by an option. A 5-year period may make it impracticable for companies
to use stock options as incentive devices. For example, if an option is granted
at the peak of a business cycle the 5-year period might not be enough to carry
through the downturn and subsequent recovery that are likely to complete the
cycle. To be of value stock options should extend over a period of time long
enough to assure the employee the opportunity to benefit from the long-term
growth of his company, unaffected by business cycles.

There 1S no need to force early purchase of stock to assure that stock
options will work as incentive devices. As soon as an option is issued to
him, an employee has the same incentive to improve his company’s position as
he does when he is the actual owner of stock. The only effect of a 5-year
life rather than a 10-year one will be to encourage an employee to cause a
quick, short-terin improvement in his company’s position at the expense of
longrun growth. This will not be beneficial to the economy.

As now drafted the bill requires that a qualified stock option plan “by its
terms” have no more than a 5-year life and be nonexercisable while a prior
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option is outstanding. Since it is contemplated that these provisions will be
made retroactively effective on June 11, 1983, corporations: which 'presently
wish to issue option plans are in a difficult position. Because it is possible
‘these restrictive provisions may be modified before the bill is passed, it may
‘not be proper or necessary to meet these requirements in their present form.
Yet if an option does not “by its terms” meet them it may be nonqualified
Even if an option issued today does by its terms” meet these requirements it
may become nonqualified if the requirements are changed.

" It is true that the phrase “by its terms” is used in the present stock options
provisions of the code. Howerver, its use there presented no problems because
employers presumably did not issue stock options until they were accorded
legal sanction by the enactment of the present code provisions.

The chamber accordingly recommends that the phrase “by its terms” be
deleted or that employers be permitted, without penalty, to modify plans issued
between June 11, 1963, and the date of passage of the bill, so as to comply
with the requirements of the provision.

INTEREST ON CERTAIN DEFERRED PAYMENTS—SECTION 2145

Under present law there is no requirement that persons selling property
on an installment basis report any income from interest unless interest is
separately stated in the contract. The chamber agrees that some reform in
this area is appropriate. We are concerned. however, that the provisions in
the present bill may give too broad an authority to the Treasury Department
to determine a standard rate of interext.

The Treasury'’s power to allocate interest should be limited to those cases
where no interest isx stated in the agreement or where there is affirmative
evidence that the stated interest was not arrived at in a bona fide manner.
The rates of interest on fairly negotiated contracts may reasonably be as
low as 2 or 3 percent. The seller should not be penalized merely because
he cannot. in arms-length bargaining. securc a rate of interest on his funds
that the Treasury deems satisfactory.

PERSONAL HOLDING COMPANY TAXATION—SECTION 216

The Treasury has pointed out that means have been developed to circum-
vent the effectiveness of the personal holding company provisions in present
law, and the House bill contains measures to make these provisions more
effective. The chamber favors the elimination of abuses in this area, but
questions whether amendments requiring 43 pages in bill form are necessary
to correct present deficiencies in the law. The chamber generally supports
the House proposals regarding personal holding companies, but urges that
every effort be made to simplify them.

The chamber also recommends that section 333, the provision of the code
designed to encourage the liquidation of personal holding companies, be modi-
fied. At present stock and securities acquired by a corporation after December
31, 1953, are taxed the same as cash in a section 333 liquidation. This
cutoff date was originally set at April 9, 1938, the date of enactment of the
predecessor of section 333, to prevent liquidating corporations from avoiding
tax by converting cash into securities immediately before liquidation. In line
with this purpose, the cutoff date has been advanced several {imes throughout
the history of section 333, most recently upon the enactment of the Internal
Revenue Code of 1954. Consistent with prior legislative practice this date is
again due for advancement. Unfortunately, H.R. 8363 advances it only with
regard to corporations brought within the personal holding company provi-
sions by the changes that H.R. 8363 effects in those provisions. Because
established legislative practices have recoguized the desirability of encouraging
the liquidation of all personal holding companies, the advancement of the
cutoff date should not be so narrowly limited.

As an alternative to the sporadic advancing of this cutoff date, the chamber
recommends the adoption of a moving date. fixed for any corporation 2 to
3 years before its liquidation. This proposal, which has also been made by
the Section of Taxation of the American Bar Association, would adequately
prevent misuse of section 333 while solving, once and for all, the problem of the
cutoff date.

The chamber also renews its request, made before the House committee, that
section 341 be made inapplicable for a time to corporations newly brought within



REVENUE ACT OF 1963 483

the definition of a personal holding company. If this is not done shareholders
of many corporations which have accidentally become classified ax personal
holding companies may be burdened with a large tax liability through no fault
of their own.

AGGREGATION OF OIL AND GAS PROPERTIES—SECTION 217

The taxation of mineral and extractive income should not be modifled in a
piecemeal fashion. The President has recommended comprehensive studies of
the overall problems in this area and it is our understanding that such studies
are going forward at the present time. The chamber recommends that any
modification of the law in the area be deferred until the results of these studies
have been carefully considered.

CAPITAL GAINS TAX REDU'CTION—BSECTION 219

The chamber has long advocated a reduction in the capital gains tax as a
means of invigorating the investment capital flow in the economy. President
Kennedy, in his 1963 tax message, expressed quite pointedly the importance of
a capital gains rate reduction when he said:

“The present tax treatment of capital gains and losses is inequitable * * *,
[It] affects investment decisions, mobility and flow of risk capital from static
to more dynamic investments, the ease or difliculty experienced by new ventures
in obtaining capital, and thereby the strength and potential for groiwcth of the
cconomy.” [Emphasis added.]

At the time the President’s proposals were first made, the Secretary of the
Treasury also indicated that the capital gains reductions were of major impor-
tance. He said:

“The present provisions are both inequitable in essential respects and detri-
mental to the mobility of investment funds and liquidity in capital markets * * &,

“Independent outside surveys, our own studies, and letters and comments
which are received daily from taxpayers throughout the country indicate clearly
that these substantial reductions will increase taxpayer willingness to realize
capital gains and stimulate a larger turnover of capital assets.”

These arguments of the administration were accepted by the House, which
included a capital gains tax reduction in H.R. 8363. In its report the House
OCommittee on Ways and Means pointed out that the reduction would: ** ‘unlock’
capital investment where the investor is willing to undertake new and riskier
investments needed by the economy * * *. [It] should result in increased in-
vestments and will be particularly helpful in tapping new sources of risk capital.”
These comments leave no doubt that at a time when the free flow of investment
capital is one of the primary concerns of both the administration and the Con-
gress a reduction in the capital gains tax is a particularly appropriate and most
desirable reform.

Since the tax bill was first introduced the administration has surprisingly
reversed its position and now opposes a reduction in capital gains taxes. It is
important to note, however, that the reasons for this about face have nothing
whatsoever to do with the merits of a capital gains tax reduction. The Secretary
of the Treasury has admitted that, even without a change in the tax treatment
of assets at death, the capital gains reduction will still have a stimulating effect
on the economy.

The sole reason advanced by the Secretary of the Treasury for opposing the
reduction is the politically inspired argument that it will give too much benefit
to wealthy taxpayers unless those taxpayers are at the same time penalized with
an additional tax at death. The chamber strongly believes that a capital gains
tax reduction should stand or fall on its own merits. If it will benefit the econ-
omy—and the chamber and the administration both believe that it will—then
the country should not suffer from its loss merely because it is not politically
attractive to reduce the enormous tax burden on upper bracket individuals.

Even assuming that the political implications of a capital gains reduction
must be considered, it is not true that the benefits from this reduction flow only
to wealthy individuals. In 1960, the last year for which detailed figures are
available, 31 percent of the long-term capital gains were earned by taxpayers
with adjusted gross incomes of less than $10,000. TForty percent of the long-term
capital gains were earned by taxpayers with adjusted gross incomes under
$15,000. A large portion of the benefit from this reduction would thus flow to
taxpayers in the lower brackets.
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This point is emphasized by the fact that, on a percentage baslis, the reductions
in capital gains rates are weighted heavily in favor of lower income taxpayers.
These taxpayers receive the advantage of both a reduced inclusion factor for
capital gains and reduced rates of tax on the gain included. while upper bracket
taxpayers receive the benefit only of a reduced rate—and that less than propor-
tionate with the reduction made in the inclusion factor. To put this in specific
figures, the capital gains tax rate on bottom bracket taxpayers falls from the
present rate of 10 to 5.6 percent under H.R. 8363, a reduction of 44 percent.
For taxpayers in the $6,000 to $8,000 taxable income bracket, the rate reduction
is from 15 percent down to 10 percent, a drop of 33% percent. The percentage
of reduction continues to decline as income rises, until all taxpayers with taxable
income of over $26,000 are afforded a drop in rate from 25 percent down to
21 percent, only a 16-percent reduction. Thus middle bracket taxpayers get
twice the percentage rate reduction and bottom bracket taxpayers almost three
times the percentage rate reduction given upper bracket taxpayers.

Since taxpayers earning under $10,000 receive over 30 percent of all reported
long-term capital gains and since taxpayers earning under $10,000 receive rough-
ly two to three times as much percentage benefit as upper bracket taxpayers
receive from H.R. 8363, it seems fair to say that at least on a percentage basis
most of the benefit from capital gains reductions in the bill flows to taxpayers
in the under $10,000 income class. The Secretary of the Treasury has conceded
that percentage reductions in tax are the best indicators of the effect of the
bill.

Even if the reduction in capital gains tax was to some extent related to a
change in taxation of assets at death in the initial proposals of the administra-
tion, the reduction has been so watered since it was originally proposed that
the administration has been adequately compensated for a failure to secure a
change in taxation at death. The inclusion factor in H.R. 8363 is 40 percent
rather than the 30 percent originally proposed by the Treasury; the maximum
rate is now 21 percent rather than 19.5 percent: the holding period is now 2
years rather than 1 year, and the corporate capital gains rate has not been re-
duced at all. rather than being reduced 3 percent as proposed by the Treasury.

The benefit to the economy from the invigorated flow of capital which this
reduction would cause is well recognized. The reduction is, however, tailored
to our current economic needs for still another reason. A major drawback in
the administration’s tax program is the tremendous short term loss of revenue
jt will create until its accelerating effect on the economy is realized. The re-
duction in capital gains tax will provide a major source of additional revenue
during this short run period because of the extra tax receipts produced by the
unlocking of capital. The House committee estimated, in their report on H.R.
8363, that $350 million would be gained in calendar 1964 and $210 million in
calendar 1965. The Treasury estimates are a bit lower, $210 million in 1964
and $80 million in 1965. But whichever figures are accepted, it is undeniably
true that the capital gains reduction will contribute major amounts of short
run revenue while at the same time stimulating the economy to higher produc-
tive levels. It is difficult to imagine a provision more custom designed to fit
our present needs

For these substantial reasons, the chamber strongly supports the reduc-
tion in capital gain taxes contained in H.R. 8363. We urge. however, that the
reduction in the maximum rate under the alternative tax should be made pro-
portionate to the reduction in the inclusion factor for capital gains. This calls
for a maximum tax on class A capital gains of 20 percent rather than 21 per-
cent as in the House bill. By offering a greater proportionate capital gains tax
reduction to lower and middle bracket taxpayers, the new capital gains rates
disfavor the stimulation of new investmnent from its most significant source.

The chamber also recommends that this committee consider, in addition to the
reductions in the House bill, a broader change in the capital gain provisions
which would allow taxpayers to liquidate capital investments free from tax so
long as the proceeds are immediately reinvested. A tax imposed on an indi-
vidual merely for shifting from one capital asset to another is in fact a capital
levy or a transfer tax, and is not properly a part of the income tax structure.

As an alternative to this “rollover” exemption or as a supplement to it, con-
sideration should also be given to taxing capital gains on assets that have been
held for 10 years or more at an extremely low rate. Much of the gain after so
long a holding period is attributable only to inflation. Becawse of the long
bholding period requirement, this provision could not be used as a device to
circumvent taxation.
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SALE OF DEPRECIABLE REAL PROPERTY—SECTION 220

The present tax treatment of depreciable real property is not in harmony with
the treatment of other depreciable property. Within the last 2 years two im-
portant reforms have been introduced in nonreal property depreciation. The
code has been amended to prevent the use of depreciation to convert ordinary
income into capital gains and the policies and regulations of the Treasury have
been amended so as to provide for modern, realistic rates of depreciation.

The House bill provides for extending the first of these reforms to cover
real property. The chamber agrees that such an extension is desirable. At the
same time, however, we believe that the second of these reforms, realistic de-
preciation, should also be extended to include depreciable real property. ‘The
present depreciation of real property does not adequately provide for obsolescence,
which is a major problem in a rapidlyv changing economy such as ours. This
is particularly true in the case of special purpose” buildings. A thoroughgoing
review of the problems in this area and the enactment of a modern depreciation
provision is long overdue.

AVERAGING OF INCOME—SECTION 221

Steeply progressive income tax rates work an unfairness to taxpayers with
bunched income. The income averaging proposal contained in the House bill
overcomes some Of the grossest inequities in this area, and the chamber sup-
ports it.

This committee should recognize, however. that the present proposal does not
offer any relief to individuals whos~e incomes gradually build up to a high
peak. Many professional men, for example, slowly develop their earning power
until it is maximized when they are 45 to 55 years old. During the relatively
short period for which this level of earnings can be maintained, many a man
must put his children through college and get them started in life, while at the
same time saving enough to provide for his own retirement. The chamber
recommends that consideration be given to a more general averaging provision
which would provide for relief for these taxpayers.

REPEAL OF CONSOLIDATED RETURNS TAX—SECTION 222

The chamber strongly supports the provision in the House bill which would
repeal the 2-percent tax on consolidated returms. A corporate group which
files a consolidated return suffers a penalty in losing the benefit of multiple-
surtax exemptions. There is no reason why it should be further burdened with
a penalty in the form of an extra tax. The filing of consolidated returns is not
necessarily tax motivated but follows naturally and logically from a business
decision to prepare consolidated audit reports. The Commissioner is empowered
to prevent corporations from gaining an unfair benefit from consolidation by
frequently shifting from consolidated returns to separate returns.

MULTIPLE-SURTAX EXEMPTION—SECTION 223

The Ways and Means Committee has noted that some few mediumn and large
enterprises have adopted multiple-corporate structures. In most instances this
bas been for valid business reasons.

While statutory and judicial principles have been developed which prohibit
splitups for tax purposes, the interchange of normal and surtax rates proposed
in the House bill would increase the incentive to organize new corporations on a
multiple basis. For this reason the bill contains provisions which would penalize
multiple exemptions in the case of corporations under common control. While
the chamber does not oppose reasonable reforms in this area, it seems unfair
to impose a penalty upon corporations engaging in entirely unrelated business
enterprises or upon corporations in which there is a substantial minority interest
merely because of an element of common control. In any case, a penalty as
high as 6 percentage points of rate may be questioned.

BASIS CARRYOVER AT DEATH— (NOT IN PRESENT BILL)

The chamber is strongly opposed to any proposal which would carry over the
decedent’s basis in his property to his heirs at death.

The House Committee on Ways and Means recognized that it would require
almost impossible feats of draftsmanship to produce a workable statutory pro-
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vision accomplishing this result, and wisely decided not to include any such
provision in the tax bill.

Any such carryover provision would impose an impossible burden on tax-
payers. In order to be equitable it would necessarily have to apply not only to
assets such as stocks and securities but also to homes, automobiles, and jewelry,
Records are lacking in most cases as to the cost or other basis of much of the
property. Records which are kept are often in such form as to be unpersuasive
to the Commissioner or to the courts. Thus the recipient of property from
@ decedent would usually have an impossible burden of proof in trying to
establish basis. He would be forced to accept a determination of the Commis-
sioner of Internal Revenue in this regard. even though the Commissioner, who
must construe all doubts in favor of the Government, would naturally fix basis
as a very low level. Where evidence of heirs was lacking a zero basis would
often be assigned to the assets.

The policy considerations underlying the gift basis provisions have no validity
in the area of death transfers. If the gift basis provicions were not as strict as
they are, a taxpayer who carefully regulated his gifts could avoid all capital
gains taxation and could freely shift capital losses so as to gain maximum
tax benefit from them. Since a decedent has no power to control the timing
of his transfers or to pick and choose among the assets he wishes to transfer,
this danger of tax avoidance is not present in the case of transfers at death.

There is at least one further serious objection to a carryover basis. Stepping
up basis to mmarket value when an asset passes through an estate is the only
means of freeing ‘“locked in” capital that the code now provides. The carryover
proposal would not merely perpetuate “locked in” capital ; it would actually mag-
nify the problem because the process of valuation without complete evidence
would tend to drive basis down. Now, when our economy needs: added stimuli
for expansion, is hardly the time to eliminate an important source of investment
capital.

Not only would the elimination of stepped-up basis tend to freeze capital
after it passed through an estate, it would also reduce incentive to build and
develop economic enterprises. The greater the share of man’s assets that the
Government will take after he dies, the less is his incentive to increase the size
of his estate. The proposal to carry over a decedent’s basis is merely an in-
direct manner of increasing the already very substantial capital levy on estates.
As such it will deter the development of capital just as effectively as would a
rise in estate tax rates.

Amendment No. 225 to H.R. 8363, a proposal to provide a carryover basis
which has recently been introduced before the Senate, indicates the correctness
of the House decision to omit any such provision from H.R. 8363. This proposal
is 17 intricate pages in length and yet does not even attempt to resolve a major
problem which disturbed the House Committee. If asset bases were directly
carried over, it would often happen that because of differentials in appreciation,
the relative benefits which a testator desired to confer upon his heirs would be
distorted. Moreover, recipients of particular assets for which a decedent had
kept poor records would be harshly penalized merely because of the decedent’s
neglect. The House Committee rightly decided that, because these serious in-
equities might otherwise result, it was necessary to spread the burden for the
appreciation of all a decedent’s assets among his heirs according to the value
of the property they receive rather than according to the appreciation directly
attributable to that property. Unfortunately, Amendment No. 2235 ignores this
need for apportionment according to value.

In this same proposal, the problems of determining bases are met by providing
that, in the absence of other information, the fair market value of property at
the time the decedent acquired it will determine its basis. This would, naturally,
be the course followed by the Commissioner and the courts even in the absence
of such a provision. Without records of the decedent, however, it is likely that
the date of his acquisition will not be determinable. Even if this data is ascer-
tained, the problems of determining the fair market value of assets at dates years
removed, are so great as to bring this entire proposal into question.

Amendment No. 225 also attempts to avoid many problems of ascertaining
basis by exempting “property (not including property of extraordinary value)
which is a personal or household effect” from its application. The use of such
vague language only passes on to the courts a problem which the draftsmen were
unable to solve.

For all these reasons, the chamber urges that Amendment No. 225 or any
other similar proposal be defeated.
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AMENDMENT TO 1KRC SECTION 274— (NOT IN PRESENT BILL)

The chamber urges the adoption of S. 2068, the proposal to modify the present
treatment of deductions for business travel and entertainment. The provisions
of current law on this subject are so complex and confusing that the average
businessman finds it difficult to be reasonably certain of compliance. He may
often forego activities which would benefit his business because of doubts as to
their deductibility. If he makes an expenditure in an area where the statute
and regulations are unclear, he often is dismayed to find that merely proving
the expense was made for bona fide business purposes is not enough to assure
deductibility.

S. 2068 will (1) simplify the rules governing travel and entertainment expenses
so that the average businessman can understand them, and (2) modify the law
so that bona fide business expenses are less likely to be denied a deduction. It
guards against unjustified deductions by retaining the record-keeping require-
ments that were enacted into law last year. The enactment of S. 2068 would
remove a major area of friction and misunderstanding between business and
the Internal Revenue Service, and thus benefit tax administration in general.

PROPOSAL TO AMEND IRC SECTION 167— (NOT IN PRESENT BILL)

The chamber strongly supports the proposed amendment to H.R. 8363 which
would extend the Treasury’'s depreciation guidelines to taxpayers as a matter
of right. This proposal would make the computation of depreciation deductions
simple and certain.

By eliminating the reserve ratio test this proposal would encourage many
more businessmen to utilize the guidelines and thereby develop modern asset
replacement practices. The reserve ratio test works at cross purposes with
the guidelines. It will cause endless and unnecessary controversies upon audit
of tax returns. Because it is developed on the ideal model of a large asset
account with a steady flow of replacements, it effectively prevents businessmen,
who for valid reasons do not happen to conform to this ideal model, from using
the guidelines.

Appendix B to Testimony of Joel Barlow on Behalf of National Chamber

REVIEW OF NATIONAL CHAMBER'S TAX POSITION AND PROGRAM

In giving our qualified support to H.R. 8363, we have done so with the thought
that if we are ultimately to realize our goal of meaningful tax rate reduction,
we must not discourage the first step in that direction as inadequate as it would
seem to be. To give the committee a belter understanding of the National
Chamber’s conception of an adequate tax program for rate reduction, this paper
is filed as a supplement to our oral statement today on H.R. 8363.

A BRIEF STATEMENT OF THE ECONOMICS OF TAX RATE REDUCTION

Our income tax structure is a graduated structure taking steadily higher
and higher portions of income from the income earner as incomes rise. We
penalize or punish success most severely. A growing number of people, there-
fore, have concluded that if we are to prevent the choking off of economic re-
coveries and if we are to stimulate more growth, we need to cut taxes across
the board and, in addition, particularly cut those tiaxex which retard both saving
and new risk-taking. Such cuts would enlarge the deficit in the short run, but the
individual and the corporate cuts would reinforce one another to help generate
larger incomes and, therefore, reduce the deficit in the longer run.

It was estimated by Government officials, for example, that in 1962 if we
had been operating at reasonably full employment, total income and total
output would have been $30 billion higher. But Federal tax receipts would
have absorbed about one-third or roughly §9 billion in excess of the then current
tax collections. Private saving would have boen up 85 or $6 bi'lion. Thus,
taxes and savings would have drawn some $14 or $15 billion from the economy.
This would have had to be concurrently offset by additional investment or other
expenditures, if full employment were to be obtained and maintained. This
meant, for example, that at the levels of Government expenditures of a year
ago the tax system barred the way to full employment unless we were able
to raise private investment about $14 or $15 billion above the then current
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levels. These matters were fully explored in an address by Mr. Walter W.
Heller before the American Statistical Association in September 1962.

On June 7 of last year the President reinforced this idea in these words:
“* ® * our tax structure, as presently weighted, asserts too heavy a drain on a
prosvering economy.”

Again in 1962 Secretary of the Treasury Douglas Dillon said: “The current
tax structure siphons off so large a fraction of the increased income generated
by business recovery that forward momentum is dissipated before full employ-
ment and full utilization of industrial capacity can be reached.”?

Ther¢ is a very broad consensus among economisi{s that the foregoing analysis
is valid. It is for this reason that a tax cut is particularly urgent at this
time—that is. bhefore the recovery from the last recession. which began in
February or March of 1961, is aborted.

While the proposed tax changes in H.R. 8363 are heavily weighted in favor
of reductions for individuals in the lowest income group, in terms of leverage
and effective economic impact there is good reason to believe that cutting the
middle and the upper income tax brackets and reducing the corporate rate would
be most edective. In order to have our economy grow, everyone agrees we
must have more investment. We need more investiment in existing jobs in order
to make the current jobs better paying and more productive jobs. We need to
create an enormous nuinber of new jobs beciiuse the labor force will grow at
least H0 percent faster in the next 7 years than in the last 7. By 1965 we will
have 1.2 million more youngsters reaching working age in a single year than we
had in the previous year, just ax this year we have about a million more young-
sters reaching age 16 than reached this age last year. This rise is due to the
high marriage and birth rates at the end of World War II. It takes some $15,000
to $20.000 of after-tax investment for each job. The arithmetic calls for much
more saving and investment in the years ahead.

It is regrettable that the corporation income tax rate is not being subjected to
more drastic surgery in H.R. 8363. Business taxes, including the corporation
income tax, largely and inevitably find their way into the price and cost struc-
ture. In terms of balance-of-payments problems efforts should be made to re-
duce those taxes which almost inevitably raise the cost (and, therefore, the
price) at which output can be produced.

We recognize that there is disagreement on the incidence of the corporation
incomne tax, but most economists agree today that the bulk of the tax is shifted
forward to consumers in higher prices. Some of it, of course, is shifted to share-
holders, particularly in the case of marginal companies, thus giving rise to the
problem of double taxation of corporate earnings.

The corporate income tax then is to a very considerable extent a cost which
the producers take into account just as other costs are taken into account, when
new plans are considered for enlarging capacity, for initiating new methods
and products and in developing new lines.

Suppose, for example, that in the light of other uses for funds and the risks
of failure being taken into account, a corporation’s management defers new
investment until a prospective return of 10 percent looks promising. At the cur-
rent corporate income tax rate of 52 percent the tax is 10.8 percent of invest-
ment and the return plus the tax together equal 20.8 percent.

To put the matter another way: Under these conditions new investment and
new ventures tend to be deferred until they hold out the prospect of earning 10
percent net; that is, after taxes. The tax defers new capacity. It defers new
enterprises which would be promising were the corporate income tax substan-
tially lower. Furthermore, older equipment tends to be used longer. This
induces a rise in the average age and obsolescence of our capital equipment. It re-
duces the investment in tools per worker. Furthermore, to induce new invest-
ment, the pretax anticipated yield on proposed or contemplated new investment
must be progressively higher (not just proportionately higher) as the tax rate
rises.

For example, when the corporate income tax was as high as 75 percent for
every dollar of net return to the investor, the corporation had to earn $4: $1
for the investor and $3 for the U.S. Treasury. With the corporation tax rate
at 52 percent, for every dollar going to the investor, the corporation has to
earn $2 plus: Approximately $1 for the investor and $1 for the U.S. Treasury.
Thus, a reduction in the present 52-percent corporate rate would yield benefits
to society substantially in excess of the proportion of the tax cut. For example,

2 Testimony, Joint Economic Committee, Aug. 13, 1962.
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a reducion of 12 percentage points from 52 percent would yield more than 40
percent of the benefit to be obtained by abolishing the corporate tax entirely.
This demonstrates the highly favorable leverage of a substantial reduction in
the corporation tax rate.

In short, the indictment against the corporation income tax is most compelling
in terms of jobs, values to the consumnier and in terms of faster economic growth.

Furthermore, since our income tax system is a graduated one, if we do not
from time to time cut down on the rates, we will find that the Government sector
will inevitably grow larger proportionately than the private sector. If, for
example, average incomes in one or two generations should reach $25,000 per
family, which is not unlikely, the present tax structure would absorb an enor-
mous proportion of our national income simply because nearly every family
would be lifted into very high tax brackets. Then we would be more than half
socialized, without any deliberate congressional decision to move in this direction.

OUR TAX STRUCTURE IS THE PRINCIPAL BARRIER TO GROWTH

For many years the national chamber has been acutely aware of the problems
involved in the economics of taxation. Accordingly, we have repeatedly em-
phasized the inadequacy, inequity, and repressive effect of our steeply progres-
sive income tax structure.

Time and again in testimony before the Congress we have pointed out how
our steeply progressive rates stifle capital formation and economic growth; how
they handicap us in competing for world markets: how they discriminate against
and discourage those who must be relied upon for investment in productive fa-
cilities, and for funds for research and development to create new industries,
new products :iind new jobs.

We have tried to make it clear that a progressive rate structure that penalizes
investment in jobmaking facilities, that discourages initiative, risk taking and
extra effort makes all taxpayers losers—the poor as well as the rich, and labor
as well as owners and management.

We have recognized the hardship and the deterrent to consumer spending at
the bottom of the rate scale, and we have repeatedly recommended tax cuts
from the bottom to the top.

THERE IS TOO MUCH RELIANCE ON THE INCOME TAX

We have stressed the need for a more balanced tax structure. This would have
to include a significant alternative source of revenue such as a low-rate excise
tax or value-added tax to obviate the need for what has come to be recognized
as a misplaced reliance on the progressive and repressive income tax rates.

It has been apparent for many years that this unbalanced structure has be-
come an increasingly heavy drag on the economy ; that it cannot continue to pro-
duce some 80 percent of all Federal revenues, as at present; and that, as eco-
nomic momentum is lost due to the tax drag, continuing deficits and annual im-
balances are inevitable.

EXCESSIVE EXPENDITURES PREVENT A SOLUTION

We have not, of course, attributed all our fiscal troubles to our failure over the
years to design a sound tax system. Much of our difficulty comes from a continu-
ing and unwarranted high level of expenditures. These are our two basic fiscal
problems and certainly the most critical problems at the moment. The solution
of one will not come without the other.

OUR TAX STRUCTURE DISCOURAGES INVESTMENT

For more than 30 years we have lived under a tax structure that encourages
consuinption and discourages investment. The result is a low-investinent high-
consumption economy. Investinenft in productive facilities and investment in
relation to gross national product is lower in the United States than in most of
the other industrial nations. This is one reason we have been falling behind
in the race for space and in the race for markets. The new European Economic
t.(l‘;]ommunity with its vast resources and markets presents a real competitive

reat.

As Walter Lippmann has pointed out, ‘“the new reality” we now face is the
failure of the United States under two Presidents to cope successfully with this
chronic economic sluggishness “which contrasts so vividly with the exuberant
expansion of Western Europe.”
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We have repeatedly pointed to our critical economic situation, to the slow-
down in investment and growth, the unfavorable balance of payments, the failure
fully to recover from recessions, the downward trend in profits, the unavoidable
and increasing reliance on Government spending for research and development
and production facilities, the gradual liquidation of companies caught in the
squeeze between high tax rates and low depreciation rates, and those caught in
the squeeze between unreasonably low profit allowances on Government contracts
and the high levies of the incomme tax and renegotiation (which is essentially an
additional tax without a rate).

Most of our excess capacity today is obsolete, high-cost capacity, and princi-
pally because of the tax and profit squeeze. It will take investors and not just
consumers, to modernize it and put it back to work. It takes many thousands of
dollars after taxes just to provide the facilities for one job.

HIGH TAX RATES ARE FORCING LIQUIDATIONS

We have watched at first hand company after company—small companies and
medium-sized companies—liquidate, sell out, and merge because of the Govern-
nment's unwise, archaic tax policies. The constant threat of income tax penalties
for accumulating earnings, and the prospect of estate tax penalties, in the form
of confiscatory capital levies on business investment, have all too frequently
forced the small businessman to liquidate or merge.

This, of course, works in direct conflict with the antitrust laws, and too often
the stifling tax effect is compounded by a court decree that the large company
hold back production, research, and new product development so that it will not
preempt too large a share of the mnarket.

Small wonder then that the countries of Western Europe, with more benevolent
tax policies and more realistic concepts of comnpetition are “exuberantly expand-
ing” and attracting American investment in new plants while we remain sluggish
and less able to cope with their competition for world markets—or, perhaps, even
for our own.

THE ENCOURAGING PROSPECT OF MEANINGFUL RATE REVISION

Thus the chamber and the business community were greatly encouraged in
1961 and 1962 when assurances came from the President and his Cabinet in
their many messages and speeches that they recognized the urgent need for
changes in the tax structure to cncourage extra effort, investment and risk
taking.

We were reassured to hear them emphasize our basic theme that ‘“we can no
longer be content merely with the level of capital formation that will result
from a response to increased consumer demand”; and that ‘‘the most urgent
need is a change in the tax structure to take away the deterrents to investment”
in modern facilities and in research and development so as to make possible
new and better products, more jobs, and an improved competitive position in
world markets.

For the first time in years we had some assurance and hope that the steeply
progressive tax rates might come off proportionately as they went on in the
1930's and we would have an end to the overemphasis on (1) the Keynesian
theory of consumer spending, (2) progressive taxation as the panacea for fiscal
ills, and (3) the political arithmetic in ratemaking.

THE DEPRECIATION GUIDELINES AS A FIRST STEP

We were encouraged when the Treasury initially moved in this direction
by relegating the discredited bulletin F' depreciation rates to the ash heap
and adopting more realistic depreciation guidelines which put a new and long-
overdue emphasis on obsolescence. Next to tax rate revision, depreciation rate
revision has been for years the most important plank in the chamber’s tax
program. We had misgivings about the reserve ratio test and the day of reckon-
ing in 1965 but so much had been accomplished by the Treasury that we were
not disposed to be too critical at that time. A start toward solution of a vexing
problem was required.

THE 7 PERCENT INVESTMENT CREDIT

We were also encouraged when the President proposed a statutory as well
as an administrative change in the writeoff of productive machinery and equip-
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ment. Although we oppose the tax credit method because of its inadequacy,
and also because it is a subsidy entirely out of place in a tax structure, we
commended the President for his recognition of the urgent need for a realistic
writeoff of facilities more comparable to that allowed by the other industrial
nations of the world.

Again after the President’s tax reform speech on December 14, 1962, we were
encouraged to believe that the principal emphasis in tax reduction would not
be on increasing consumer spending, but on “a direct approach to investment
incentives,” as Secretary Dillon had so well expressed it earlier.

THE TREASURY’'S TAX PROPOSAL AND H.R. 8363

But, unfortunately, we were once again to be disappointed and discouraged.
The Treasury proposal could not have been better designed to shift more and
more of the burden to the investors and business and professional men of the
middle and upper brackets. H.R. 8363 is only a mild improvement. The steep
rates do not come off as they went on.

The serious failure of the rate revision proposals in H.R. 8363 to encourage
capital formation has the unfortunate effect of undoing the intended benefit
of some well-designed changes such as 5-year averaging and capital gain revisions.
The rate reduction and the tax reforms work at cross purposes. There has
been a lot of running just to stay in about the same place. But still the running
toward rate revision is in itself signiticant and must be encouraged.

The long-overdue corporate rate reduction is largely offset short-term when
it is needed most by acceleration of tax payments for the larger companies.
Corporate tax payments will actually not be reduced until 1966.

The Treasury states that rate reduction for business has been minimized
because the new depreciation guidelines and the 7-percent credit ‘‘reduced cor-
porate liabilities’” by substantial amounts in 1962 and 1963. Quite inexplicably
reduction in liabilities has been confused with postponement of liabilities. Iore-
closure from participating fully in permanent rate restructuring is too high
a price to pay for depreciation reforms that do no more than permit the realistic
writeoff of a cost. Here again the tax proposals are still working at cross
purposes.

THERE IS NO PROPORTIONATE REDUCTION

The pattern of individual rate reduction is not entirely surprising considering
the inevitable political implications—about 23 percent in the lowest bracket as
compared with approximately 20 percent in the highest bracket. But when the
so-called structural changes are taken into account, we find that 38 percent of
the tax reduction and relief has gone to the low-income brackets and only 9
percent to the upper brackets. The tax structure will now be more progressive
than before. There is more emphasis than ever on consumer spending. (‘on-
siderably more of the tax burden has been shifted to those taxpayers who were
assured they would be relieved of some of their burden as an encouragement to
investment, risk-taking and extra effort.

NOT ENOUGH RATE REDUCTION FOR GROWTH

Not only did the original Treasury proposals fail to bring about really mean-
ingful rate reduction to remove tax barriers to growth, but the ‘“promised reform”
to simplify the tax structure and make it more equitable was also missing. The
“permament restructuring” would have made the tax structure even more com-
plicated. The word “refrom” is a misnomer and H.R. 8363 drops any pretense
of major reform. The principal reforms with two or three exceptions are not
really reforms or correctives at all, but simply devices to offset the loss of revenue
from rate reduction. Actually, the so-called reforms write more complications
and preferences into an already overburdened law. They set up numerous ar-
bitrary ceilings on deductions and allowances which have the effect of shifting
more and more of the tax burden to the middle and upper brackets.

The best way for us to illustrate the deficiencies we find in the pending pro-
posals is to compare them with the tax program the chamber recommended in
1962 and again this year.

THE NATIONAL CHAMBER'S PROGRAM

I. The chamber favors immediate and substantial tax rate reduction. We
believe that until we have a tax structure with a top rate of 50 percent or less,



492 REVENUE ACT OF 1963

we cannot expect to get rid of the many so-called loopholes. Most of them
will continue to be nothing more than the tax equities and relief provisions
necessarily adopted by this committee and the Congress just to make the high
rate structure endurable and enforcible. Tax rate reduction them must he
& condition precedent to substantive tax reform.

I1. The chamber favors rate reduction in a single year. or at most in 2 years,
with the resulting loss in revenue to be offset by (a) substantial reductions in
Federal expenditures and new obligational authority, (b) tax revenues generated
by the amount of additional funds left at taxpayers’ disposil, and, if necessary,
(c) enactment of a low-rate general excise tix exempting food. medicine. and
shelter. Such a low-rate uniform excise tax would give balance to our tax
structure by placing lexs reliance on the overextended and overworked income
tax. The feasibility of a value-added tax and other possible tax sources shnuld
be studied for possible enactment liter. The chamber is convinced that actual
1964 and 1965 spending can easily be held to 1963 levels and can even be further
reduced.

III. The chamber would renew its proposal, originally made in June 1962, for
a reduction, new to be effective January 1, 1964, from the present 91 percent
rate to 65 percent with proportionate reductions in all brackets, splitting the
20-percent hracket and applying a 15-percent rate to the first 81,000 of the new
bracket. This 65- to 15-percent rate structure will produce $5 billion more in
annual revenue than the 65- to 14-percent rate structure proposed by the Treasury
and $3 billion more than the 70- to 14-percent rates in H.R. 8363. This difference
illustrates the basis weakness of H.R. 8363 and the Treasury rate proposal—
the <erious erosion of the rate baxe that procduces the bulk ~f the revenue.

1V. The chamber would also renew its proposal made in June 1962 for a re-
duction, now to be effective January 1, 19G4. in the corporation tax rate from
32 to 47 percent and we would accept the concurrent reversal of the corporate
normal and surtax rates as provided in H.R.8363. To minimize the short-
term revenue l'ss, the chamber would support the acceleration of payments as
pronoxed in H.R. &363.

Even this corpor:ate rate structure is still too high (although lower than that
in II.R. 3:2) and ultimately it must be lowered : but revenue needs and a priority
on individual rate reduction dictate this very limited, transitional rate adjust-
ment at the present time.

The chamber wishes to emphasize that its proposals for individual rate changes
are also to be considered transitional only. and not in any sense desirable or
reasonable rates for a permanent tax structure. We find no assurance in the
report on H.R. 8363 that this is a transitional step and not a reasonably permanent
restructuring of the tax rate.

The rates proposed by the chamber have been set at these high levels, in this
initial stage, solely because of the exigencies of short-term revenue needs and
the importance of minimizing the imbalance in the budget.

Ultimately, the t~p rate for individuals should be no more than 50 percent.
There is now a belated recognition on the part of most taxpayers and the Gor-
ernment that a rate structure making Uncle Sam more than a 50-30 partner in
extra effort and enrnings is basically unfair and unsound.

The difference both in the concepts and provisions of the chamber’'s program,
as compared with thnse of H.R. 8363 and the administration’s proposals, will be
immediately apparent.

Even if the reduction were to be spread over 2 years to minimize the revenue
loss, and to be offset in part by a substantial reduction in spending or, if neces-
sary, a low-rate excise tax, it is certainly more adequate than H.R. 8363 or the
Treasury’s preposal, under the President’s own adequacy test, because the total
impact is greater and comes at least 1 year earlier than the 3-year Treasury
prorosal.

Not even the 1962 school of economists have been heard to say that every
spending control or reduction will nullify or necessarily have a significant effect
on the momentum to be expected from tax reduction. If every effort is made
to hold the spending line, most new spending programs can go by the board.

There is a growing récognition, too, among these economists that an excise tax
does not have the deterrent and repressive effect of the income tax: that it will
not defeat the purpose of income tax rate reduction; and that some kind of
excise tax must be enacted ultimately if we hope to have a balanced and adequate
tax structure.

With the safeguards which have been written into the chamber’s proposal,
the danger of excessive revenue loss has been minimized.
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FISCAL RESPONSIBILITY

Questions have been raised as to the fiscal responsibility of a program that
calls for a greater income tax reduction in 1 or 2 years than that proposed in
H.R. 8363 or by the Treasury.

The fiscal responsibility can quickly be established.

Contrary to some mistaken notions, the chamber has not been advocating a
deliberate increase in the very substantial deficit confronting us. We have ex-
plained then, as we do now. precisely how reduced spending and a new tax
source will offset the revenue loss,

As we have already pointed out. the chamber is convinced. on the basis of
studies completed and underway both in and out of the Congress, that actual
1964 and 1965 spending can readily be reduced to the 1963 spending level, and
perhaps, to an even lower level if Congress and the I’resident are really willing
to go all out as they say they are for fiscal sanity to remove the barriers to
economic growth.

The deliberate choice of deficits is anathema to the chamber. We are con-
vinced, however, that immediate tax rate reduction isx so vital that even if it
means some short-term imbalance, this can be juxtitied ax the only way to get
greater revenues over the longer term. Tax reduction should encourage ex-
penditure reduction and it should stimulate an increase in gross national product
of at least two times the amount of the reduction.

But to get a multiplier factor like this we must have the riczht kind of tax
reduction—not just relief for consumers, as imwportant ax that ix, but tax reduc-
tion that will principally encourage investment and risk-taking and extra eftort.
Unfortunately, we do not tind that kind of tax reduction in H.R. X363, but it
is an improvement over the Treasury's earlier program.

We must also have tax reduction that will leave our tax structure stronger
and with a potential to keep up with needs and growth. Aund we do not find
that at all adequately provided in H.R. 8363, but, again, it is better than the
structure of the Treasury’s program.

Under our proposal, if revenues are not accelerated as expected or spending
cuts are not made in an adequate amount, then a low-rate excisce tax could be
enacted to increase revenues substantially. These megasures. when considered
in toto, make a planned approach to a1 balanced budget a reality to be achieved
rather than an ever-receding ideal, praised iu policy and abandoned in practice.

If a further safety factor is needed, some further acceleration in corporate
tax payments can be enacted.

One of the basic recommendatious of the chamber for many years hasx heen
that our tax structure must be reconstituted with less progression, fewer deter-
rents, and more reliance on other tax sources. If this is not done, tax revenues
will continue year in and year out to be insuflicient to balance the budget no
matter how rigorously expenditures are controlled.

THE 14- TO 17-PERCENT RATES SERIOUSLY ERODE THE BASE

The disproportionate reduction in the lower rates in H.R. 8363 may so
drastically erode the tax base where the bulk of the revenue has to be collected
as to make the income tax structure wholly inadequate even over the longer term
to produce the revenue needed for even disciplined, conservative budgets. Tap-
ping some alternate source of revenue will be a necessity in the next few years.
The overly zealous desire to relieve the lower income group for whatever reasons
is likely to so seriously erode the income tax base where the bulk of the revenue
is collected that unless we find an alternate tax source, we will almost certainly
face greater deficits in the years ahead. H.R. 8363 gies dangerously far in this
direction with the new minimum standard deduction.

The Treasury has conceded that we will not get rid of our budget imbalance
and the tax drag on the economy if we persist in relying on an income tax that
produces 84 percent of all revenues as at present. The income tax in other
industrial nations is relied upon for less than 50 percent of total revenues and
in most instances considerably less than that—between 30 and 40 percent.
Experience there has taught that a more balanced structure with an excise tax
is not only less of a deterrent to growth, but diversity of tax sources provides
an additional safety factor in revenue collection.

A low-rate Federal excise tax is the best insurance against the fiscal problems
}\'hioh are known and confront us now, and against those that are unknown
in launching a tax reduction program in the face of a substantial current deficit.

24-532—63—-pt. 2———4
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A low-rate uniform excise tax can be called on to yield as much as $3.5 billion
in additional revenue and at the same time it will eliminate many of the Qis-
criminatory excises with their discriminatory war-induced rates. It would not
unduly delay the enactment of tax rate reduction. Unlike the income tax, it
is not a deterrent to investment and extra effort.

At one time the excise tax was regarded by some economists as a regressive
and unjustifiable tax measure because of the burden it placed on consumption.
Today that thinking has changed to a very considerable extent because it has
proved to be no serious deterrent to spending. and there is an inevitability about
it as an element in any balanced tax structure.

In the pattern of the disproportionate rate reduction proposed by the adminis-
tration, an excise tax seems particularly justitied to minimize the disparity in
treatment of the middle and upper income groups.

Great apprehension must always go with the recommendation that a new
revenue source be tapped. There is always the danger it may be considered an
invitation to more spending and an expanding role for the Gevernment. Some-
how or other this notion must be avoided like the plague. But there would seem
to be no way to legislate against it.

H.R. 8363 DOES NOT SUFFICIENTLY CONSIDER TAXPAYERS’ ATTITUDES

The Treasury’s original tax proposals overlooked entirely the iniportance of
taxpayers’ attitudes and contidence. H.R. 8363 represents some iniprovement but
its disproportionate rate reduction will be greatly resented as will many of the
discriminatory structural changes. The President’s repeated assurances that
encouragement would be given to investment and risktaking and the House com-
mittee's explanation of H.R. 8363 would not suggest to the middle and upper
income groups that more of the tax burden would be shifted to them, that tax
rates would be more progressive, and that the steeply graduated rates should
not come off proportionately as they went on in earlier years.

Their confidence will be further undermined by the lack of any assurances that
these rates are only temporary. They had thought the President, the Treasury,
and the Congress had recognized that there is a basic inequity in a rate structure
higher than 50 percent; that Uncle Sam should not be more than a 50-50 partner
in the last dollars earned from extra effort and extra risk. The President has
spoken many times of the taxpayers’ right “to retain a reasonable share of the
results” of his efforts. What is left after a 70-percent tax bite still does not
seem like a reasonable share to the taxpayer. He still remembers, as a kind of
symbol of tax inequity, the 1932 rate increase from 25 percent to 63 percent. He
had reason to believe that the attitude of Government had changed since the
1930's when Government officials were obsessed with the notion that most fiscal
problems, even deficits, could be solved by more progression in income tax rates.

The increased progression and burden shift in the 70-percent to 14-percent rate
structure do not meet the President’s own criticism of the Government’s ‘“ma-
jority interest in profits” or ‘‘the standard of fairness’” outlined by Secretary Dil-
lon in his testimony.

Entirely apart from the need for tax revision for economic growth, the cham-
ber has continually pressed for tax rate revision just as a matter of simple
equity and fair dealing between the Government and its citizens. The chamber
has been well aware that attitudes and confidence are important factors in every
endeavor, particularly the collection of taxes under a voluntary assessment
system.

The statistics of the Internal Revenue Service show that tax avoidance and
tax evasion are on the rise. The Commissioner announced the other day that
there was a marked increase in indictments and convictions in 1962. Much of
this avoidance and evasion stems from taxpayer resentment at rates which the
Government itself has described as ‘‘unreasonably high,” “punitive” and ‘“con-
fiscatory” ; resentment at arbitrary and patently unfair rulings and proposals
made by the Government.

The President’s proposal last year to disallow all business expense for enter-
tainment, no matter how essential to the production of income, is an illustra-
tion of the kind of arbitrary proposal that convinces the taxpayer the Govern-
ment does not want to be fair. And section 274 which emerged after the Presi-
dent’s proposal is something less than a fair and understandable proposal. In the
earlier Treasury proposal the arbitrary floors, ceilings, and other exemptions
nullified the tax rate reductions. Again, H.R. 8363 is an improvement but it still
builds more progression into the structure, and continually shifts the burden to
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the middle and upper income groups. This serves only to undermine taxpayer
confidence and trust.

The tax equity provided by the dividend credit is small indeed but it has been
a symbol of fairness. The proposal to eliminate it is another sign to the investor
that the cards are stacked against him.

The businessman in the small- and medium-sized company has been greatly
worried for years about the liquidity of his estate and the continuation of his
business in the event of his death. He was assured in numerous speeches that
the proposed tax reduction and tax reform would help him. Then he discovered
that the Treasury’s plan included an additional capital levy on his estate solely
by reason of his investment in his business. It is an understatement to say that
this left him unconvinced about the good faith and fairness of the Government
and its interest in encouraging capital formation and investment. Fortunately,
the House commniittee rejected the Treasury’s proposal for presumptive realiza-
tion of gain at death and this provision should not be reinstated for all the rea-
sons the Ways and Means Committee has given us.

We are not at all sanguine that H.R. 8363 will undergo any major revision.
The liniitations of time makes this all but impossible ; aud with all its infirmities
it has the support generally of all groups of taxpayers. But we would hope that
some of its serious weaknesses would be corrected, and that its passage would
be regarded as simply a transitional step to more significant tax revision.

The Caarman. Thank you very much, Mr. Barlow. You have
probably forgotten, but I once had the honor to be a member of the
board of directors of the United States chamber.

Mr. BarLow. Yes, sir.

The CuarMAN. To show that you keep politics out of the chamber,
shortly after I was elected a director, I came to the U.S. Senate, and
was told that I had to resign as a director of the United States Cham-
ber of Commerce or resign as Senator, and I chose the senatorship.

Mr. BarLow. Understandably so, Senator.

The CaHalRMAN. Senator Smathers.

Senator SmaTHERs. I have no questions.

The CHAIRMAN. Senator Williams.

Senator WrrLrams. Mr. Barlow, I listened to your statement and I
have also read it.

Now, to condense it down very briefly, do you endorse the enactment
of H.R. 8363 or do you oppose it unless it is modified in the manner
In which you have made recommendations?

Mr. BarLow. We endorse H.R. 8363, particularly with respect to
the rate revision. We think that there are some changes, Senator, that
will have to be made in the bill. There are mistakes that would be
acknowledged.

We think there are some provisions that are objectionable, we would
like to see changed, but nevertheless we would support the bill as the
House Ways and Means Committee has reported 1t if the changes we
have requested are not made.

Senator WiLLiams. Then you do support the House bill as it passed
the House if there are no changes made ¢

Mr. Barrow. We would not like to be in that position because we
think that this committee will have the wisdom to make some changes,
but we would support the House bill, yes.

Senator WiLrLiams. You heard the Secretary, or I am sure you
have read Secretary Dillon’s remarks to this committee and
recommendations.

Do you agree with his recommendations?

‘Mr. BarLow. No, I do not agree with Secretary Dillon on many of
his recommendations.
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As a matter of fact, my instinct is to agree with Senator Byrd on
these problems of expengitures and tax rate reduction. The Secre-
tary’s proposal to eliminate capital gains treatment, it seems to us, is
insupportable. He made one of the finest cases for supporting the
reduction of capital gains rate and now he takes the position that he
1s opposed to 1t, simply because there is not going to be a double tax
on estates at death.

Senator WiLrLiams. I agree, his statement is just as confusing a-
yours. He did make a fine argument for it and then turned around
and recommended its being deleted.

But I notice that in your statement, while you have endorsed the
bill, you have made some excellent arguments in your opinion why
many sections of this bill are not good.

Now, assume that the committee adopts the Secretary’s recommen-
dations and deletes section 219 dealing with the capital gains pro-
vision, which 1s the way the administration is recommending. Would
you still support the bill ?

Mr. BarrLow. We have not had a meeting of the board of director
of the U.S. Chamber since Secretary Dillon’s testimony. I suspect
that the chamber would, even with this proposal, support the bill
because the tax rate reduction is so important, and for all the other
reasons I have given.

My own view 1is, this morning, that we should support it, even if
the capital gains rate reduction is eliminated from the bill.

Senator WiLLraMs. Now, one other recommendation that the Secre-
tary made was that as an alternative to eliminating section 219 the
committee include the administration’s recommendations to impose at
death, at capital gains rates, tax on all unrealized income.

Personally, I am not. in favor of that provision, but nevertheless,
suppose the committee does include that provision which is recom-
mended by the Treasury Department and also retains the capital gainx
provision. Would you still support the bill with the inclusion of that
provision ?

Mr. BarLow. Senator Williams, I think we would have a meeting of
our taxation committee in a hurry if that were the prospect, and «
meeting of the board of directors, and I think there is a chance that
the chamber might not support the bill if the double taxation, pre-
sumptive realization of gains, approach is taken. But I cannot sa\
this morning. We have to decide these policy questions outside.

Senator WirLiams. That is the administration’s recommendations.
as you well know.

Mr. BarLow. Yes.

Senator WiLLiams. The administration requests that either that pro-
posal be included as a part of this bill, or section 219 be deleted, and,
as I understand it, you would continue to support the bill with the de-
letion of section 219 ¢

Mr. BarLow. Yes.

Senator WiLLiaxms. But you would not. support the bill if section
219 was retained, and this additional section put in which would tax.
at capital gains rate all unrealized income upon death.

Mr. BarLow. It is my judgment that the chamber of commerce
would not subport it.

As far as I am concerned, I would not support it if there was a tax
on presumptive realization of gains.
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Senator WirLiams. The bill contains a provision to repeal the 4-
percent dividend credit. You endorse the bill with the inclusion of
that section ; is that correct ? _

Mr. BarLow. Yes. We do not like to, but that is one of the prices
we think we have to pay for a start on some meaningtul tax rate re-
duction, but that does not mean that we are not standing on principle
and we do not feel strongly about that provision. e are looking at
the political realities here of getting a bill through.

Senator WiLLiams. You are not letting your principles defer you
from endorsing a tax cut financed on borrowed money; is that what
vou mean

Mr. BarLow. No; I am not saying that.

We think the principle is right. We think that there muy be very
little prospect of getting any change since the Senate has already
once voted to eliminate the dividend credit, so that we are trying to
be realistic here, but that does not mean we have any less conviction
about the impropriety of the double taxation of corporate earnings.

Senator WirLiams. Even though you may be against it, then I
understand that you are endorsing the bill which will include the
elimination or the repeal of the {4-percent dividend credit; is that
correct ?

Mr. BarLow. Yes.

We are endorsing this, Senator Williams, and I want to make this
very clear, with a basic assumption that some changes are going to
be made here in the provisions that are a little ridiculous.

Senator WiLLiams. That is a hope?

Mr. BarLow. That is a hope.

Senator WiLLiaMs. But assuming that they are not made

Mr. Barcow. I have faith in this committee, Senator, to make
some changes here.

Senator WrLLiams. I wish you would back your faith up a little
further than you appear to be. But, assuming that they are not
made—I want to get the record clear—you are still endorsing the
bill even assuming that your hopes do not materialize and the bill
1s not amended in the manner other than as it came to the House; do
[ understand that you would still endorse the bill even with the
inclusion of the repeal of the 4-percent dividend credit and all the
other factors?’

Mr. Barrow. We would not oppose it if no changes are made. We
would endorse it for all the reasons that I have tried to explain, and
g{hthat basis it is plain that some changes have to be made in the

il

Senator WiLLiams. If this bill is approved, with section 214, which
makes the recommended changes in the treatment of stock options,
if we a[l)prove the bill as it came from the House, would it be safe
to say that the Senate is approving this change in the treatment of
stock options with the endorsement of the chamber of commerce?

Mr. Barrow. Yes.

Senator WmLLiamMs. You are endorsing the changes as recommended
In the bill as it came from the House ¢

Mr. BarLow. With the exception of the period of option life.

We think 5 years is too short. But I would say that even if that
were not changed, we would not withdraw our support of tax rate
reduction in this bill.
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Senator WiLiams. But you would support that particular change
as it came fram the House.

Now, on the treatment of oil depletion as it came from the House,
do you support that provision of the House bill ?

Mr. Barrow. Yes.

Senator WiLLiams. Would you go further and perhaps make a
change in the rates of oil depletion ¢

Mr. BarLow. Senator Williams, just in terms of the time we have
to get a tax bill through, I do not believe that there is any hope of
looking at the depletion area.

I think Secretary Dillon made that statement the other day. And
also. I think the President is sincere when he says we need to study
this area and take some time and decide what is the proper method
of treating income from mineral property.

Senator Wirriams. I have been here 17 years, and served under
ﬁhree Presidents, and they have been studying it ever since I have been

ere.

Mr. Barrow. I know, Senator; I agree. There has been some delay.

Senator WirLIaMs. Now section 203 deals with the group term in-
surance. You endorse the House provisions of the bill, of section 203,
as it treats group term insurance; is that correct ?

Mr. Barrow. No, we do not endorse that provision. We do not like
that provision.

T have set out, in some detail, in the supplement to my statement,
how we think it should be changed.

Senator WiLrLiams. I appreciate that. But again, assuming that
there are no changes made, and the vote comes on the bill as it came
from the House, vou would still endorse the bill, including the House
provision, including section 203 as it came from the House; is that
correct ?

Mr. Barrow. Yes, we would say that is another price we have to
pav to get a start on tax rate reduction.

Senator WriLLrams. The section of the bill dealing with the deduc-
tions of State and local taxes, you would endorse that also; is that
correct ?

Mr. Barrow. Yes, we have endorsed that.

We think that raises a problem of Federal and State relationship.
We think, also, that there is a discrimination against those who claim
the specific deductions as against the standard minimum deduction,
but we are endorsing it as another price to get tax rate reductions
started.

Senator WrirrtaMs. And you have complete faith in the language
of the bill which expresses, more or less, a hope that there will be a
reduction in Federal expenditures? You have faith that that will
reallv develop ¢

Mr. Barrow. I think, Senator, I have the same faith you have in
that provision, knowing your approach.

Senator WirrtamMs. Then I would not put very much dependence
in it because I have no faith at all in that stateinent, and I have seen
no indication that either the Congress or the executive branch intends
to carrv it out ; have you ?

Mr. Barrow. I do not know about what their intentions are, but I
would say——

Senator WirLiaMs. It is more or less a hope.
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Mr. Barcow. I think that is true, certainly, and I would say this,
Senator, that I do think, quite seriously, that it is significant though,
that this became important enough to write it in as section 1 of this
tax bill.

To my recollection, I do not remember any protestations being made
by an administration in a tax bill that they were going to cut expen-
ditures in order to get tax rate reduction.

Senator WrLrLiams. Oh, but we did cut the expenditures in 1954.
However, I think we are all being realistic; this flimsy language was
included as an effort to get enough votes to pass the bill. But it is
not binding upon either the executive or the legislative; is that true?

Mr. BarLow. No, clearly not.

Senator WiLLiams. Now, section 223 deals with an additional 6-per-
cent tax, penalty tax, as it relates to corporations that file separate
incomes. You endorse that provision as a part of this bill, is that
correct ?

Mr. BarLow. Yes, we endorse that because that is 2 matter of fair-
ness because of the reversal of the normal and surtax rates on corpo-
rations. That is, that does not pose a problem.

Senator WiLiams. Do you feel that the enactment of this bill and
reducing taxes by $11 billion will provide enough additional revenue
or stimulate our economy enough to provide enough additional revenue
to balance the budget at any time in the foreseeable future ?

Mr. BarLow. We hope so.

Secretary Dillon said he thought the budget would be balanced by
1967 or 1968. We would like to see it sooner. We are worried that
Arthur Burns says it will not be balanced until 1972. But we do be-
lieve that only by stimulating this economy, for all the reasons I have
mentioned, do we have any hope of producing revenue out of this kind
of a tax structure to meet the expenditures, even if they are reduced to
get a balanced budget.

Senator BENNETT. Will the gentleman yield to me?

Senator WiLLiaMs. Sure.

Senator BENNETT. On this same subject, do you remember the ex-
tent by which we stimulated the economy by the tax reduction in 1954,
Mr. Barlow?

Mr. BarLow. I do not remember the figures, but there was some
stimulation to the economy.

Senator BENNETT. $7 billion.

Mr. BarLow. $7.4 billion or something like that.

Senator BENNETT. Do you know how much increase we have had in
the deficit since that last stimulation ?

And do you realize we are running along here year after year with
glo(i'e dgﬁcits and getting farther and farther away from a balanced

udget

What right have we got to assume that what would not stimulate in
1954 will stimulate in 1963 ¢

Mr. BarrLow. Senator Bennett, I think that the reduction in 1954
did stimulate. I would hate to think of what might have happened
if we had not had that tax rate reduction in 1954. I do not blame
the failure to balance the budget on the tax rate reduction in 1954. I
think it is blamed on this high level of Federal expenditure, and we
are hoping to do something about that.
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Senator WiLLiams. Federal spending in 1954 was reduced by about
$6 billion along with this $7 billion tax cut.

Now, this $11 billion tax cut today is being recommended along with
a $6 billion increase in Federal spending by the same administration,
X Mr. Barrow. As I have =aid in my statement, we do not like that,

ut

Senator WriLLiams. So there is quite a contrast between the circum-
stances surrounding it.

In addition to that, we have an $11 billion deficit confronting us
next year.

Senator BEx~err. May I just get one figure into the record?

Between the 1954 tax cut and the present time our budget deficits
have totaled $26 billion, and yet we are told that within the next 3
or at most 4, vears we are going to so stimulate the economy with an
$11 billion tax cut. which is about the same percentage of the gross na-
tional product today that the $7 billion was in 1954, so we are going
to balance the budget in 4 years. You tell me why the differenc e’

Mr. Barcow. Senator Bennett, I do not know that we are going to
do that, and I am not sure that we can put much confidence in the
promise that we will have a balanced budget in 1967 or 1968. But I
think reducing tax rates will help to accomplish that, and I think the
alternative of ¢ going to large expenditures for relief to take care of the
unemployed, instead of going to the private sector for the after tax
income to make jobs for the unemployed, presents such a horrible alter-

native that, as I said in my statement, we do not have as much choice in
getting a me'mmgful tax reduction or a start on 1it.

Senator BENNETT. When the Secretary was here Friday and I was
questioning him, I reminded him that in order to cut down the unem-
ployment to 4 percent, we have got to find 1.315 million new jobs in
addition to those required to take care of the people coming 1nto the
labor force, and he smiled at me and said, “This tax cut cannot make
any appreciable dent in that problem. \Ve do not think it W1]l ”

So I hope the chamber does not. think that this tax cut is going to
put 1.315 million men to work in time so that the rate will stay down
when we add the 1 million new people that are going to come into the
labor force next year.

Mr. BarLow. We think it will help to put them to work, Senator,
but the point we are making is this: We think it is much better to
reduce the rates and try to get additional after tax income to provide
investment for those jobs than it is to go to the other alternative of
just spending to give them relief when thev are unemployed.

Senator BENNETT. I agree with you, but do you think that this is an
alternative?

Do you think vou are going to hold off in a political year a vast new
spending program when and if this tax bill is passed ?

Let me give you an example of the thing that worries me. I think
I am correct in my assumption that the U.S. Chamber is opposed to
the proposal to add $455 million to the fund for the area redevelop-
ment. The current information is that this has been postponed until
next vear. It has not been dropped. This is new expenditure for
which I do not think there is any really proven need, because the AR\
still has substantial funds unspent.
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But now we are being told this 1s not going to be dropped by the
administration. They are simply going to postpone it until next year.
Now to me, that is an example of the thing we are up against.

Let’s get the tax bill passed first, and then we will go ahead with
the expenditures.

Are you afraid of another thing that worries me, that no matter
what happens, if the economy goes into a downturn, if this bill passes,
and there should be a downturn, then the administration is putting
itself into a heads-I-win, tails-you-lose position ?

The private sector is going to be blamed for the downturn, and if
there 1s none, the tax bill is going to be given credit for it.

Mr. Barrow. I think. Senator, I would agree with that.

Senator BENNETT. These are the things that worry me when repre-
sentatives of American commerce and industry come in and say, *We
want the tax bill. We hope that there is an alternative and that this
1s going to stave off increased expenditures.”

But you have no assurance.

Mr. Barrow. Senator, we may be naive and we may be overly trust-
ing, but we feel that the control of expenditures is here in the Con-
gress, and we are sure that we have such an unbalanced impossible
kind of tax structure that it is holding us back. So we are convinced
we have to make a move in that direction.

Now, whether this is going to be a factor in reduced spending if the
Government is going to police itself as it says, we are hoping that it
will be. But we feel that we cannot lose by making a start on chang-
ing this unbalanced, inadequate tax structure we have.

Senator BENNETT. But you will not make a fight for a quid pro quo.

We are being criticized in our dealings with Russia. We give them
the quid and we do not ask for the quo. This i1s another phrase that
we have heard the last few days. Now you are willing to give the
quid without asking for the quo.

Mr. BarLow. No, we are asking for the quo, excuse me, Senator,
and we think it is terribly important. It is just as important that
we reduce this high level of expenditures as it is that we get a reduc-
tion in tax rates, and we are down here asking for that, and we hope
that this conmittee, the Appropriations Committee and the Congress
will do something about the expenditure level.

But we have to believe—we have a kind of Hobson’s choice—we
have to believe that this tax rate reduction is going to accomplish
something, and we have to believe that you people are going to do
something about the unjustifiably high level of expenditures.

Senator BENNETT. Do you believe that the administration makes no
recommendations to its overwhelming majority in Congress about
levels of expenditures?

Do you believe that Congress has waited now until nearly the first
of November without completing its normal appropriation bills be-
cause we have not the capacity or because the word has come down
from the White House to go slow ?

In other words, we have what is called a strong Executive and the
Executive makes the recommendations on which Congress acts.

The ARA is a good example.

Congress did not think that one up. And yet that will add nearly
$1 billion if this new bill passes, to our rate of expenditures or our
authorizations in 2 years.
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Now that is why I am amazed to have you tale the position that the
tax bill will bind the Executive, but as far as the expenditures are con-
cerned, why the Executive has nothing to do with 1t, that is the Con-
gress that has to do that.

Mr. BarrLow. Senator, I do not think this tax bill binds the Execu-
tive at all. We have some assurance and some promises from respon-
sible people in Government, but there is nothing in this tax bill that
binds either the Congress or the Executive on reducing spending.

We just hope that they are going to do what they say they will, and
that we can rely on some of these promises.

I say that may be naive, but it is our Hobson's choice.

Senator Bex~xeTT. May I ask one more question

The Secretary in his testimony said that if this tax bill i1s adopted,
it will put an end to the cyclical pattern in our economy.

Do you believe that ?

Mr. BarLow. No, and I did not understand the Secretary to say that
in his testimony. I think he said that it would soften or minimize
the impact of cyclical

Senator BENNETT. He used the word “end.”

Mr. BarLow. Well, I certainly disagree with that.

Senator BENNETT. Do you believe that every time a recession threat-
ens. you have got. to have another tax reduction ¢

Mr. Barcow. No. I think that we have unusunal circumstances to-
day that warrant a kind of unusual tax policy.

I think for the first time we are beginning to get caught up in some
of the problems that have been created by these high tax rates that
have existed since World War II, and that this unusual approach of
reducing taxes when there is an imbalance in the budget is required be-
cause, for instance, our position in world trade is deteriorating—we no
longer are the lowest-cost producer in the world. We no longer have
the technological improvements that other countries do not have. We
are in a buyer’s market today and not a seller’s market.

And so we have to, as I have said in my statement, produce cheaply
with our high wage rates and high tax rates; we have to improve pro-
ductive facilities and be able to compete.

That is the reason that I think this tax rate reduction, despite the
imbalance in the budget and high level of expenditures, is going to
help our posture in world competition. That is the chamber’s posi-
tion.

Senator BENNETT. Do you think that the tax reduction standing by
itself will represent enough of a factor in the total cost of production
to make us competitive abroad ¢

Mr. Barvow. It will help.

Senator BENNETT. It will not solve the problem ?

Mr. Barcow. No, I do not see a complete solution for any problems
in this tax bill, but it makes a start.

The CHaRMAN. Senator Douglas.

Senator Doveras. Mr. Barlow, I take it that one of the reasons
why you favor the tax rate reduction is that you think it will be
a net stimulant to business?

Mr. BarrLow. Yes, sir.

Sgnator Douaras. By increasing the total monetary demand for

oods ¢
g Mr. BarrLow. That is just one aspect, the consumer aspect.
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Senator Douaras. And this is the aspect which you have more or
less emphasized in your testimony ?

Mr. BarLow. 1 have emphasized, Senator, purposely the stimulus
that will come to investment in low-cost productive facilities and
not the emphasis on consumer spending because we are concerned
about too much emphasis on consumer spending over the years and
the inflationary factor we have today.

Senator Doucras. But you do believe it would increase the total
monetary demand for goods?

Mr. BarLow. Yes;there would be more after-tax income.

Senator Doucras. But you at the same time believe that govern-
mental expenditures should be reduced by the amount of the tax cut?

Mr. Barrow. We have not taken the position that there should
be an equivalent reduction.

Senator Doucras. May I ask, Is it your opinion that governmental
expenditures should be reduced by the amount of the tax cut?

Mr. Barow. We think that governmental expenditures could be
reduced in these 2 years by the amount of the tax cut, and more.

Senator Doucras. Would you favor that ?

Mr. BarLow. Yes.

Senator DoucrLas. Under those conditions, how is there any net
stimulant if, on the one hand, you stimulate by a reduction in taxes
which increases aggregate demand, as you say, but take away with
the other by reducing governmental expenditures? Have you not
canceled the net expansive effect ?

Mr. Barrow. No, Senator.

Our position is that the benefit of this tax bill does not come out
of just increasing consumer purchasing power. The benefit of this
bill comes in producing more goods more cheaply and producing
more income for the country.

I agree with you that if you just rely entirely on the effect of con-
sumer spending, if the Government takes out of the economy an
amount equivalent to the loss in revenue, that you have not increased
the purchasing power. But we do not think that the tax bill should
be enacted simply to increase consumer spending to produce income.

Senator Doucras. Not even at all to increase consumer spending,
this should not be any purpose ¢

Mr. Barcow. Actually, such a distinguished economist as Dan
Throup Smith of Harvard University has pointed out that the best
thing to do today would not be to reduce any rate below 20 percent,
not erode our tax base, not have more consumer spending which would
be inflationary, but emphasize jobmaking investment.

Senator Dotrcras. In other words, youn value this bill primarily be-
cause of the added funds which are put in the hands of people who
would then invest ?

Mr. BarLow. Yes, corporations.

Senator Doucr.as. That is in the upper income groups

Mr. BarLow. Yes, and the encouragement

Senator Douvceras. And you favor a tax system therefore which
would increase the amount. of income in the upper income groups be-
cause they will invest a larger proportion ?

Mr. Barrow. Senator, let me say in response to that question that
there will be money spent beyond the tax saving just because of the
confidence, just because of the new thrust in our tax structure. You
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do not look just at the dollars of tax savings to the middle and upper
brackets and to the corporations, there will be a stimulus to the econ-
omy beyond the actual dollars of after-tax savings under the bill.

Senator Doucras. But so far as the dollar stimulus is concerned,
you place more trust in the dollars put in the hands of the well-to-do
or wealthy than the dollars put in the hands of the poor or lower in-
come groups because the upper groups will save a larger proportion of
their income.

Mr. BarrLow. Senator, the position is this: We have an economy
today that has the lowest rate of investment in relation to gross nu-
tional product of any industrial country in the world.

Senator DotarLas. Are you certain of that?

Mr. BarLow. Yes, that is the statistics that have been——

Senator DoucLas. Will you submit figures on that ?

Mr. BarrLow. Yes, we will.

(The following was later received for the record :)

Country Percentage| Year Country Percentage| Year
1. Japan .. ... ____.._..____. 31| 1960 6. Sweden__.________.___.____. 22 | 1961
2. Germany. _________________ 25 1961 7. Belgium . . ____________.__. 18 | 1960
8. Netherlands . ___________.___ 24 | 1961 8. France_____________.____.__ 18| 1961
4 Ttalv_ ... 23 | 1961 9. United Kingdom_.______. 17 1 1961
5. Canada_____ . ______ 22 1961 10. United States..__________.. 16 1961

Source: The ‘“ United Nations Yearbook of National Accounts Statistics, 1962."

Mr. BarLow. Those are the figures that have been given to me by the
economists of the Chamber and I think they are rehable figures.

The reason that we think the time has come for an increase in after-
tax dollars for investment is this problem of not investing enough in
productive facilities. We have adequate consumer demand at this

articular time in terms of facilities, but we do not. have the low-cost
acilities. We have overcapacity, but we do not have low-cost ca-
pacity, and that is what we are trying to do with the after-tax dollars
In this tax rate reduction bill.

But I want to emphasize again that it is not just the tax saved to
the middle income brackets and the upper income brackets. It is the
additional amount they will spend because they have confidence.

Senator DoucLas. Now this may explain your long-range position
which seems to be hinted at in your testimony. You say that—
Economic health lies in a substantial reduction in our steeply progressive and
repressive surtax rates and also in a more balanced tax structure, which means

more reliance on tax sources other than the income tax such as a supplemental
low-rate excise tax or possibly a value-added tax.

Mr. BarLow. Yes.

Senator Doucras. So you would favor decreasing still further the
rates in the upper incomes and would develop these additional taxex.

Just what do you mean by a supplemental low-rate excise tax or a
value-added tax ¢

Mr. Barrow. First, just let me say that we favor reducing the surtax
rates down to 50 percent. We believe that there is a general feeling
that it is inequitable and unfair for Uncle Sam, as the President said.
to——
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Senator Doucras. Is that an average rate or a marginal rate?

Mr. BarLow. That would be the top bracket rate. .

Senator DouceLas. Of course, a top of 50-percent marginal rate
would be less than a 50-percent average rate, because 50 percent would
<imply be on the last increment of income and the preceding increments
which would be taxed at lower rates would therefore lower the average.

My guess is that a 50-percent marginal rate would be not far from
a 30- to 35-percent average rate. .

Mr. Barrow. I think that is right, Senator, but our position is and
has been that on the last dollar you own, whether it is $1,000 or whether
it is $30,000, Uncle Sam should not come and take 91 percent of it.
He should take no more than 50 percent of it.

Senator Dovcras. I do not like the 91-percent rate either.

Mr. Barrow. No.

Senator Doucras. But I want to point out that vour proposal means
probably an average rate not far from 30 to 35 percent.

Mr. BarLow. We would think that would be entirely fair.

Senator DoucrLas. And you are opposed to that amendment which
was opposed to the Constitution that the Federal income tax should
not exceed 25 percent ?

Mr. Barrow. I gather we are not talking about the constitutional
amendment. this morning, but I would think if you had your surtax
rates running from 15 to 50 percent, with gradations say of 2 percent,
that if the average effective rate came out at 35 to 37 percent, that that
1s all that the income tax structure should bear.

Senator Douaras. If this was not enough to meet the needs of na-
tional defense, pensions, various other features, you would have a
supplemental low-rate excise tax.

Mr. BarLow. The reason for that, Senator, is this: As I said in my
statement, of the total revenues collected in the United States today,
85 percent, as you know, come from the income tax. That means we
rely on the income tax to a greater extent than any other nation, and
that causes a lot of problems which you, as an economist, understand.

My point is this: If you are going to eliminate the hardships in the
bottom brackets by reducing rates in those brackets—and we agree
that there are hm‘({shins there—vou would reduce the base of the tax
so much that you could not collect enough revenue while relying on
an income tax for 85 percent of all revenue. So we say to you, we
have to look around for other sources as other nations have.

One source would be an excise tax.

Senator Doucr.as. That is really a sales tax, is it not ?

Mr. BarrLow. That is a sales tax.

Now we recognize the problem in that. The States relv on that sort
of tax, and if the Federal Government gets into it, a problem is raised
for the States. But nevertheless, as you know, we have today a crazv
quilt of excise taxes. There is no rhyme or reason. They were built
up during the war, and the rates vary all over the map. And so we are
sayving that if you got rid of this patchwork of high and low rates and
had a uniform low rate, you would raise a great deal of revenue to
supnort the income tax structure, without any real harm to the States.

If you had a 2-percent value-added tax you would collect as much
revenue as you do from a 10-percent income tax on corporations.

So the whole thrust of those pages is to get a broader tax base.
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Senator Dotaras. These are to be passed on by the consumer ang
borne by the consumer ?

Mr. Barcow. Idid not hear you.

Senator Doucras. These are to be passed on to the consumer and
borne by the consumer ?

Mr. Barcow. That isthe nature of those taxes.

Senator Doucras. That is right.

Mr. BarLow. Bu: let me say this: You have some justification for
having these taxes passed on to the consumer if you reduce the low rate
structure of the income tax law.

Senator DougrLas. We are already collecting Federal taxes over $10
billion in excise taxes. plus I believe the taxes on gasoline which are
1solated and in a separate account for the highway system, so that the
Federal tax structure already has approximately $14 billion of ex-
cise taxes,

Then of course you have the State and local sales taxes, and the
State property taxes amount together to something over $30 billion a
year, so that the total tax structure of the country is already heavily
loaded with excise and other repressive taxes.

Is there not a great mistake in fastening your attention entirely on
the Federal tax structure, on the income tax feature, and neglecting
these other portions ?

Mr. BarLow. Senator, I am using comparable figures.

If you take France, Germany, and England and consider their tax
patterns, you will find that they have a much lower reliance on in-
come taxes.

Senator Doueras. You think we should follow the German sys-
tem ?

er. Barrow. I think we have to for the reason that we are talking
about.

You recognize, as I do, that there are hardships in the lower rates.
and the trust of this bill is to relieve them of 38 percent of their lia-
bility as against 12 percent for the higher brackets, and when you start
doing that, you whittle away at the broad base where all the money
1s collected, and yvou wind up with a tax structure that becomes in-
creasingly more inadequate to meet this high level of expenditures.
You will have a continuing imbalance in the budget, we feel, unless
you keep the income tax structure beefed up at the base rate where it
produces the most money.

You could confiscate, as you know very well, all of the income over
$50,000 and you would not have a drop in the bucket in meeting
Federal expenditures. We have to keep the base strong: that is what
we are talking about when we refer to supplemental tax sources in the
pages of my statement which you mentioned.

The value added tax, as you know, Senator, has the great advantage
also of putting a premium on efficiency. The lower your costs, the
less tax you pay. _

This income tax structure, particularly in the area of business in-
come, puts a penalty on the low-cost efficient producer. He pays more
taxes.

‘Germany has gone the value added tax route with great success both
in terms of encouraging industry and getting an expansion of pro-
ductive facilities, and also in raising revenue.
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Senator Doucras. Do I take it that you do not like the principle of
progression in the tax system?

Mr. Barcow. I think the principle of progression 1s with us. I do
not think we have to have all of the steeply graduated progression that
we have.

I think that is what takes the initiative away from people, and it also
slows down the momentum in our economy. I would say to you that
I think to be politically realistic, we are going to have progressive tax
rates, but the whole thrust of my argument this morning is that they
should not be so steeply progressive.

Senator Doutcras. If you could remodel the tax structure to your
own desires, would you have progression in the Federal income tax
or proportional income tax ?

Mr. BarLow. The Chamber’s view is that if we had a rate struc-
ture that ran from 20 to 50 percent, we would produce——

Senator Doucras. I thought you said 15.

Mr. Barrow. Fifteen to fifty percent or the present base rate, our
proposal was to divide the bottom bracket into two $1,000 classifica-
tions, and have 20 percent on one and 15 percent on the other. You
lose much less revenue under this proposal than under H.R. 8363.
Thus our proposal for a rate structure, not being just academic about
1t but being realistic, would be a rate structure from 15 to 50 percent.

We proposed last year a transitional rate structure of 15 to 65
percent, with the hope that the 65 percent rate would get down to
50.

Senator Doucras. And make good any deficit with a

Mr. Barcow. I could not hear you.

Senator Douveras. I say make good any deficit with a sales tax?

Mr. Barrow. Well, with a sales tax and take a look at the value
added tax.

Senator Dougras. Which isa form of sales tax.

Mr. Barcow. You and I could debate that perhaps, whether it is
a form of sales tax, but it can be evolved so that it is not passed on
fully to the consumer.

Senator DoucrLas. When Secretary Dillon testified, I read to him
some statistics which had been prepared inside his own Department,
and which he agreed were accurate, which showed that in 1959 there
were eight men with adjusted gross incomes from $1 million to $5
million who paid no taxes whatsoever, not one single cent, and five
men with adjusted gross incomes of over $5 million, who paid abso-
lutely no taxes.

Do you think that is a just state of affairs?

Mr. Barvow. I should say not, Senator, but it comes not so much
from the reasons that might be attributed to it as it does from what
1s wrong with our tax structure. I think it highlighs what is wrong
with our tax structure, because, in order for those people to pay no
tax, they had to give away their money or they had to lose it.” Thev
had to give it to charity or they had to lose it in some business venture
like drilling for oil.

You still do not have a rate that exceeds 100 percent. The reason
they paid no income tax is because they resent taxes and they would
rather give their money to charity or to the churches or the schools
or lose 1t in business ventures than pay it to Uncle Sam.
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Senator DoucLas. That was the defense or justification which See.
retary Dillon put up, but a closer analysis of the figures showed that
the major portion, the major portion, was due first to the depletion
allowance for oil and gas, which, as you know, frees from taxation
271/ percent of gross income up to 50 percent of net income, that it
was also due to the capital gains tax under which income can fre-
quently be disguised as a capital gain, and therefore taxed at only
half the rate of i income tax subject to a maximum of 25 percent, and
due also to the various shields, corporate shields which an individual
can throw around his income.

This leads to gross injustices in the tax system.

I am glad to see I think that you agree that there are injustices.

Mr. Barrow. Senator, I agree that there are gross injustices in our
tax structure. That is the reason we want it chan ed.

I do want to point out that these individuals, as I sald a minute ago,
either have to give away their money or take deductions for costs that
the Congress of the United States has decided are costs of producing
income.

I would say to you that if we could get our rate structure down to a
reasonable level, we would come up here as we did in 1959 and as we
have done before, before the committees of Congress, and recommend
areas where these deductions——

Senator DoucLas. Let mesay I favor that, too.

Mr. Barrow. Could be eliminated.

Senator Doteras. If we could correct these abuses I would be in
favor of reducing the maximum rate below 91 percent, although not
necessarily to as low a figure as 50 percent.

But what has happened has been that almost none of these abuses
are being corrected. Yet the maximum rates are being reduced at
the same tlme and you endorse Senator Long's proposal which would
reduce them still furthel and therefore, what we have been having
is very little correction in the tax system itself, yet reduction in the
upper limits.

I wish you would put your great abilities, and they are great, into
helpm.gfr plug what used to be called ]oopholes, which I think more
properly may be termed “truckholes,” in correcting these depletion
allowances.

The Senator from Delaware and I do not agree on many subjects,
but we agree thoroughly on this depletion allowance, and I hope that
you could reinforce our bipartisan alliance to reduce this gross
inequity.

I have been disappointed in the chamber that it has not come for-
ward as a supporter of the Senator from Delaware and the Senator
from Illinois.

Mr. BarLow. Senator, I do not want you to be disappointed in the
chamber.

Let me say this: We have felt, and we urged in the 1959 hearines,
that there should be real tax reform and revision of this tax structure
from top to bottom. But we really are convinced that you are not go-

to do much with what you call loopholes or truckholes until the
pubhc generally has some assurance that the rate is going to be reason-
able. You have a hen or the egg problem, which comes first, the rate
reduction or the assurance of rates.
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A lot of people would give up their built-in preferences if they had
some assurance that the rate was going to be reasonable.

Senator DoucLas. You see, you come down from 91 to 70 now. That
is quite a reduction.

I personally think 50 is too low. But we might meet at some point,
if you would support the move on the depletion allowance, and if
you would help us on capital gains, and if you would help us in re-
moving these corporate shields which are thrown around income. I
would%)e willing to go down below 70 percent and I think you ought
to be willing to come up above 50 if that happened.

These reductions are urged, but there is no corresponding movement
to effect a reform.

Mr. BarLow. We have made proposals for reforms, and as I have
said, we would make many more proposals if we could be sure of some
kind of reasonable rate structure.

Senator Doucras. I will agree to reduce the rate to 66 percent if
you will remove the depletion allowance, remove the corporate shields,
and reform capital gains.

Mr. BarLow. On removing some of these things, I think, Senator,
you understand as well as I do that there are different kinds of in-
come that have to be taxed differently, and you cannot, overnight,
revamp all areas of this tax structure without having serious economic
dislocations. But I think we are making progress when you get down
to 66 percent.

Senator DouarLas. I would only do that if you would help on the
reforms.

Mr. BarLow. We will assure you that we will help on reforms,
but we might have disagreement as to the area of reform.

Senator WirrLiams. Will the Senator yield ?

Senator DoueLas. Yes.

Senator WrrLiams. Under existing law, even though we have the
91-percent rate, we have a factor here which says that under no
circumstances can they take over 87 percent ?

Mr. BarLow. Yes.

Senator WrLLiams. Last year or the year before, at any rate in the
last couple of years I offered a proposal to cut the depletion allow-
ance for oil back to 20 percent and accompanied that with an auto-
matic reduction in the ceiling to 50 percent on overall income, and
the revenue of one was offset by the other.

Would you endorse such a proposal ¢

Mr. BarLow. Senator, not this morning. I would want to think
about that a great deal.

Senator WiLLiams. I appreciate the Senator from Illinois yielding:
the reason I asked that question was that it seemed to be in line with
what you were suggesting, that they get this overall rate down to 50
percent, and that you may be willing to reduce this depletion allowance
accordingly. .

I did offer such a proposal and would again, and I just

Mr. BarLow. You can be sure it will have the most careful study
by the chamber of commerce.

Senator WiLLiams. There has been a 17-year study. But would
you be willing—if the Senator will excuse me just a moment—for

24-532—63—pt. 2——5
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this particular bill, H.R. 8363, to get the same kind of a study that
perhaps this depletion change has been getting ?

Mr. BarLow. Idonot think it requires as much, Senator.

Senator WiLLiams. Thank you.

Senator Doucras. That is all, Mr. Chairman.

The CHAIRMAN. Senator Gore.

Senator Gore. Mr. Chairman, this is a very important and, in the
language of a lawyer, a very material witness.

I have a luncheon engagement in 3 minutes and I would like to
ask this gentleman some questions. He has made some statements
that are important for consideration. I am willing to come back
this afternoon or night or whenever the chairman suggests, but I
am hardly in a position to continue right now.

The CrairmaN. How long will your questions be ?

Senator Gore. I think 30 minutes.

The CaAIRMAN. Mr. Barlow, could you come back at 2:30?

Mr. BarLow. Yes,sir.

The CaairMAN. Senator Williams has one more question.

Senator WiLLiams. I will ask you just one question at this time.

You suggested, or the suggestion has been made, that by reducing
taxes we could reduce the income of the Federal Government and that
this reduction in the income may act as a brake on expenditures: is
that your feeling?

Mr. BarLow. %‘10, Senator, not exactly. I.et me explain.

Our feeling is that if we do have tax rate reduction and we know
that we are going to have less revenue in 1964 and 1965 because of this
tax reduction, it should serve as some stimulus to the Congress to try
to hold down expenditures. But I do not mean to say that we are in
favor of this tax bill or this tax rate reduction because it is going
to shut off revenues for expenditures.

We think it may have that effect, and I hope it does, but that is not
the reason we are endorsing the tax cut.

Senator WiLLiams. That gets to the question that I want to ask
you, because the only way it could have that effect would be to deprive
the Government of its ability to borrow the money to finance this
tax cut and their spending at the same time.

Now, what action would you recommend this committee take in
connection with the Secretary’s request, which is coming down here
in the next couple of weeks, for an increase in the debt ceiling?

How high would you sayv we should go? Give him what he asks for.
or do you think we should cut that back so that he would have to
absorb some of this tax cut and reduce spending?

Mr. Barrow. I think, to use a phrase, I would hold his feet to the
fire.

I donot think T would let them think that

Senator WrLLiaMs. Would you suggest that we hold it around $309
to $310 billion ?

Mr. Barrow. Yes, I would.

Senator WiLriams. Do vou think we should increase it to $315 or
$318 which he 1s expected to ask, in order to finance this tax cut ?

Mr. Barcow. I think clearly that we ought to try to hold the ceiling
on the debt at the lowest possible figure.

Senator WiLriams. The only way to hold it is to hold against the
increase.
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Would you recommend strongly—would the chamber recommend
that the debt ceiling should be held at $309 billion, which is the present
ceilling ?

Mr. Barcow. I think a practical problem is involved when the
Secretary of the Treasury comes here. The credit of the United
States 1s involved.

Iam atax lawyer. That is not the area of my expertise.

I would say that the chamber’s position would certainly be to try
to hold the dyebt ceiling at the lowest possible level consistent with
keeping American credit good in the world.

Sle)mator WiLLiams. American credit—if you are going to spend the
money you have to finance it certainly. But the question I am asking
is, do you think we should put this brake on and as you say hold his
feet to the fire.

You are not going to do it with talking. You are only going to
do 1t by putting an effective ceiling on available cash.

Now, do you support holding that ceiling and compelling the ad-
mi.nispr;xtion to live within that ceiling, or do you suggest that we
raise 1t ¢

We are going to have that decision to make.

Mr. Barrow. Senator, I want to be helpful, but this is not a judg-
ment that I can make very well as to dollar amounts or to what the
celling should be. But I can say that the whole thrust of the cham-
ber’s argument and position is that we stop this deficit spending and
we try to hold a ceiling on the public debt.

Senator WiLLiams. I will not press that further.

I will just have one other question.

(Off the record.)

Mr. Barcow. One of the programs of the chamber has been to try
to educate the chambers of commerce throughout the United States
that the only way we are going to get a reduction in expenditures is a
little self-discipline in all the various areas of the United States. In
that sense I understand what you mean by holding the chamber’s feet
to the fire. We want our feet held to fire if we are effectively to
reduce the demands of local communities for pork barrel legislation
and large aﬁpropriations.

Senator BENNETT. This has been the theme of your present presi-
dent’s messages ?

Mr. BarLow. That is right.

. Senator WiLLiams. One of the arguments that the administration
1s making in support of this tax cut, even in the face of a prospective
deficit of around $11 billion, is that it will stimulate the economy and it
will increase the revenue of the Government to the point where they
can balance the budget with its increased revenue.

Is that not almost exactly the same suggestion that the administra-
tion made a year ago to the steel industry ¢
. The steel industry was suggesting that they should raise their prices
In order to finance their operations to cover their increased costs.
T'he President took a strong position they should hold their costs down,
thereby increasing the demand for steel, selling more steel, ar.d mak-
Ing more money in the end.

Now how did it work out with the steel industry ?

Mr. BarLow. Senator Williams, the steel industry, as T understand,
today is working at 61 percent of capacity. and one of the concerns
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I have, and I am not an economist, about the need for after tax invest-
ment is to increase productive activity in the country and produce more
1Income to produce more revenue.

I feel generally that it is the chamber’s position that although
you will not get the full benefit of this tax reduction immediately,
there will be a factor of increased economic activity and increased in-
come to tax to produce more revenue in this next 2-year period and you
will not have this $11 billion loss in revenue when you consider the
favorable effect of the tax rate reduction itself.

Senator WiLLiams. You still have not answered my question.

How did that 1dea work out in the steel industry ?

Did it accelerate their business to the point where they made more
money ?

Mr. Barrow. I do not know enough about the steel business to an-
swer that. I donot know how it worked out.

Senator WiLLiams. It did not work. The answer is as I think you
do know—I ask again—do you agree with the President’s recom-
mendation of a year ago for the steel industry ?

I am sure you are familiar with his recommendation at the time
they suggested they raise prices.

Mr. Barvow. I think the chamber’s position at that time was op-
posed to the President’s position, but I am unfortunately in the posi-
tion here only of talking about the chamber’s position on taxes, and
I do not know about the effect on the steel industry.

Senator WiLLiams. The point that I am making is that if this tax cut
of $11 billion can accelerate our economy to the extent that it can
balance the budget, do you not think it would be advisable to cut taxes
just about 50 percent more than this bill suggests and maybe make a
couple payments on the debt ?

Mr. BarLow. Well, I do not believe that there i1s a direct relation-
ship, Senator. I think if you went to zero and had no taxes it would
not help you much with the debt.

We felt in the chamber a year ago that there could have been a larger
tax cut in 1 year. One of the problems with this tax bill we feel 1s
that it is a little late. It has been around here, as Senator Byrd
mentioned in his opening statement, for quite some time, and if we
had had this tax cut earlier the beneficial effects would have been felt
earlier in the economy, and we perhaps would have been in a little
better position in 1964.

Senator WiLLtams. Of course vour earlier recommendation, when
this was first proposed, was that there first be a cut in expenditures
of the Federal Government and then a tax cut, is that not true?

Mr. BarLow. That is right.

Senator WiLLiams. And you have now come around to the point
where you are recommending a tax cut and are willing to settle on a
pious hope of a reduction in expenditures?

Mr. BarLow. Well, that is one way to put it.

I might say that our position has not changed.

Senator WiLLiams. No.

Mr. Barrow. We felt that there should be a reduction in the high-
level expenditures in 1962 and we feel that way in 1963. We are only
sponsoring this tax rate reduction proposal because we think there are
going to be more expenditures in 1964 i1f we do not support it.



REVENUE ACT OF 1963 513

Senator WriLLrays. But my point is that you are willing now to
change what was an insistent request that there be a reduction in ex-
penditures when this tax cut was first mentioned.

You are now willing to settle for a hope ?

Mr. BarLow. No, Senator. I want to be perfectly clear on the
record.

Our position now is exactly the same as it was in 1962. We think
that reduction in expenditures and tax rate reduction go hand in hand.
They go together. We have not changed our position as to priorities
at all.

Senator WILLIAMS. Now we are getting back—maybe you and I are
going to agree.

Mr. BarLow. I think we do generally.

Senator WiLLiaxMs. Yes. We should.

Would you be willing to endorse this tax bill only with a provision
which says that the reduction in expenditures would be mandatory,
we put in a proviso in this bill, a new section, placing an overall ceil-
ing on expenditures’

Would you be willing to make your endorsement of this tax bill
contingent upon the acceptance of such a ceiling ?

Mr. BarLow. Senator, I would like to agree with you.

As I say, my instinet is to agree with you, but I do not think you
can write into a tax bill that kind of a provision. I do not think the
Internal Revenue Code ought to be cluttered up with appropriational
limitations.

Senator WrLLLaMs. It could be.

Mr. Barvcow. I think what you ought to do in the Congress, if I
may say so, is to write those kinds of restrictions into the appropria-
tion bills.

Senator WirLriams. I will agree with you on that, but we also have
the authority to place such a restriction in this tax bill. The hope
is already expressed, and you have strongly endorsed that hope.
~ Now, 1f we change that first section from a hope and put some teeth
1n it, as you say, would you endorse modification of that first section
making it mandatory that such a reduction be made?

Mr. Bartow. I do not think you can write an effective provision
for this purpose. If you write into this bill that the tax rate reduc-
tion will only go into effect if expenditures are reduced, the President
can Increase expenditures, and in that way defeat the purpose of tax
rate reduction. He can go to the people and say, “This is not my
fault. Expenditures had to be increased, but there goes your tax rate
reduction because the Congress wrote in this prohibition.” I think
that is a very bad approach, as much sympathy as I have with trying
to put some teeth into limitations.

do not believe that is the right approach to expenditure control
working through a tax bill.

Senator WiLLiams. Would you support the postponement of action
on this bill until after the budget has been submitted for the next
fiscal year?

Mr. BarLow. No. We have talked a great deal about that, and I
think that we should not wait for the bufl et to be submitted because,
as I have said, at the yearend, and from now on we are getting very
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close to the yearend, many business decisions have to be made about
spending more money than the tax savings.

Senator Douglas was talking about the savings that would be spent.
But so many decisions have to be made that it is most important that
we have an early decision.

There i1s one aspect of your question that gives me great concern,
and that 1s a proposal that has been made to eliminate the 7-percent
investment credit entirely.

I think unless that is cleared up before the yearend that there will
be a real deadening effect on expansion and on spending by business
for investment in low-cost productive facilities.

The tragedy would be that, once having liberalized the depreciation
provisions with the guidelines and with the 7-percent investment
credit and in less than a year action is taken to eliminate it, there
would be very little confidence in the business community now or in
the future that there are going to be allowances for capital recovery
anywhere at all comparable to those given in European countries.

Senator WiLLrams. Without debating the merits or demerits of the
investment credit or whether it should or should not be eliminated,
my question is this: Just suppose the committee did eliminate that
section, would you then recommend that the bill be defeated, or would
you recommend that it be passed with that deletion ?

Mr. BarLow. Deleting the 7-percent investment credit ¢

Senator WILLIAMS. I%es, just suppose it was deleted ?

Mr. BarLow. My guess 1s that we would oppose the bill if the 7-
percent investment credit were deleted, but we would have a meeting
of the taxation committee and the board. That would be a very im-
portant question.

We meet very regularly. We try to keep our finger on the pulse of
our membership and what the business community wants.

When you give me some of these questions, and understandably you
do, I try to deal with them, but when it comes to a major policy de-
cision on this tax bill like the deletion of the 7-percent investment
credit, we might have to take a different position.

Senator WiLLiams. I was not raising these questions to argue with
you on the merits of it. I just want to get your position clear.

Mr. BarrLow. No.

Senator WirLiams. My only question was assuming that a motion
was made to delete the investment credit provisions of this bill, when
the final vote came on whether we took the bill or not, as I under-
stand it, you think you would be against it ?

The CrARMAN. The committes will recess until 2:30.

(Whereupon, at 12:40 p.m., the committee recessed, to reconvene
at 2:30 p.m. the same day.)

AFTERNOON SESSION

The CHAIRMAN. The committee will come to order.

Mr. BarLow. Will you take a seat, please.

Senator Gore. I am sorry, Mr. Chairman, I have been on the floor.
and the leadership was telling me every minute that they were going
to have a vote. I apologize, Mr. Chairman. I started to come earlier.
I did not mean to tn.ﬁe your valuable time.

The CHAIRMAN. Yes,sir. Go ahead.
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Senator Gore. I noticed this morning, in response to a question b
Senator Douglas as to whether the enactment of the pending bill
would provide more investment capital, that you said, “Yes,” because
there will be more after-tax income. Do I correctly state your answer?

STATEMENT OF JOEL BARLOW, U.S. CHAMBER OF COMMERCE—
Resumed

Mr. BarLow. Yes, Senator, that is one of the reasons.

Senator Gore. I wrote it down because I had observed that in your
statement you say: “It is misleading to compute on the basis of In-
come after taxes.”

Will you explain the contradiction ?

Mr. Barrow. Misleading, you say ?

Senator Gore. No, you said that.

Mr. Barrow. Will you tell me the sentence that you are referring
to or the paragraphs, so we get this in context ?

Senator Gore. In answer to a question by Senator Douglas this
morning you used the phrase, which is a well-known one, and I am not
accusing you of anything, “more after-tax income,” or “after-tax in-
come.” Yet in your prepared statement you say it is misleading to
compete on the basis of income after taxes.

e point I am trying to make, and there is no need to belabor
it, is that after-tax income is to individuals and to corporations the
most important single result of the tax bill.

Mr. BarrLow. I agree with you on that, but there is nothing incon-
sistent on what I have said. Let me explain why.

I told Senator Douglas this morning when we were discussing this,
that one of the reasons there will be incentive to investment in money-
making and jobmaking investment is that there will be more after-
tax income.

I also pointed out to him that not only would there be more after
tax income to encourage investment, but the fact that the tax bill is
passed with lower rates would also give rise to confidence in the business
community so that more money would be spent than just the after-tax
income. Now I know of nothing in the context of those comments
that is inconsistent at all.

Senator Gore. You don’t mind then if all of us consider the after-
tax income result of the pending bill if enacted ?

Mr. BarLow. Yes; I think, Senator, the important thing is to con-
sider the after-tax income when the rates go up, and to consider the
after-tax income when they come down.

The difficulty is, and I think this may be the reason for your com-
ment, that when tax rates go up, there are people who refer only to
the percentage of increase. The rate goes from 4 to 8 percent, they
said that is a 100-percent increase. They don’t talk at that time about
the total dollars of additional cost of taxes.

What I am explaining is that when the tax rate comes down, we
have to look at the percentage reduction which in this case is 3 to 1 in
favor of the lower brackets, and not talk about just the reduction in
dollars that arise not out of the tax structure but arise out of the total
amount that people earn. Now that is all that I am talking about.

Senator Gore. Then I take it you would agree with me that a correct
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analysis of the bill requires an examination from both viewpoints or
standpoints.

Mr. BarLow. You have to look at after-tax income in terms of dol-
lars. You have to look at after-tax income in terms of percentages,
but we have to be careful that we don’t distort either and get into this
business of the political arithmetic of tax rate making. Let’s use the
same test when we go up as when we come down.

Senator Gore. You and I are in agreement in that we need to ex-
amine it from all angles, as a matter of fact.

Mr. Barrow. Yes: I agree.

Senator Gere. But T am not sure what vou mean by the term
“political arithmetic.” I am not acquainted with that.

Mr. Barrow. What T mean by the political arithmetic 's just what
I have been explaining: that when the rates go up, one bit of arith-
metic is used. and that is the percentage increase at the lower level of
the bracket. VWhen the rates come down, people are inclined to use
political arithmetic as to the dollars of saving.

In other words, the Republican minority report refers to cigarette
money. I don't think that is a proper evaiuation of the results of
this tax bill, because those savings that are small result not from the
tax bill but result from the fact that those people don’t make a great
deal of money. and when you have millions of taxpayers at this rate
base, Senator, saving 8100 or $200. that is where you lose the bulk of
your revenue. It is not in those top brackets, if you will excuse me.

Senator Gore. Why is one political arithmetic and the other not?

Mr. Barrow. They are both. They are both political arithmetic.
That has been our problem for years.

Senator Gore. You say it 1s proper to examine after-tax income
from the standpoint of both dollars and percentages.

Mr. Barrow. Yes.

Senator Gore. U'p or down.

Mr. BarLow. Yes.

Senator Gore. You and I are getting along remarkably well.

Mr. Barrow. I am sure we will.

Senator Gore. Have you seen the testimony of the Secretary of the
Treasury?

Mr. Barrow. Yes: I heard it,too, Senator.

Senator Gore. His table 1 shows that the tax reduction which those
filing 9,700,000 returns will share will be $555 million, and those filing
200,000 returns, taxpayers with adjusted gross income of over $50,000,
will share approximately the same amount, or $525 million.

Now, how would you characterize this in terms of after-tax income,
increase in after-tax income or political arithmetic? How would you
characterize this, the Secretary’s statement ?

Mr. Barrow. I characterize it this way, Senator: that when the
rates went up you had the same dollar problem. Those fewer tax-
payers paid all that money when they went up. So when the rates
go down, because they earn more money, they pay those fewer dollars.

That does not come from this rate structure. That is a misconcep-
tion. This comes from the fact that those people make that much
money, and they are taxed so highly at the top brackets that it is per-
fectly plain there is going to be more dollars of reduction because they
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make more money. But that does not have anything to do with the
rate structure.

As I pointed out earlier this morning, Senator, the greatest percent-
age of reduction of tax liability comes in the lower brackets, not in
the upper.

Senator Gore. I don’t know on what basis you say that this does not
result from a change in the rates, but rather results from the income
that these taxpayers have. It seems to me that we are talking about
the same income but a changed tax structure. I don't quite follow
your logic there. You are saying that this is not the result of any
change that 1s brought about.

Mr. BarLow. Noj; I said the differential is not a result of the change
in rates. What I am saying to you is that the reason they are dollars
of saving is because there were comparable dollars of cost when the
rate went up. Whenever they come down, they should come down
reasonably proportionately.

Now they haven’t come down. The benefit is weighted in favor of
the low-income groups. But when you talk about dollars of saving
when the rates come down, you have to keep in mind the dollars of
cost when the rate went up.

This is something that you and I probably don’t need to discuss,
because this argument has been going on for years, and it is not very
meaningful. But I am saying the rates do not affect the differential
of 1i:awing. The saving differential arises from the income people
make.

Senator Gore. You and I would not want to argue about how many
angels could dance on the point of a needle, would we?

hMr. BarLow. No; I think that is the problem. We don’t want to do
that.

Senator Gore. I have just given you the tax reduction in dollar
amounts from the table presented by the Secretary of the Treasury,
resulting from the changes that will be brought about by the proposed
bill, if enacted.

I notice you use sometimes the term “tax equality.” You used that
term in your testimony before the Ways and Means Committee. What
do you mean by tax equality

Mr. Barrow. I used ro{ably tax equity, and I don’t want this con-
fused with the tax equaﬁty

Senator Gore. No; I am sorry, you didn’t. You used tax equality.

Mr. BarLow. I am perfectly willing to use that term. I just don't
want 1t confused.

Let me say this: What I mean by tax equality is that to the extent
possible there should be equitable treatment of taxpayers under a
progressive tax rate which we have acknowledged is here and which
we probably are no‘%#oing to get rid of.

Senator Gore. Would you consider tax equity, would you consider
that the——

The CramrMAN. I am sorry to interrupt, but there is a vote on the
final passage of a bill. We will recess and come back immediately.

Short recess.)
he CHAIRMAN. The committee will come to order.
Were you just answering a question ?
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Mr. Barrow. I think I had concluded answering the question. I
was waiting for the Senator.

Senator Gore. Would you wish to substitute tax equity for tax
equality wherever you have used it in your testimony before the Senate
and the House ?

Mr. BarLow. No, Senator. I think names are only labels for our
i%rnorance, and you can use tax equality, tax equity interchangeably
if you wish. I am not trying to make any point about the difference
in those terms.

Senator Gore. I know, but there is a difference in the terms, and
I am interested in your views. I think the U.S. Chamber of Commerce
has presented a surprising point of view in your testimony, and I
am interested in your views.

Mr. BarLow. I havetried to set out in the statement

Senator Gore. How do you distinguish between the terms tax equity
and tax equality ?

Mr. BarLow. I think some people mean by tax equality that the
rates should be equal.

Senator Gore. I am not asking you what some people mean. What
do you mean ¢

Mr. Barrow. Generally tax equality and tax equity as I say can
be used interchangeably, but I think there are misconceptions about
those terms, and when I talk about tax equity I simply mean treating
taxpayers equitably and fairly. When I talk about tax equality,
I mean about the same thing except there is a connotation about tax
equality that some people think that the rate should be the same
for everybody.

Senator Gore. You held forth rather eloquently against progression.

Mr. BarLow. No, I did not hold forth against progression. I held
forth against too much progression or too much steeply graduated tax
rates, and I think that is a mistake for all the reasons I gave this
morning. I think we have learned generally that it is a mistake.

Senator Gore. You think that the less progression there is in tax
rates, the less we hew to the principle of taxation according to the
ability to pay, the closer we come to tax equality ¢

Mr. Barrow. I am not sure, Senator, what any of us mean by
“ability to pay.” That is a kind of overworked, overused term, and I
don’t hear it very much any more, but I say this to you: that, within
reason, eliminating progression from the tax structure works more
equity. That is at least our view. I imagine some people disagree
with that.

Senator Gore. I am interested. You say you no longer hear the
term “taxation according to ability to pay” very much. Of course,
you move in a rather rarified atmosphere. I can understand why you
might not hear that, but out where the people work, skimp, and try
to make ends meet, and to whom “take-home pay” is a very meaning-
ful phrase, “taxation according to ability to pay” has a very real mean-
ing. if not an emotional impact.

Mr. Barcow. I think that is true. I think I agree with that. But
T am interested in those people who work, sweat, and have hardship
in the tax rates, and I would like to reduce those rates and limit
them for schoolteachers and wageworkers, too.
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Our point is, if you are going to raise enough revenue in this coun-
try, you can’t eliminate the broad tax base. We recognize hardships,
the chamber recommended in its own program a rate of 15 percent, and
this bill goes to 14, so that I don’t think any of us are interested in
doing anything but minimizing hardships at the bottom brackets. But
you can’t eliminate that tax base and collect any revenue. That is our
basic point.

Senator Gore. I was very interested in the sentiment you expressed
this morning with respect to taxes coming off as they went on. I don’t
remember your exact words, and I am not attempting to quote them.

You undyersood, I am sure, from my exchange with the Secretary
of the Treasury a few days ago, that I would have difficulty supporting
a reduction in governmental revenue of $11 billion as a permanent re-
duction of the revenue level of the Government, regardless of what
form the tax bill may have taken from the standpoint of equity as I
understand it, or from the standpoint of tax equality and/or tax equity
as you understand it.

I have the very deep feeling that if we are to have, regardless of the
standard of responsibility to which you made a passing reference this
morning—and I am glad to see the chamber of commerce make a refer-
ence, even though passing. I feel that the most inequitable single
provision of our tax law—well, among the most inequitable provisions
of our tax law—is the personal exemption of only $600 for a dependent.
Do you happen to have children or have you had children in school ?

r. BarLow. Three.

Senator Gore. Then as a parent you would be able to know from per-
sonal experience the adequacy of a $600 deduction for the rearing and
the education of a child. Would you be willing to give the committee
the benefit of your view? Would you measure this $600 exemption
alongside your yardstick of tax equality or tax equity as you choose ?

Mr. BarLow. Senator, I think the reason that there 1s a $600 per-
sonal exemption in the tax structure is as a recognition of the problems
of people In paying taxes who have a lot of children. But I don’t
think it has ever been intended so far as I know to make the personal
exemption anything like the equivalent of cost of raising a child.

I don’t think there has been a decision under our tax laws to subsi-
dize each family to the extent of cost of raising a child.

There is another problem here that comes in which seems to me forti-
fies the position I am taking, and that is, that we can’t eliminate the
cost, the complete cost to a family of bringing up children, in our tax
structure, or we would not have enough base left at 20 percent today
to raise anything like the revenue we need.

As I tried to point out in my statement this morning, the problem
here is having an adequate tax structure to just approximate the
high level of the spending today, the expenditures of the Federal Gov-
ernment. Because we are relying on the income tax structure for
85 percent, approximately, of all of our revenue, we can’t give deduc-
tions and personal exemption to everybody to take care of the cost of
his family, even at the low income levels, because there would not
be enough tax to support this level of Federal expenditures or even
a lower level.

I want to say again that the chamber has been over the years, I
think, very much aware of the importance, every time we can of
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reducing those lower rates to eliminate hardship. But you can only
go so far without destroying or eroding the tax base.

Senator Gore. You have answered me interestingly in your views of
why this cannot be done, but you did not measure it with the yard-
stick of equity, which I asked you to do as you understand tax
equity to be.

Mr. Barcow. I would say in reply to that, that the tax structure,
certainly at the lower rate levels, has done the best it can to give
tax equity in that area. Although I suppose there is no pure or true
equity when you are levying taxes, it has gone a long way toward
recognizing the equitable problem, because we have a tax structure,
as I said this morning, that is weighted in favor of the lower income
groups.

When you have the progressive kind of rate structure that we
have, going all the way up to an overall 87-percent limitation on in-
come, you are doing pretty much equity to the people in the lower
brackets when you tax them at 20 percent.

Senator Gore. You said once again as you sald several times this
morning, that this bill is weighted in favor of those with low income
measured in terms of after-taxes income. A single-income taxpayer
with an income of $4,000 to $6,000 would have his after-taxes income,
to use your phrase, or take-home pay, to use the workingman’s phrase,
increased by this bill by 5 percent, or to give it in exact dollars, which
you say we should consider, $230 a year. But the same taxpayer, if
he had a corporate salary of from, say, $200,000 to $300,000 would
receive a 100-percent increase in his after-tax income, to use your
phrase, take-home pay, to use the workingman’s phrase, real income
to use mine. Now, how would you measure that by the yardstick of
tax equity ?

Mr. BarLow. I thought I explained that to you earlier, Senator.

Sentaor Gore. You explained it, but you did not explain it in terms
of tax equity.

Mr. Barrow. I am sorry that I did not. .

Senator Gore. I mean you explained your viewpoint, but not m
terms of tax equity, which you now wish to substitute for tax equality.

1\%' Barrow. I don't want to substitute tax equity for tax equality
atall.

bSenator Gore. You said you wished to consider them interchange-
ably.

Mr. Barow. I don’t think they mean exactly the same thing.
That is all T said. But I don’t think there is any reason to quibble
about definition. .

But I would say to you again. on the basis of the illustration you
just gave me, that the reason that a taxpayer in the $4,000 to $6,000

racket saves only # hundred dollars as compared with the man in
the $200,000 or $300,000 bracket is because he does not make as much
money and he does not pay tax at the same high rates. A 1-percent
reduction up at the top means thousands of dollars, and sometimes
10 times as much as a 10-percent reduction or a 6-percent reduction
down in the lower brackets.

Senator Gore. But you have the inverse treatment here. You have
in this bill the higher percentage reductions on the large amounts, and
the low percentage reductions on the small amounts.

Mr. Barrow. No, Senator.
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Senagtor Gore. How do you measure that by the yardstick of tax
equity

qu}.’ Barrow. Senator, I am sorry, I think you are mistaken because
the Treasury’s own statistics show that the reduction in the high
bracket is only something like 12 percent.

Senator Gore. Let’s take the reductions.

Mr. BarLow. And in the lower brackets——

Senator Gore. Itisreduced from 91 to what?

Mr. Barrow. I have forgotten. I think the interim rate is 77 per-
cent on the first year.

Senator Gore. And the lower bracket is reduced to what?

Mr. BarLow. From 20 to 14.

Senator Gore. Which is the larger percentage reduction.

Mr. BarLow. My land, the one on the small. You have almost a
one-third reduction.

Senator GorRe. You mean——

Mr. BarLow. I mean a——

Senator Gore. You mean the reduction from 91 to——

Mr. BarrLow. From 91 to 77 is a much smaller percentage than from
20 to 14; much smaller. That is the whole point that I have been
making.

You are counting the number of percentage points, but it seems
to me that you may be forgetting that when the percentage points
went on, a great many more went on on the top brackets. For in-
stance, in 1932 the tax rate of an individual paying 25 percent, as I
recall, went all the way to 63 percent in one jump.

Senator Gore. And you think it should come off as it went on?

Mr. BarLow. Well, reasonably proportionately, but I am politically
realistic enough to know that it won’t. This bill is the proof of that.

Senator Gore. I was in the Congress and voted for what I con-
sidered the most onerous wartime levy, the lowering of the personal
exemption of the taxpayer and dependents. The cost of living 1s
considerably more than twice what 1t was in 1940. Then a man and
wife had an exemption of $2,000 of income before the heavy hand of
the Federal income tax law was laid upon that income.

As I then understood it and as I now understand it, the personal
exemption, the family exemption, the dependent exemption, had as
its basic purpose the permission of a subsistence level of income for
the taxpayer and his family before a Federal income tax was levied.
Now do you disagree with that ?

Mr. Barrow. No. I think that was one of the factors certainly,
consideration of a subsistence level.

Senator Gore. Now if in 1940 a $2,000 exemption was adequate for a
family subsistence, man and wife, what would you say a comparable
figure would be now ?
hMr. Barrow. I am not sure what it should be, but I would say
that——

Senator Gore. I did not ask what it should be.

Mr. Barcow. No.

Senator Gore. What would it of necessity be when measured by the
cost of living ¢

Mr. Barcow. Well, you must remember, Senator, that there have
been built into the tax structure some relief provisions since 1940 that
offset the differential that you are talking about.
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For instance, even in last year's revenue bill provisions were in-
cluded that shifted the burden more and more away from the lower
income groups, and you must also keep in mind I think that since
1940 everybody has been paying more taxes.

I might say this, that 1n the current tax bill they are trying to offset
the Inequity that you are talking about with the standard minimum
deduction. You can't, I think, compare the dollar amounts of per-
sonal exemption.
~ Senator Gore. I appreciate your views. I always find them
Interesting.

If you could be a little more explicit in response to my inquirie-,
the consideration of the bill would be expedited. I asked you =
sim;)]e question. I will repeat.

If $2,000 per year was adequate for a minimum family subsistence
before the levying of an income tax in 1940, what. would a comparable
amount. for family subsistence be at this time ?

Mr. BarLow. I am not sure of the figures on the inflation factor,
but I understand that since 1939 the value of the dollar has depreciated
about half, so taking your assumption and answering your question
categorically, I suppose that if that was the subsistence level in 1940,
it would be twice as much in 1963. But I don’'t know quite what that
has to do with the imposition of taxes, because we are not talking
about comparables.

Senator Gore. Well, it has a great deal to do with the imposition of
taxes. We are talking about the basic unit of our society.

Mr. BarLow. Yes.

Senator Gore. That family unit. Why doesn’t that have something
to do with taxes?

Mr. BarLow. That has something to do with it, but what I am
pointing out to you is that the subsistence level test under the tax
structure in 1940 is not necessarily the same test in 1963, because
equitable provisions and relief provisions have been put into the tax
structure that were not there in 1940, these offset what I would agree
with you is an inequity perhaps in the treatment of low-income
taxpayers.

Senator Gore. Why would you say perhaps?

Mr. Barrow. Well, because there is a question at what level the
progressive rate structure becomes inequitable.

Senator Gore. Let me give you the exact index of the cost of living.
In 1940 the consumer index stood at 48.8. In July 1963 it was 107.1,
so you see there is an increase In the cost of living of, according to
rough mental arithmetic, 112 to 114 percent.

Mr. BarLow. More than double.

Senator Gore. More than double. Now would you conclude from
vour understanding of tax equality or tax equity that at least a $4,000
subsistence level, exactly double that permitted in 1940, would be
necessary to make up for the 112-percent increase in the cost of living’

Mr. Barrow. I was trying to point out, Senator, that I don’t think
it is necessary to double it, because of the other relief provisions that
have been built into the tax structure such as the one now proposed.
the minimum standard deduction, which leaves——

. Senator GGore. You are talking about something that is proposed.
but vou were trying to tell me about some tax benefits that this family
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with a $4,000 income has now that it did not have in 1940. Would
you mind spelling those out ?

" Mr. Barrow. %’here are provisions like child-care provisions, and
old people with low incomes have been helped since the 1940 act. There
has been 2 recognition by this committee and the House Ways and
Means Committee of the hardships in this area and relief provisions
have been built into the structure.

But I want to say to you that I would like, except for the problem
of taxpaying citizens knowing the burden of taxes, to relieve some
of these people from the hardships of the tax structure. But the basic
problem is that you can’t eliminate this base, this great number of tax-
payers who pay small amounts, because you can’t collect enough reve-
nues. They all have to contribute a little. That is my point.

Senator Gore. Before I come to that, I will say that I am referring
here to a family of wage earners, not retired people. There are some
provisions in existing law for retired people that were not in the law
in 1940.

But I would like to point out to you one other thing that was in the
law in 1940 which I voted to strike with the greatest of reluctance.
That was a preference for earned income. On top of the $2,000 exemp-
tion, the man and woman who obtained their income through the
sweat of their brow, the toil of their hands or their brains, had an
earned-income credit.

Mr. Barow. That is right.

Senator Gore. For earned income. Now this was stricken out dur-
ing the war.

r. Barrow. That is right.

Senator Gore. As a wartime measure. Instead of that, we now
have a provision in the law that gives a preference to unearned in-
come, dividends from corporate stock. So when you come before this
committee pleading for this tax bill on the basis of tax equity, you
raise many questions.

Now you say that we can't raise the personal exemption because
it will cost the Government too much revenue. Yet you advocate
the passage of a bill that would cost an $11 billion permanent loss
In revenue.

Mr. BarLow. No; I think not, Senator. The Secretary of the
Treasury has made it very clear that this does not contemplate $11
billion net loss in revenue, because if the President’s concept of this
tax bill and the Secretary of the Treasury’s concept is right, 1t is going
to give some momentum to the economy, and we are going to make
up some of that income or that loss of revenue with increased incomes.
That is the whole thrust and intent of this bill. I don’t think we are
losing $11 billion.

Senator Gore. I understood you to say this morning that you did
not agree with that part, you did not expect any balanced budget,
but you wanted this anyway.

Mr. Barrow. Oh, I did not say that we did not expect it. I said we
are hoping to have it.

Senator Gore. All right, let’s take your thesis.

Mr. BarLow. Yes.

Senator Gore. You advocate the passage of a bill reducing govern-
mental revenue by $11 billion.



524 REVENUE ACT OF 1963

Mr. BarLow. Short term.

Senator Gore. On whatever term, you advocate that. Yet you
say we can't afford to raise the personal exemption, we can’t afford
to give a parent a little more deduction for the cost of rearing and
educating a child.

Mr. BarLow. Senator, we are giving them——

Senator Gore. How can we afford 1t in the one instance and yet we
could not afford in the other?

Mr. BarrLow. Senator, let me explain this. Under this bill, as
you know, you are giving these parents a little more of a deduction.
In the minimum standard deduction which the Ways and Means
Committee chose instead of the personal exemption, you are increasing
it, you are giving them something. You are giving a 38-percent
reduction in tax in this lower income bracket. We don’t have to pro-
ceed on the assumption we are not benefiting low-income taxpayers.

But, second, with respect to the $11 billion of revenue loss, the
whole thought here, and this is where the business community and
others agree with the Government, is that if we can take off the
onerous effect of the high progressive rate structure, we will give our-
selves some economic momentum so that we will produce more income
and have a better base for levying the tax. That 1s the whole thought.

Senator Gore. So you are for a little tax equity but not much.

Mr. Barcow. Well, I am for all that we can stand at all times.
We have to look at the exigencies of the situation.

Senator Gore. Let’s stop right there. You are for all we can stand.

Mr. BarLow. That is right.

Senator Gore. And you think we can stand $11 billion short term.

Mr. Barow. We have decided that we can, short term ; yes.

Senator Gore. And the Secretary of the Treasury testified as you
heard him, that the real segment or portion or part of our economy
that needed stimulation was demand.

Mr. Barrow. I did not understand him to say that alone. I under-
stand that they have a balanced tax proposal.

Senator Gore. He said that was the major element that needed
stimulation. You recall that, do you not ?

Mr. Barrow. But I did not understand him to say that it was the
major element, but he agrees that we need both consumer demand
and we need the funds for investment.

Senator Gore. I assure you he did so state.

You said this morning, though, that you disagreed with that. You
thought we had placed too much emphasis already upon consumer
demand.

Mr. Barrow. Senator, when we, as an industrial nation, have the
lowest rate of investment in the whole world in relation to gross na-
tional product, there is something wrong with the stimulus or the
incentive in this country to investment. This must come, and the Treas-
ury seems to think so, from the deterrent effect of this tax structure.

Senator Gore. I know, but you are going to something else now.

Mr. BarLow. No; I don’t want to.

Senator Gore. You did say you disagreed with the Treasury. You
disa.gmed with the thrust of the testimony and the bill, you criticized
the bill because it placed too much emphasis on spurring the demand
sector of our economy.
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Mr. BarLow. Yes; that is right. We think that there is too much
of a shift to emphasis on consumer statement.

Senator Gore. Then I do remember your remarks correctly.

Mr. BarLow. That is right.

Senator Gore. Then you disagree with the Secretary of the Trea-
sury as to the reasons for this bill, the principal reason for this bill,
the principal need for this bill.

r. BarLow. No. I think on the principal reasons we probably
agree. I think that what we disagree with 1s the emphasis that both
the Treasury and the House Ways and Means Committee have had
to put on consumer spending in order to get a tax bill. That always
comes back to the problem of the——

Senator Gore. Isthat what you call political arithmetic?

Mr. BarLow. A little bit of that, Senator: yes.

Senator Gore. I really find you very—I started to say confusing,
but I will really say confused. How are we to stimulate the economy
by a tax reduction unless that tax reduction goes to that element of
society which will either spend or invest ?

Mr. BarLow. It has to go to the element that will spend or invest.
That is what I am talking about. Some of it goes to the consumer
for spending, some of it goes to the investment element for spending.

Senator Gore. I have now located that part of the testimony of the
Secretary of the Treasury relating to this particular point. I quote:

Our persisting problem has been insufficient demand. The Federal Govern-

ment has the capacity to meet this problem, and since the enactment of the
Employment Act of 1946, it has had a clear responsibility to do so.

But you say you disagree. You think the bill, indeed you think that
existing law as you said, places to much emphasis upon consumer
demand.

Mr. BarLow. Yes.

Senator Gore. You think the proposed bill still does ?

Mr. Barrow. Yes; I think so.

Senator Gore. So to that extent you disagree with the Secretary
of the Treasury ?

Mr. BarLow. That is right.

Senator Gore. I will forgo further questions of this distinguished
gentleman.

Senator Curtis. Mr. Chairman, I have some questions I would like
to ask, but I would hate to miss a rollcall vote.

The CHAIRMAN. We will come back.

(A short recess.)

The CHAIRMAN. The meeting will come to order.

Senator Gore. May I pr ?

The CrHAIRMAN. Proceed, Senator.

Senator Gore. I do not want to do you an injustice, so therefore I
will state my conclusion as to your position. If you disagree with it,
then perhaps we can clarify it.

As I understand what you said, it is that we can afford an $11 billion
tax cut 1f it goes to the people to whom you think it should go, but
we cannot afford it if the ordinary taxpayers and taxpayers’ de-
pendents are to be the beneficiaries of it. It seems to me that is the
position at which you have arrived.

24-532—63—pt.2——6
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Mr. Barrow. I think not, Senator. That it seems to me is not a
fair statement of our position.

Senator Gore. Then let me ask you again, Do you wish to go
further?

Mr. BarLow. I was just going to say that I am not sure at all that
we can afford an %11 billion tax cut.

We have endorsed this bill very reluctantly on the assurances of the
President, of the Secretary of the Treasury, and of the Congress that
we are going to get some reduced expenditures. We are supporting
this bill not because we are happy at all with the prospect of the loss
of revenue short term, but with the thought that the alternative is
very bad. That if the private sector does not produce this money,
vou are going to appropriate it and our level of expenditures is going
to go up, and then we will never raise enough revenue with this limited
income tax structure, no matter how we broaden the base to pay our
bills. So that is the reason for our support.

Senator Gore. All right, suppose we leave the same assurances in
the bill—the bill seeks to codify a stump speech in the tax law. You
seem to attach some value toit. I attach noneatall.

Mr. BarLow. I feel that we—excuse me.

Senator Gore. Suppose we have the same assurances, are given the
same assurances, the same anticipation or doubts which you may have
as the case may be, but the same quality of consideration for reduced
Federal expenditures.

Would you still say that we could not afford an $11 billion tax cut
if it were utilized in raising the personal exemption for each tax-
paver and each dependent ?

Mr. Barrow. Senator, I am saying that we don’t like the two to-
gether just the way I think you are trying to do.

I am saying that, and T think this is the reason the House Ways
and Means Committee did not go to the increased personal exemption
route, I am saying that the loss of revenue would ge so much greater,
without getting the kind of result from this tax bill that we need if
we went the personal exemption route, that we can’t afford to do that.
We can't lose any more revenue than we are losing now, and maybe
this 1s too much.

Senator Gore. Please understand I think it is too much.

Mr. Barrow. Iagree with you, certainly.

Senator Gore. Whatever the formula.

Mr. BarLow. Yes.

Senator Gore. But you advocate it.

Mr. BarLow. We are supporting it as about the only hope we see
for getting some reasonable level of expenditures, and a budget bal-
ance, the Secretary says, in 1967 ; Mr. Burns says 1972. We would like
to have it next year if we can get it, but we don’t think we will get it.
But we think unless we take the wraps off of our economic system
with some kind of a sensible tax structure, we may not get it ever, and
that is our concern.

Senator Gore. Would it be correct to say then that you support it.
barely, but with faint hope and little confidence?

Mr. BarLow. Well, that would be one way to describe it. I think
we have a little more enthusiasm than that, Senator.
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The CHAIRMAN. What percent of enthusiasm have you?

Mr. Barrow. As I said, Senator Byrd, we look upon it as a Hobson’s
choice to a very considerable extent, but it is awfully important to get
a start on rate reduction.

Senator Gore. This is not a Hobson’s choice. This is the choice of
the Senate committee. We must choose.

You come here supporting, as you say, barely, reluctantly, a bill
providing for an $11 billion reduction in governmental revenue, and
vou express great doubts as to the possibility of a balanced budget, as
has been forecast.

Now the proposition I have put to you, in view of the fact that the
Secretary of the Treasury has said that our persistent problem has
been insufficient demand, is this: Would you think we could afford
this tax cut if the tax reduction i1s measured by a true yardstick of
tax equity, and goes to increase the personal exemption of each tax-
payer and dependent ?

In other words, I feel that the man who has the most children to
rear and educate is in greater need of tax reduction, and that his
expenditure of what tax reduction comes to him will be far more
effective in the economy than is the case if we give the 100-percent in-
crease in the take-home pay of the corporate executive.

Mr. BarLow. You are not by any means, Senator, giving a 100-per-
cent increase in the take-home pay of the corporate executive under
this bill, and I think we have an area of agreement here which pleases
me.

Senator Gore. I will not argue this point with you, because I have
asked the technical staff of this committee to prepare a table.

I made my own calculations to begin with, but so there would be
no question about it—you wouldn’t question that Clolin Stam is a com-
petent tax technician ?

Mr. Barrow. He is one of the ablest tax men in the United States,
and I don’t think anyone knows more about taxes than Colin Stam.

Senator Gore. I will agree. Then I will go to another point. How
much of this tax cut in your opinion goes to spur consumption, and
how much to spur investment ?

Mr. Barrow. Well, T think the Treasury statistics show about a
12-percent reduction to encourage investment, and about a 38-percent
reduction to stimulate consumption. Now those are not exact figures
as I pointed out a little bit earlier.

The fact that there is a tax bill and there is a recognition on the part
of the Government that we need a revision in tax rates to stimulate
Investment beyond just the after-tax benefit in 1964 and 1965. But I
think it can be said reasonably on the basis of Treasury statistics that.
those are the relative benefits for investment and consumption.

Senator BENNETT. Will the Senator yield?

Senator Gore. Yes.

Senator BENNETT. The 12 and 38 percent add up to 50. Where is the
other 50 percent ?

Mr. Barrow. I am talking about the percentage of reduction, Sena-
tor; 38 percent from existing taxing liabilities in the bottom low-
Income rates and 12-percent reduction in liabilities in the upper
brackets. We are not talking about a 100-percent. ficure.

Senator Gore. You still have only 50 percent accounted for.
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Mr. BarLow. We are talking about percentage of reduction.

Senator BENNETT. May I say you are saying that the 88-percent
reduction in the lower brackets goes for consumption, and the 12 per-
cent reduction—where do you apply that 12-percent reduction, to all
brackets ¢

Mr. BarLow. No. Let me explain. This percentage reduction can-
not be categorically allocated to either consumption or investment,
because the people in the higher tax brackets consume, too.

Senator BENNETT. Are going to consume some, sure.

Mr. BarLow. What I was saying to Senator Gore was that the
reduction of 38 percent for the lower income group is the principal
stimulus to consumer spending.

Senator BENNETT. Xnd you are saying that the reduction to the
investment group is only 12 percent.

Mr. Barrow. Yes, and that is not necessarily all allocated to in-
vestment incentives. There is a consumer element in that.

Senator Gore. And there is also a saving element in that.

Mr. BarLow. There 1s saving all the way through the line on taxes
wherever you reduce the rates.

Senator Gore. You complained earlier about using percentages.
I don’t want to complain about it, but I think perhaps we can under-
stand this problem better in dollar amounts. There is a $11 billion
tax reduction. How many dollars approximately of this $11 billion
will go to investment, and what portion of it will go to increased con-
sumer demand ?

Mr. Barvow. Just for the moment I forget the dollar figures. They
are in the committee report.

Senator Gore. Do you concur with the committee report ?

Mr. Barrow. Yes. On table 8, page 23, the figures are set out,

Senator. The saving is about $1,500 millfon, for the over $20,000

bracket——

Senator Gore. That is not answering my question though. I am
asking you what portion of this $11 billion is going to investment
and what portion 1s going to consumer demand. You said it is too
heavily weighted toward consumer demand.

Mr. Barrow. It is not possible on the basis of these figures, Senator,
to decide just which dollars encourage investment.

Senator Gore. I did not say just the dollar. I said approximately
what portion. Will it be $5 billion or will it be 7 or will it be 2 ¢

Mr. BarLow. The difficulty is that you can’t draw a line on the tax
brackets between what are dollars going for investment and what are
dollars going for consumption, because there are dollars going for
consumer spending throughout the entire bracket.

But if you are talking about the portion of the reduction that goes
to given groups of taxpayers, and you want to cut off at any given
point in the tax bracket, you can ascertain the dollar reduction by
looking at the table on page 23.

Senator Gore. Don’t you think when this drastic reduction in Gov-
ernment revenue is proposed, when for the first time so far as I am
aware it is seriously proposed to increase the national debt in order
to give a mammoth tax reduction, and that this is advocated on the
basis of stimulating the economy, that this committee ought to be
able to obtain from some source, if not from the U.S. Chamber of
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Commerce, from some source, an estimate of what part of this $11
billion 1s going into investment, what part is going into consumption,
what part 1s going into mining, into manufacturing, into construc-
tion, transportation, public utilities, wholesale and retail trade, and
perhaps most important of all, what portion is going into services
and what will be the increase in the gross national product.

Now no one has given us these figures, and you have disclaimed
ability to give it to us. And yet you advocate and support this bill.

Mr. BarLow. I am not sure you could break down and project all
of these figures in that detail, but I should think if anybody can do it
the U.S. Government can do it.

Senator Gore. Please understand I am not asking you on an exact
dollars and cents basis. We are dealing with enormous amounts here,
and we ought to be able, at least someone ought to be able, to give to this
committee some estimate of the portion of this mammoth reduction
in governmental revenue which will go into these principal categories.
Now surely since you can’t give us that, you can tell us by how much
this tax reduction will increase the gross national product ?

Mr. Barrow. I certainly can’t give you those figures. But suppose
we compare notes with the Treasury and see what information can be
evolved.

Senator Gore. Are you going to endorse whatever the Treasury
submits?

Mr. BaArLow. Youmean the statistics they submit ?

Senator Gore. Yes.

Mr. BarLow. I am not sure. I would have to see the statistics first.
But we are satisfied, Senator, and it seems to me this is the important
point, we are satisfied that under this bill there will be some stimulus
to investment.

We think also that there will be considerably more stimulus to con-
sumer demand. One of the things that troubles us about the bill, you
are concerned about it and we are, too, is that if we have too much
stimulus to consumer demand at the present time, it will create a de-
mand for capacity and call on the excess capacity of the country,
which is high-cost capacity. We won’t have the money then for in-
vestment or the incentive to investment in low-cost facilities, so that
we can be more competitive abroad.

We will have a self-contained economy in which we may have an
inflationary factor if we have too much demand, and we will have
a demand for products made on high-cost facilities at high prices.
That does not move the economy ahead, certainly in terms of our
relative position in world trade.

So I think generally we have to say our feeling is that there is about
all of the impetus to consumer spending in this bill that we should
have at this time, without worrying about inflation, and there is some
iﬁcekr)ltive to investment, and that is one of the reasons that we support
the bill.

Senator Gore. If you have reached the firm conviction that there is
about all the stimulus to demand in this bill that the country can
afford, surely you ought to be able to tell us about how much consumer
demand there 1s involved in the bill, and how much the gross national
product will be stimulated thereby.

Mr. Barrow. We know the area, the relative area of incentive to
consumer demand and investment, because we know that most of the
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consumer spending will come from the low-income groups, because
most dollars are there, in total.

Senator Gore. Then I will ask you about the stimulation of invest-
ment. About how much increase 1n the gross national product do you
f)l}liﬁk will flow from the stimulation of investment as a result of the

1] ¢

Mr. BarLow. Senator Gore, I am not an economist, and I don’t have
any figures on any projection of the gross national product.

enator Gore. So you just generally——

Mr. BarLow. But we feel that it will be substantial. Just as a tax
lawyer let me say, Senator, I think this tax bill will slow down the
liquidation of small companies. I think they will feel they are going
to get some tax relief, unless you tack on the imputed income at death
which makes it practically necessary for companies to liquidate. I
think you will find some impetus, some increase in investment that is
substantial because of this bill.

Senator Gore. So you are, generally speaking, supporting this bill,
though you are not exactly sure why.

Mr. BarrLow. No, I am sure why, and the chamber is sure why.

I am not sure that we can measure all of the assurances and be
satisfied as to what the increase in the gross national product will be.
I am not sure that we can get any real comfort out of section 1 as to
reduction in expenditures.

But we do see already in current appropriations bills some tendency
on the part of the Congress to discipline itself, and to cut down on
expenditures. We take the position that we do know why we are
suporting this bill, even though we don’t think it is a perfect bill.

Senator Gore. Then you don’t agree with many things the Treasury
has said, and you don’t place much confidence in section 1, and you
don’t know what portion of it will go to investment, what portion of
it will go to consumption. Yet you support it.

Mr. BarLow. We agree with the Treasury on many things. T think
we can state this thing positively as well as negatively.

Senator Gore. I shall not engage you further. Thank you. You
have given interesting testimony.

Senator BENNETT. Mr. Chairman.

The CHAIRMAN. Senator Bennett.

Senator BENNETT. The Senator from Tennessee has been probing
to try and find some kind of a division as between consumer consump-
tion and investment.

Senator Gore. Excuse me?

Senator BENNETT. The Senator from Tennessee has been probing
the witness to try and develop some kind of a figure representing the
division between consumption and investment.

Senator Gore. I was not asking for exact dollars and cents but some
estimate of it.

Senator BENNETT. The Senator from Utah would like to throw
some round figures into the record. The tax bill will produce, after
it is fully effective, $8.8 billion, roughly, of reduction in personal in-
come taxes, all grades.

Senator Gore. All what?

Senator BENNETT. At all grades, all rates. I think these statistics
show that out of our personal disposal income, the American people
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save somewhere between 6 and 8 percent. That is money they have
for investment.

Assuming that that same pattern holds, we can expect—and I will
increase it a little, roughly—out of the $8.8 billion that wiil represent
a reduction In personal income tax, we can expect about $3 billion to
be consumed and about eight-tenths of $1 billion to be invested.

And the corporations wﬁ], after the full bill becomes effective, have
a reduction of $2.3 billion. So if you add the eight-tenths of %1
billion to the $2.3 billion, this is at least a figure to look at.

Consumption will increase, or the money out of the tax bill that
will be consumed will be roughly about $8 billion, and the amount
available for investment, including that which goes to the corporations
and that which the individuals traditionally save and invest, will
make a total of $3 billion of new investment.

Senator Gore. You mean available for new investment.

Senator BENNETT. Available. This is the pattern. We can’t say
whether they will invest it or whether they will consume it all.

Senator Gore. This, Mr. Chairman, is a valuable contribution. At
least we have the estimate of a distinguished businessman and an able
Senator, former chairman of the National Association of Manufac-
turers, whose opinion I respect. This s the first time we have had this.

Now if $3 of the $11 billion is available for investment. no assur-
ance exists at all that even a major part of this will actually be invested
because there is a surplus of investment capital now. There is no
shortage of investment capital at all. We have the testimony of the
Secretary of the Treasury to that effect.

As the distinguished Senator knows—and he is a very successful
businessman in his private life, before he came to the Senate, and I
congratulate him upon it—a businessman invests not because he has
the money in the bank, because he can borrow the money from the
bank. He invests because he thinks he can make a profit.

Senator BENNETT. Let me give you some parallel figures. These
are percentages and not billions of dollars.

In 1950 corporate profits were big enough to represent 8 percent of
the total national product. In 1962 they had shrunk to 4.7 per-
cent, nearly cut in half. So this is another factor in the economy which
1s discouraging investment.

The rate of profit, not the dollars, but the rate, in comparison with
the total output of the economy, has shrunk from 8 to 4.7 in 12 years,
and this is something that has got to be corrected if you are going to
have, in my opinion, an increase in the incentive to invest.

Senator Gore. I really think the Senator could make a very valuable
contribution by testifying before the committee, and I speak most
sincerely. I wonder if you have any information on cash flows and
dividends and how that would be affected.

Senator BENNETT. Of course, we can get it.

Senator Gore. As a percentage of gross national product.

Senator BENNETT. We can get it, but the dividends have to come out
of the 4.7 which represents the amount of money available to the corpo-
ration after taxes. So if you take the dividends out of there, the
amount of retained earnings is probably half of that, somewhere
around 2.3 t.

Senator %})?)]RE. Of course, the cash flow and dividends are an impor-
tant part of this picture.
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Senator BEXNETT. Yes, I haven't gone into that. T have just been
looking at this same question you have been looking at, and speculating
what will happen to the tax cut. The first level of speculation is how
much is the corporation going to get, how much is the individual going
to get, and what is the pattern of the individual in dividing his income
beween consumption and savings.

When you put those three tﬁsings together, you can get an approxi.
mate 1dea that after the whole tax cut is affective, it will be about $8
billion consumed and about $3 billion of the $11 billion which would
be available for investment.

Senator (ore. On this availability, let me read this to you. The
McGraw-Hill organization made an investment survey and they re-
ported that business executives—

attribute $1.200 million or about 40 percent of the planned increase in outlays
on plant and equipment this year to the 7-percent investment credit. and the
liberalized depreciation privileges put into effect last year.

I call this up, Mr. Chairman, because we were told last year, as you
will recall, by the Secretary of the Treasury, that the most effective way
to stimulate investment in the tax law was to give investment credit.

The Congress passed this bill. Liberalized gepreciations were given.
We see here that the promise has greatly exceeded the performance.

Now after we have done the two things which the Treasury said
was most etfective and would be most effective in stimulating invest-
ment. we find only 1.2 billion attributed to the investment credit and
depreciation changes. And we are asked then to give a general tax
reduction of <11 billion on the same basiz, even though we were told
last vear that the most effective way to stimulate investment was in-
vestment credit and depreciation liberalization.

Mr. Barrow. Senator, might I comment on that’

Senator Gore. Sure.

Mr. Barrow. The proposal of the Treasury last year on the 7-per-
cent investment credit was to stimulate investment in machinery and
equipment, facilities to reduce cost.

Senator Gore. Plant and equipment.

Mr. Barcow. That is right, plant and equipment. YWhen you are
talking about that kind of investment you are talking about a little
different kind of investment than overall investment from savings In
stocks and bonds and that type of investment.

I think it is clear from the McGraw-Hill study to which you refer
that the 7-percent credit has been a very effective stimulant to invest-
ment in plant and equipment. But I would say to you that one of the
reasons that vou don't have higher figures is because of the Long
amendment. which is repealed in H.R. 8363, and also because the
Treasury put a reserve ratio test, as I testified earlier, into the guide-
lines. There has been some drawback on the part of the business com-
munity in investing in plant and equipment because of those two
provisions. .

That is one of the reasons I think the Ways and Means Committee
was very wise in eliminating the basis adjustment provision. But
the figures on overall investment that Senator Bennett gave you are
not the same kind of investment that is contemplated by the 7-percent
investment-credit stimulus.
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I might say that on the investment figures tha. Senator Bennett
xave you, there will be undoubtedly an increase in investment beyond
the percentage to which he referred.

Senator (Gore. Well, we cut corporate taxes by 32,250 million. and
the record shows, such records a= we have here, the careful surveys that
have been made, that it is only approximately 50 percent effective.
Mind you, 50-percent effectiveness from a tax cut which i< directly bene-
ficial to investinent in plant and equipment.

Now if Senator Bennett's estimate iz correct, that 3 billion will be
available for ivestment. and we calculate that a tax reduction all up
and down the scale will not be as etfective in stimulating investment
i plant and equipment as depreciation liberalization and investment
credit, and we cut that to 40 percent instead of 50, we have a little over
<1 billion that might be reasonably considered as going into investment.

I think 1f these figures are true, Mr. Chairman. we have rather gen-
erally been sold a bill of goods on this bill.

Mr. Barcow. May I comment on that, Senator. In the first place
the depreciation guidelines and the 7-percent investment credit did
not represent a tax saving last year or this year. To the extent of
the adjustment in depreciation it 1s simply a tax deferral. You are
going to pay taxes sometime anyway. The reason that you haven't
realized the full benefit of the investment credit

Senator Gore. Before you leave that. 1t is a reduction In corporate
tax liability for the vear which is involved.

Mr. Barcow. I know, but it 12 only temporary. It is transitional.
You will pay it later.

Senator Gore. That is true of whatever kind of depreciation sched-
ule you have. That is generally true.

Mr. Barcow. That is right; but that 1s the point I am making.
When you talk about a tax saving. this has not been a tax saving for
those corporations. You can only write off the cost of this equipment
once. I would say that if you get rid of the basis adjustment provi-
sion in the 7-percent investment credit. and you take the reserve ratio
test off the guidelines, you will get the projection of investment the
chamber believes the Treasury has planned.

Senator Gore. I wish to conclude, Mr. Chairman, by recalling that
vou said that no public hearing had been held upon the pending bill.
It was written after the public hearings were concluded in the House,
and I have searched the debate in the House of Representatives, and
find that the details of the bill were scarcely touched. It was sort of
a theoretical debate.
~ Now that we are examining the actual details of this bill, and going
nto 1ts effect and also examining the various changes in the law
adverse to some people. advantageous to others, I think that en-
thusiasm for the bill is diminishing even by those who support it.
Even you come with faint heart.

Mr. Barrow. No, Senator. Could I say this: I would like to ac-
cept your invitation to discuss the specific provisions over a Coca-Cola.

nator Gore. Thank you.

Senator Ctrris. I have one question. I understood you to express
the belief that expenditures would be controlled, which I assume you
mean would be reduced. In whom do you place your confidence to
bring that about ?




534 REVENUE ACT OF 1963

Mr. BarLow. I expressed the hope rather than the belief that we
are seeing some signs of reduced expenditure as you know in the
action of the House. I guess we place our faith in gentlemen like
you, Senator Curtis, in the Senate and in the House of Representatives,
to reduce these expenditures.

Senator CurTtis. I have never been on the winning side of it yet.
The first 6 months of this year the President sent 70 requests for
spending to Congress. The Congress has passed about 24 of them.
This is new programs.

I won’t go into them in detail, but they are everything from area
redevelopment to Federal recreation programs, to all manner of new
activities in which the Federal Government has never been in before.
I am in need of some faith and hope, and if you have somebody to
point out to me by which this can be brought about, I would pledge
my assistance.

Mr. BarLow. Senator, all I can say is that we will be down testi-
fying at the hearings the Appropriations Committee has, and try to
point out areas where expenditures can be reduced.

Senator Curtis. That is a good activity. The thing that creates
additional expenditures is expansion of the Federal Government.
Appropriations sometimes are cut, and then they come in for supple-
mental amounts but you can’t go on forever expanding the Federal
Government and not expanding greatly the cost of the Federal Gov-
ernment. That isall, Mr. Chairman.

The CaHARMAN. I have a couple of questions that I want you to
clear my mind on. The total tax reduction would be $11.1 billion:
$8.8 billion of that goes to individuals and $2.3 billion goes to
corporations.

The theory of increasing the taxable income as I gather it is you
increase the consumer demand by the distribution of the $8.8 billion.
Then when that consumer demand is increased, the investment will
occur, is that correct ?

Mr. Barrow. The $8 billion will increase the consumer demand.
We don’t think we have to wait for that.

The CuarmrmaN. Isn’t that the basis of the theory that to reduce
taxes ig will increase the income and thereby take us out of a deficit

eriod ¢
P Mr. BarLow. The theory is that tax rate reduction will immediately
encourage investment. You won’t wait for the consumer spending.
You plan ahead so that there will be an increase in productive facil-
ties. and there will be additional consumer spending.

The CuairMaN. But you do assume that as a base $8.8 billion
would go into the purchase of goods of some kind.

Mr. Barrow. Yes; some of it will be saved, as Senator Bennett
pointed out. Some of it will be spent immediately. I think the
Treasury statistics show about 90 percent will be spent.

The CHarMaN. Have you given consideration to the individual
taxpayer? Would the stimulation be determined somewhat by his
tax reduction? The staff has given me a memorandum that on in-
come up to $3,000 the taanyer gets a $49 a year reduction.

Now nobody knows what he will do with that. He may pay off a
debt, he may buy something, he may invest in the stock market, but
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whatever he does with it I would assume it 1s not going to have any
material effect on the prosperity because of the small amount.

Now in the income area of $3,000 to $5,000, the average taxpayer gets
$67. I understand that these figures of course are on the basis of
joint returns. One-third of the returns are single and two-thirds joint.

On income $5,000 to $10,000 there is a reduction of taxes of $90 for
each taxpayer. I call a taxpayer one who makes a joint return. On
income from $10,000 to $20,000 it is $165. On income from $20,000
to $50,000 it is $560 average. On income from $50,000 and over it 1s
$2,194, and the average reduction for all taxpayers is $110 tax re-
duction.

It is your idea that as soon as this is received it will immediately
move into trade and commerce, and thereby stimulate the purchase of
things that are manufactured, and thereby create a demand for in-
creased investment in manufacturing, is that correct ?

Mr. BarLow. Although the individual amounts are very small,
the sum total of all these little amounts runs into billions of dollars
as you know. The stimulus is going to come from the sum total effect.

The CaarrMaN. Don’t you have to determine this on the basis of the
average individual who gets these sums? The $49 man probably will
be a man who has his wages deducted. That would be a very small
amount of tax reduction.

I question very seriously whether he would put that money aside
to buy something especially. As you know, I have faith in the
U.S. Chamber of Commerce, and while I totally disagree with the
theory by which you are backing this tax reduction as to the gain,
you take no recognition of the evils that are going to come from it.

The reduction is going to be added to the public debt on which we
have to pay interest, and there is uncertainty as to whether there will
be a reduction of expenditures. I say very frankly, and I believe I
speak for the majority of the committee, that if we had substantial re-
duction in expenditures, and knew that huge sums were not to be added
to the public debt, I would be one that would gladly support a tax
reduction.

My opposition to it now is because I think you are putting the
cart before the horse. You are trying to reduce taxes before you re-
duce expenditures, and you are relying on something in the future.

I have been here 30 years, let me say, and I have heard every Presi-
dent that I have served under promise a reduction of expenditures,
and you know what has happened.

Mr. BarLow. Senator Byrd, as you know, we have the greatest re-
spect for your opinion and judgment, and we are unhappy to find
ourselves in disagreement in any area. But we still have that forlorn
hoFe that expenditures may come down and ultimately we will get a
balanced budget.

The CaamrMaN. When you deal with $11 billion, when our debt is
$308 or $309 billion, when we are in a deficit period, and Mr. Dillon
admitted that we will have a big deficit next year and a deficit the
next year and so forth, I don’t think we ought to base such a serious
matter as that on hope.

Mr. Barow. Our instinct is to agree with you, but the Govern-
ment has made a very plausible case, and we don’t see that we have
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much choice because the alternative seems to be a surge of spending
in 1964, if we don’t go to the Private sector.

The CHAIRMAN. You don’t think that the Government should first
show that they intend to reduce expenses by performance instead of
promises ?

Mr. BarLow. We would like to do it that way you can be sure, but
we don't see quite how we can.

The CuammaN. In other words, you question whether there will be
a %eﬁ:formance.

r. BarLow. Yes, I would say I question it, certainly.

The CaamMaN. Yet you are willing to add this to the public debt.
The debt is never going to be paid; that is, not for many many years if
ever. Do you find hope that something is going to be paid on the debt,
in that pious preamble to the bill? You don’t think we are going to
pay anythinge on the debt, do you

Mr. Barvow. AsIsay, I aminclined to agree with you.

The CuarrMan. Why is there this great hurry to cut taxes before
expenditures are reduced ?

Mr. Barrow. I am not an economist, Senator, but there seems to be
a very considerable view among economists that once we have launched
on this tax rate reduction program, if we don’t see it through, when
the year end comes for business planning, and we go into 1964 with-
out any assurance of tax rate reduction, and maybe some doubt as
to whether we will get it at all, that it could effect a downturn in the
economy

The CHaIRMAN. You, as representing the U.S. Chamber of Com-
merce, do you see a recession in the future ?

Mr. Barcow. I am not an economist. I am really only a tax lawyer
not qualified to look ahead and see whether we will have recessions.

But as I say, there seems to be a body of opinion among economists
that our 30 months period, our cyclical period, the magic 33 months to
45 months, is coming due, and there is a possibility of a downturn and
a recession. ButI don’t think

The CHarrMAN. Isn’t the stock market constantly going up? It
went up again today and has been goingu

Mr. BarLow. I know, Senator. It went up in 1929, too. That does
not mean that it will always go up.

The CualrMAN. Do you think then there may be a recession unless
we pass this tax reduction program which takes 2 years to get into
the public?

Mr. Barcow. All I can say is that there is a respectable body of
economists who think there may be a downturn if we let go of this bill
once we have started it.

The CuarrmaN. Well, there is a respectable body on the other side
along with some practical thought. What about that ¢

Mr. BarLow. We have been trying to balance those views.

The CHAIRMAN. But you won’t give me your percentage. Are you
1 percent for this bill, 10 or 25 percent ?

Mr. Barrow. No, I think quite seriously that we feel that we are
not likely to get tax rate reductions in our time if we don’t pick it 1;5
now, because, frankly we may never have any better economic peri
in which to start tax rate reduction.
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The CirtairMaAN. Suppose the administration reduces expenditures
like it promises the administration is. Do you think there will not be
tax reduction ?

Mr. Barow. No. It seems to me that if they reduce expenditures,
there will be a better chance for tax reduction.

The CHAIRMAN. Now you are admitting that there won’t be any
reduction of expenditures, aren’t you ?

Mr. BarLow. No.

The CHAIRMAN. You say the only hope of getting it is now when
you don’t have to reduce expenditures. If you have to reduce ex-
penditures, there isn’t any hope.

Mr. BarLow. What I am saying is that I think there is a hope of
reducing expenditures, but I think the only hope of meeting those
expenditures with revenue over the longer range 1s to reduce these tax
rates.

The CrarRMAN. Did you just say if we don’t get this bill through,
that you will never get a tax reduction?

Mr. Barcow. I did not say that. I said there was a likelihood we
might not.

The Cuamrman. I think, in all frankness and candor, and I know
you are speaking with conscientious convictions, we are dealing with
a very dangerous subject here.

If this tax reduction does not bring prosperity, and I am ques-
tioning seriously that it will, because it relies upon the individual
situation, you can’t say that all of this money is going to be spent that
will aid business, and 1f it does not do it. then the same economists that
are advocating this bill will say “Yes, it did not reduce taxes enough.™

In other words, it is the first time in the history of the United
States that any President has deliberately asked for a planned deficit
in order to reduce taxes. Mr. Eisenhower came out against it the
other day ; Mr. Truman came out against it.

I have searched the record and no other President has ever advocated
this. If this isa panacea for everything and all the troubles we have,
we have had very able men as Presidents, as yvou know, and it is no
one’s thought that reducing taxes with a mounting public debt is a
sound thing to do. Have you ever thought of that?

Mr. BarLow. Yes.

The CaamrMaN. This is not the only crisis—if we have a crisis—in
our history.

Mr. BarLow. We are very much concerned about the same things
you are. We have concluded that we have a little different situation
today than we had in the past.

Wye; have a little different problem, internationally, with foreign
competition, and perhaps we have to do something to stimulate our
economy so we will be more competitive abroad.

In the past, when these proposals have come up, the United States
has been 1n a preeminent position industrially. We had the lowest
costkproducts. We had advanced technology. We had a seller’s
market.

That is not true today. We are having a difficult time, and we
need to produce things at lower prices so we can maintain our position
abroad. It is particularly in this changed situation that we think
Justifies a changed approach on tax policy.
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The CHAIRMAN. You mentioned the loss of gold, did you ?

Mr. BarLow. Yes.

The CHalRMAN. If you will permit me to state my opinion about
that, the way to prevent the loss of the gold is to restore the con-
fidence in the dollar. Having another big deficit and continuing to
gaﬁe deficits certainly does not build up the confidence in the American

ollar.

How can you blame the people abroad in asking for gold at $3;
an ounce when that is less than the cost of producing it? You are not
going to increase confidence by having more deficits. Those foreign
nations have been through this deficit business. You don’t catch them
having deficits except in some extraordinary situation, and they take
very strong means to correct it.

I remember I was in England at a time when they prohibited an
Englishman from taking money out of the country because they did not
want to increase the deficit and the balance of payments.

We could argue for hours about this. but it is a very serious convie-
tion that I have, and I told Secretary Dillon, when he came to see me
at my home, last December that I could not support a plan that liter-
ally adds to the present deficit and creates more. There 1s no use in
continuing this argument, but I just wanted to make clear to you how
strong my feeling 1s.

I don’t claim to have the kind of knowledge that the economists have.
I have been a practical person all of my life.

I think we are taking a tremendous risk, and I think it is possible
to reduce Federal expenditures and it is possible for the President
to bring in a reduced expenditure budget in January. Those who
are talking about reductions in appropriations must remember that
the unexpended balances in funds already appropriated on July 1
totaled $87 billion. That money can be spent independent of the appro-
priations that are made this year.

Thank you very much. I haven’t agreed with you, but you have
been a frank witness, and I don’t believe you speak for all the cham-
bers of commerce in the country. Back when I started out trying to
do a little something along the economic lines, the U.S. Chamber of
Commerce was the best supporter that those of us making that effort
had. They were opposed to deficits, bitterly opposed to them.

Mr. BarLow. We are bitterly opposed today, Senator.

The CaarMaN. Now they are opposed to them but they want to
reduce taxes and increase the deficit by $11 billion. I just don’t under-
stand. '

Mr. BarLow. We are just afraid there is going to be more if this
bill is defeated.

The CaamMAN. That is just a surmise.

Mr. Barvow. I know.

The CHAmRMAN. You don’t know and nobody else does.

Mr. Barvow. That is right.

The CHaArMAN. That isup in the clouds.

Mr. Barrow. That is right.

The CHalrMAN. Thank you very much.

Mr. Barvow. Thank you.

The Ciamrman. The next witness scheduled is the Honorable
Kermit Gordon, Director of the Bureau of the Budget, whose pre-
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pared statement was inserted in the record of the hearings on Friday,
October 18.

Mr. Gordon, I want to apologize to you, sir. This is the second time
vou have been here but due to additional questions being asked of the
Secretary of the Treasury we have been unable to question you in re-
sard to your statement which has already been made a part of the
record. I doubt very much if there is sufficient time this afternoon
for all of the members who may desire to question you. Would it be
agreeable to you to return at some future date which can be arranged
to meet your convenience ?

STATEMENT OF KERMIT GORDON, DIRECTOR OF THE BUREAU OF
THE BUDGET

Mr. GorboN. That is perfectly all right.

The CrHalrRMAN. I want you to know 1t is entirely unintentional,
and I regret very much that you have been called up here twice.

Mr. Gorbon. I understand that.

Senator BENNETT. Mr. Chairman, while he is here I have one ques-
tion. He knows what the question 1s, and I would like to get it on
the record. Would you mind my asking him the question ?

The CrAIRMAN. Senator Williams has come in.

Senator BENNETT. Mr. Gordon, the Secretary of the Treasury when
he was here in response to questioning by Senator Williams indicated
that the Treasury was not supporting the proposed accelerated public
works program now being studied in the House. Does this proposed
program have the support of the Bureau of the Budget ?

Mr. Gorbon. The administration, Senator, is not recommending the
cxtension of the accelerated public works program.

Senator BENNETT. So the program did not originate, it was not sug-
cested by the administration.

Mr. Goroon. Well, the initial public works program which was
enacted in the Congress last year grew out of some proposal which the
administration has made which was substantially modified in the
Congress. But the administration has not proposed and is not recom-
mending the extension which is now being considered in the com-
ittee of the House of Representatives.

Senator BENNETT. As I understand it, the House proposals report
somewhere between $800 and $900 million.

Mr. GorpoN. I am not certain of the exact figure, Senator. The
Present program is just about of that magnitude.

The administration last year asked for an authorization of $600
million. The Congress voted an authorization of $900 million, and
»830 million has been appropriated under that $900 million authori-
Zation. My understanding is that the proposal which the House
committee 1s now considering is roughly of the same magnitude as the
first program.

Senator BENNETT. But it does not have the sponsorship and sup-
port of the administration.

Mr. Goroon. It does not, Senator.

Senator BENNETT. That is my question. Thank you.

The Crarrmax. What is the pleasure of the committee ?
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Senator Cuorris. Mr. Chairman, I have some questions. I wi]]
move as fast as I can with them, but I do have a number of questions,

Senator Gore. I have a number of questions. I can come at 6:30
tomorrow morning.

Mr. Goroon. I will be happy to be here, Senator.

Senator Gore. We might not have a quorum. I am sorry I can't
stay later this afternoon. I have been here since 10 this morning.

The Caamrman. As I understand it we will have an opportunity to
examine you on your statement at a later date.

Mr. GorboN. Yes, indeed, at your pleasure.

The CHaATRMAN. I regret what has happened, but it is just unavoid-
able. The committee will have an opportunity to interrogate you at
some mutually suitable time.

Mr. GorooN. Thank you very much, Mr. Chairman.

The CuamrMAaN. The committee will be in recess until 10 o’clock
tomorrow morning.

(By direction of the chairman, the following is made a part of the

record :)
THE INDEPENDENT RETAIL FooD
DISTRIBUTORS OF MARYLAND,
Baltimore, Md., January 17, 1963.
Hon. J. GLENN BEALL,
U.S. Senator,
Senate Office Building, Washington, D.C.

DEAR SENATOR BEALL: Since we so strongly believe that any tax cut passed by
the Congress should contain provisions to generate full employment and increase
sales volume, we have written to the President urging certain studies be made
in an effort to accomplish that purpose.

We are aware that time is of the essence, since the tax bill has been submitted
to Congress. However, in the committee hearings and discussions we hope the
suggestions we have made will be given consideration. If opportunity is afford-
ed, we plan to attend any sessions in Washington we believe will be helpful to
the committee studying this matter.

In writing directly to the President, we have no intention of bypassing our
duly elected Senators and Members of the House of Representatives. We felt,
however, that it was urgent to have our views placed before the President as
early as possible. All of our elected representatives will receive a copy of this
letter which is enclosed.

I would appreciate deeply your reaction to this suggestion and ask your advice
and help in stimulating and generating this suggested proposal. Won’t you
please let me hear from you as soon as you possibly can, since I intend to publish
this letter in the February edition of the Maryland grocers’ food trade magazine,
the Skirmisher.

Best wishes for a happy and healthful New Year.

Sincerely yours,
JosePH L. MANNING, Managing Director.

THE INDEPENDENT RETAIL FoOD DISTRIBUTORS OF MARYLAND,
Baltimore, Md., January 17, 1963.
President JOoHEN F. KENNEDY,
The White House,
Washington, D.C.

My DEAR MR. PRESIDENT : We are sure any income tax cut proposed by the ad-
ministration will have for one of its purposes the stimulation of our economy in
the form of increased employment with resultant increments to general income
to Federal, State, and local governments.

If there is any reasonable device which would encourage improvements to
dwelling properties where part of the costs of such improvements could be de-
ducted from the individual homeowner’s income tax, it would put many hundreds
of people to work and encourage property improvements, thus reducing the cost
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of urban renewal programs. Prevention is cheaper than demolition but our
present laws offer little or no incentive for improvements.

I am sure you are aware that in most jurisdictions properties which have been
well maintained are assessed for more than similar properties in the same block
but which have been allowed to fall into disrepair.

A considerable number of plumbers, electricians, carpenters, bricklayers, ete.,
were employed for a fairly simple neighborhood rehabilitation project such as
we: conducted here in Baltimore several years ago. In addition, building ma-
terials, fixtures, etc., are required for each individual improvement., We cannot
help but believe that if some tax incentive were offered, thousands of properties
would be improved and in the long run, less money would be required for urban
renewal.

We also learned that providing new and modern kitchens, bathrooms, family
rooms, etc., creates an incentive to purchase new furniture, rugs, and other
items, and to generally refurbish the entire property.

In another field, domestic help could be employed if some relaxation on with-
holding taxes and a simplified form of reporting were adopted. Part-time help
around the home could result in considerable employment if the property owner
had less bookkeeping to do. Also, as soon as you tell a part-time gardener,
maid or handyman you will have to withhold certain taxes and pay social
security, he or she is not interested in the job.

Perhaps these ‘are oversimplifications. However, we sincerely believe they
merit study in any new tax revision.

In our judgment, what is needed is tax revision designed to stimulate business
and promote employment, and we believe the items we suggest will generate con-
siderable business activity. -

Sincerely yours, _
JOosePH L. MANNING, Managing Director.

STATEMENT SUBMITTED BY SENATOR BYRD OF WEST VIRGINIA, ON BEHALF OF
SENATOR HANS MCCoUBT RE OPINIONS ON PROPOSED CHANGES TO EXISTING TAX
STRUCTURE RELATED. TO TIMBER CAPITAL GAINS

Basically, the President’s proposed tax reforms in relation to timber sales is
that such sales would be considered as income rather than capital gain. As a
“sop” to the small timber holder, the first $5,000 of annual sales could be con-
sidered capital gains. This tax change would be a complete reversal from the
existing section 631 of the Internal Revenue Code which has been in successful
operation since 1944.

Wood industries in general operate on a smaller margin of profit than do other
industries. The main attraction to investors is the capital gain treatment on
the timber cut. Without this here would not be the incentive to selective cut
and to reforest; instead, the days of the “robber barons” would reappear with
forests ruthlessly cut down and land left to erode. It is the opinion of the writer
as well as that of most people i the wood industry that modern forestry prac-
tices would be set back 50 years. With the population in the United States
Steadily increasing, the demand for wood and wood products will also increase.
By the time this tax law could be changed back, disastrous results would have
already occurred that would affect future generations.

To give concrete examples of the problem, let us consider the case of timber
growers in the Virginias:

1. Pulpwood.—It is figured that land, properly planted, can grow a cord per
acre per year. Wood of pulpwood size is worth about $6 per cord as standing
timber. The cost of land planted in seedlings will be about $100 per acre.
Thus a 6-percent return is realized. However, at least 20 years must go by
before any of this timber can be harvested. During this period, the forest is
Subject to the ravages of fire as well as disease. Also, during this period the
landowner is paying real estate taxes.. So, even now, the growing of pulpwood
1s only a marginal proposition. Taking away the tax advantage would absolutely
kill the tree farm program.

2. Sawtimber —It will take about 50 years to grow timber of a size that is
larketable. Based on average growth statistics, about 9,000 board feet per
fcre can be grown during this period. At stumpage prices of about $40 per
thousand feef; this would meania return of $360; per acre. Using a planted
land value of $100- per acre, this shows a 7.2-percent .retiirn on investment,

24-532—63—pt. 2——7



542 REVENUE ACT OF 1963

Against this goes the even more danger of fire and disease as well as the longer
period of paying real estate taxes before a return can be obtained on the invest-
ment. Again, just a marginal proposition even under existing tax laws.

Many of the proponents of this tax change will state that the bulk of the
timber resource is held by the small landowner who will not be hurt because of
the $5,000 exemption. Possibly this is right, but unfortunately it is not the smal
landowner who practices scientific forestry ; the small man just cannot afford to
enter into the long-term investment required to grow timber. Thus, it is the
corporations and the large individual landowners who we must depend upon
for large-scale reforestation.

Our State of West Virginia is one of the largest producers of hardwood timber.
Direct employment as a result of this is over 10,000 with prospects of even more
in the years to come. Consequently, it is of vital importance to our State's
economic welfare for nothing to interfere with the growth of this segment of
our economy.

Most of our logging is done on hilly terrain with costs consequently higher than
areas of lowland logging. Also, our road system is still not to the extent
where our timber is readily available to transportation ; thus the timber exploiter
must build roads into the area. Those are costly and must be looked at as a
long-term investment. If the timberman ceases to regard timber as a worth-
while long-term investment, he will also feel the same about logging roads and
expensive equipment. This could only lead to a decline of our wood industry.

Speaking for the welfare of our State as well as for our wood-using industries,
we feel that this proposed tax change would be harmful to our particular State
as well as to national interests.

TIMBER—THE NECESSITY FOR CONTINUING PRESENT TAX
TREATMENT

ADMINISTRATION PROPOSALS FOR DENIAL OF CAPITAL GAINS TREATMENT OF TIMBER
INCOME JEOPARDIZE SOUND KOREST PRACOTICES

(Submitted by Forest Industries Committee on Timber Valuation and Taxation.
Washington, D.C.)

PART I—THE AFFIRMATIVE CASE

CONTENTS
1. The threat.
2. Section 631 and forestry—before and after.
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SECTION 681, POSITION OF THE FOREST INDUSTRY
1. The threat

Section 631 of the Internal Revenue Code, which accords capital gains treat-
ment to timber income of tree farmers and other private timberland owners,
is in serious jeopardy as a result of recent Government proposals drastically
to revise it. Briefly, these proposals would terminate capital gain treatment of
gain realized on the cutting or disposal of timber :

(1) In the case of corporations—entirely.
(2) In the case of individuals—to the extent they realize gains over
$5,000 in any year.

For almost 20 years, the capital gain treatment in section 681 has provided
effective incentives to grow timber on a sustained-yield basis. The elimination
of these incentives for a major segment of private timberland owners threatens
the economic livelihood of these conservation-minded private landownmers, the
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jobs of their employees, and the security of timber-dependent communities
throughout the United States.

The products of our forests touch every one of us in our everyday lives, and
the myriad of tree-derived products has substantially contributed to our standard
of living.

To help maintain the growth and progress of this industry, which is a major
factor in our Nation’s economy, it is necessary to continue the capital gain treat-
ment of timber as a means of maintaining our forward economic movement.
Such continuance would assure permanent free enterprise operation of the
timber industry for the benefit of employees and shareholders, consumers, and
residents of timber-dependent communities.

Equally important, the retention of section 631 will assure continuance of the
tremendous advances made in the science of forestry since the enactment of
this law. These have occurred in the fields of genetics, reforestation, soil pro-
ductivity, insect and disease control, and utilization. The resultant good forest
management has materially increased multiple-use values of timberlands such
as watershed protection, forest recreation, and wildlife habitat.

The proposed emasculation of section 631 would upset the existing pattern
of constructive conservation practices over the last 20 years and would create
almost insuperable economic barriers to the growing of timber on a sustained-
yield basis. The present law, on the other hand, stabilizes forest land ownership
and assures the continuance of the high standards of forest management on
private lands.

It is imperative that every effort be made to hold section 631 intact so that
tree farmers and other private timberland owners will pursue their conservation
efforts. These efforts have, for the first time in recent history, brought timber
growth well ahead of timber removal, thereby guaranteeing to our mushrooming
population a continuous supply of more than 5,000 products made of pulp, paper,
lumber, plywood, and wood-based synthetics, cellulose products, plastics, and
chemicals.

¢. Section 631 and forestry—Before and after

Before—A dominant purpose of section 631 at the time of its enactment was
to promote good forestry on private lands.! To achieve this purpose, it held
out the promise of a rate of return upon investment that would induce the ex-
penditures necessary to plant and seed trees and to manage them over the required
20- to 80- or 100-year growing period. The history of private forestry over the
last 20 years shows that section 631 has accomplished its objectives.

Before section 631 was enacted in 1944, forest practices on private lands were
generally unsatisfactory. Without the prospect of a reasonable rate of return,
capital was flowing out of the forest industry into more promising alternatives.
Landowners had little incentive to plant or seed new trees, and even less in-
centive to defer the cutting of their mature timber over the period required to
permit the growth of a second harvest.

U.S. Forest Service officials frequently were critical. Pre-1944 annual reports
of the Chief of the Forest Service contained such statements as the following:

1933 : “Out of nearly 400 million acres of commercial timber growing land in
private ownership, of which 270 million acres is in industrial holdings, less than
25 million is under some degree of forest management.” (F. A. Silcox.)

1940: “In short, we are still liquidating forests on privately owned land. We
are still creating ghost towns and rural slums. And the public still pays in
human misery, in destruction of a basic resource, in loss of taxable wealth, in
more and more public funds spent for such thiungs as forest restoration. * * *”
(Earle H. Clapp.)

1 Congressional Record, Senate, Feb. 22, 1944 -

“Mr. TaArT. Would the Senator from Georgia comment on the statement ‘This would
encourage reforestation’? Is it not true that the more profitable the lumber industry is
the more reforestation would be encouraged? Is not the amendment designed to encourage
reforestation ?

“Mr. GEORGE. Unquestionably it is so designed. It was recommended to us by a vast
majority of the reforestation offices in the several States. They recommended the amend-
lent on the ground that it regresented a conservation program. This is what it would
permit: If one owns a thousand acres of timbered land, with hardwood and softwood, and
timber of all sizes and ages scattered throughout the thousand acres, he may take his
mill onto the land. and@ he may by selective cutting contlnue his timber operations or
lumbering operations with respect to that land through a long period of time ; indeed. he
can do it perpetually. It is the only basis on which the timber owner can really become
A true conservator of timber.”
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1942: “About 80 percent of all cutting on private forest lands of the Uniteq
States is stil without conscious regard to perpetuation of timber growthr"
(Earle H. Clapp.)

Alternate solutions for the problem were suggested. The first was Goverp.
ment policing of forestry activities on private lands. The second was to create,
through the tax structure, the economic climate without which private forestry
could not exist. In 1944, Congress chose the second alternative and enacted sec-
tion 117 (k) —now section 631.

'The forest products industry now has operated for almost 20 years in the eco.
nomic environment provided by section 631. How well has it responded to this
stimulus?

Findings of the timber rcgources rcriew.—Perhaps the most persuasive evi-
dence of the striking improvement in private forestry under section 631 is the
tribute paid to the forest products industry by the U.S. Forest Service in its 1938
publication, “Timber Resources for America’s Future” (T.R.R.)—the official re-
port of a nationwide timber resources review which it bad conducted. This
report was well summarized by Life magazine which said:

“A 1,000-page report issued last week by the U.S. Forest Service marked g
historic turning point for one of the country’s greatest natural resources, its
woodlands. DIlundered and threatened for decades by careless or greedy cutting,
commercial forests—which still mantle a full quarter of the United States—are
now no longer shrinking but growing wood faster than it is harvested. Although
a staggering 10.8 billion cubic feet is being felled annually, 14.2 billion cubic feet
of new timber is being raised every year.

“Happiest at the news were the big timber firms, for it measures the success
of a 20-year program which has transformed the industry. Mass attacks on in-
sects, mechaniszed firefighting, and new disease-resistant hybrids produce and
guard spreading stands of sturdier timber. Machines replace much musclework
of oldtime loggers and increased efficiency rescues mountains of wood formerly
wasted.

* % * * * %®

“The Forest Service report warns, however, that the most useful grades of
timber are still being cut faster than grown, and that as demand keeps growing
the overall supply may have to double in the next 50 years. The well-managed
domains of the big timber firms and the Government comprise only 40 percent of
all commercial forests. The rest is split up among 4.5 million private owners
who, for the most part. manage their lands poorly. They will have to learn from
their bigger brethren, if the United States is to satisfy its future wood needs.”

In its nationwide survey, the Forest Service found, in comparing the effective
ness of reforestation and management by landowner groups, that:

“There was little difference between public ownerships as a group and forest
industries as a group * * * The pulp industry with 84 percent of its recently
cut lands qualifying for the upper productivity class exceeded the national forests
with 81 percent and the lumber industry with 73 percent.

“These findings show that there is little distinction between productivity of
recently cut lands in public ownership and those owned by forest industry” (p.
106).

Recent State reports.—The continuing improvement of industrial forestry
which has occurred under section 631 has been noted at various local levels by
the U.S. Forest Service. Its recent State forest resources reports contain state-
ments such as the following : .

“Recent forestry gains in Arkansas have largely taken place on public and in-
dustrially owned tracts” ( Arkansas, 1960, p.1). .

“Long-term returns from forests are closely related to the skill and intensity
of the management these forests receive. Most of the large landowners in Maine
employ professional foresters to plan the overall management of their forests
and to supervise harvest cuttings and related treatments. As a result, most of
the large industrial forests are being managed under long-term managemen,t'
plans. Management of these forests is becoming more intensive vear by year
(Maine, 1960, p. 33). . ]

“Much of this surplus growth is on land owned by public agencies, pulp conl-
panies. and forest industries that are attempting to increase productivity b¥
building up the growing stock” (Florida, 1960 Highlights).

Effectiveness of private forestry—More specifically, in its study .of the effec-
tiveness of reforestation and forestry maangement, the Forest Service found, in
the T.R.R., that 96 percent of recently cut forest industry lands are in the medium
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or upper productivity classes, and only 4 percent are in the lower class.? In c¢on-
trast, shortly before section 631 was enacted, only 45 percent of such lands had
fair or satisfactory stocking, and 55 percent was stocked poorly or not at all.’
The contribution of section 631 to this about-face in industrial forestry has
been acknowledged by the Forest Service.* In the T.R.R. it stated : -
“Capital gains provisions, adopted in 1943, of the Internal Revenue Code
have made timber growing more attractive and have provided an importaiit
incentive for more aggressive forestry programs” (p. 304). )
Section 631’s contribution to the dramatic increase in the growth and cou-
servation of timber has by no means been limited to the encouragement of
reforestation. Section 631 also has permitted the orderly cutting of mature
timber, which is necessary for sustained yield management of our forests. This
necessity arises from the fact that trees planted today will net be harvested
as sawlogs until after the year 2013 in the South, or after the year 2043 in
the West. Unless the cutting of presently standing timber is spread out over
decades, there will be a gap of many years between the exhaustion of present
supplies of mature timber and the maturing of timber stands planted or
seeded in recent years. Without capital gain treatment of timber cutting,
this orderly cutting is an economic impossibility because of the inadequate re-
turn on investment. ' ’

3. Who will meet tomorrow’s timber requircments?

Requirements.—No extended discussion is necessary to demonstrate that the
population upsurge of this country, coupled with the anticipated growth .in
the Nation’s economy, will vastly increase the Nation’s need for timber products.
The President of the United States himself, in his 1962 state of the Union
message on conservation, testified to the urgent need for more timber growth
to meet our future needs:

“Timber growth, particularly in softwoods, must be increased significantly
if we are to meet the Nation’s projected future requirements for wood products.
The growing of timber is a long-term project, requiring concerted public and
private efforts and considerable advance planning.” :

The U.S. Forest Service expressed a parallel thought in the T.R.R.: L

“Forestry is not a short-time proposition. Where this Nation stands Th
timber supply in the year 2000 will depend largely on actions taken duripg
the next two decades. Recent encouraging forestry trends must contiuue.
But this is not enough. Acceleration of these trends is vital, and to a degree
that will startle many of us. There are no grounds for complacency.. If
the timber resources of the Nation are to be reasonably abundant at-the
end of the century, and if our children and their children are to enjoy the
same timber abundance that we ourselves know, standards and sights must
be raised. The potential of the land is adequate. The opportunity is there."

The Forest Service predicted in the T.R.R. that, based upon median levels
of timber demand, sawtimber growth by 1975 will be 14 percent less. than
demand, and by the year 2000 the deficit will have increased to 76 percent. _

Thus, it is obvious that forest growth must be accelerated. An essential
element of any nationwide effort toward this objective must be the continuance
of those incentives whose proven success in the last 20 years augurs their
continuing success in the future. _

Industry and other private timberland.—Forest industries own 18 percent
of privately owned commercial forest land. That they have responded not only
well but uniquely well to the stimulus of section 631 has been testified to by the
Forest Service in the TRR: ;

“It is apparent that forest industry ownerships are a more important factor
in timber supply than would be indicated by the relative number of ownerships
or the acreage owned” (summary, p. 83).

“The above comparisons show that the greatest advancements in forestry, the
best conditions on recently cut lands and the largest timber volumes occur on
lands of the forest industries and public agencies” (summary, p. 88).

Notwithstanding the remarkable response of the forest industry to the stimulus
of section 631, it is now proposed to deprive members of the industry of the bene-

ts of the very tax treatment that has produced these phenomenal results.

e,

!T.R.R. summary. p. 75.
*H. Re‘pt. No. 323. 1941, P 317.
‘See also the statistics indicating effect of timber capital gains shown in exhibit A.
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. The President and the Forest Nervice have expressly recognized the need for
.not merely continuing recent gains, but also for improving our present state
of forestry. It is clear that the propesals with respect to section 631 will not
.ounly prevent the affected timber owners from improving present practices, but
will forfeit many of our recent gains. As will be shown hereinafter, section
831 is an economic necessity. The proposals clearly will further depress the
already low rate of return and cause a flight of capital from the forest industries
companies into more rewarding alternatives. The superior attractiveness of
these alternative investments will be the same whether the basic corporate tax
is 52 percent or 47 percent.

The impact of the proposed changes in section 631 would not be limited to the
forest industries. It will affect many owners of very small timber properties
for the very simple reason that it is uneconomic to cut timber on small owner-
ships at frequent intervals. Every owner of 500 acres or more certainly expects
his periodic sales to produce gains over $5,000—or he will quickly get out of
the wood growing business. Ownerships of 500 acres or more (including forest
industries ownership) represent 40 percent of all private commercial forest
land—and in the light of the TRR comments, represent a significantly greater
proportion of the Nation's private timber growing potential.

What will happen to this 40 percent segment of our private timber growing
prtential if the present section 631 tax treatment of timber income is denied
to these owners? The Forest Service says that ‘it is vital to accelerate recent
improvements in forestry to a degree that will startle many of us.” Will anyone
assert that the repeal of section 631 as to this class of owners will contribute to
this acceleration? Obviously, it would have only the opposite effect.

{n addition, repeal of section 631 as to this class of owners unquestionably
would dilute its effectiveness as an incentive even for the class of owner who
will continue to be entitled to its benefits—the very small landowners. Such
an owner could not ignore the fact that Congress had repealed section 631 as to
others who, in reliance upon section 631, had spent tens of millions of dollars
to bring their standards of forest practices up to their present high levels, hence
the same thing might happen to him. Certainly no prudent small landowner
would invest time, money, and effort on reforestation of his lands, based upon
current calculations of financial returns, without some guarantee that Congress
will not repeal section 631 as to him (or reduce the $5,000 limitation) before he
cuts the trees he is currently planting.

‘4. The proposed discrimination dbetween timber owners

A major purpose of the 1944 law was to eliminate the discrimination between
timber owners who used alternate methods of realizing gain from timber. Those
who were following the best and also the most costly reforestation practices—
continuous cutting under sustained yield management—were required to treat
their income as ordinary income. Those who sold their timber outright received
capital gain. In 1944, Congress removed this discrimination by extending capital
gains treatment to this group of timber owners.

The current proposal would create a new discrimination in the tax treatment
of different timber owmners. Very small timber operators would continue to
recelve capital gains treatment. All others—including all corporate timbher
owners and operators—would again, as before 1944, be required to treat their
timber income as ordinary income. Thus some timber owners would be dix
criminated against solely because of the size of their operations, and others
would be discriminated against solely because they do business in corporate
form.

5. The proposed discrimination against timber owwners

When section 631 was enacted, the capital gain treatment it accorded was
viewed “as an act of justice to those who grow timber over a period of a genera-
tion, or half a century, and who are entitled to just treatment, no matter 10
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what manner they dispose of the timber.”® This “just treatment” now would
be eliminated, and all substantial timber owners and all corporate timber owners
would be subjected to a new, unjust discrimination, vis-a-vis all owners of
innumerable other kinds of assets. Other taxpayers would continue to receive
capital gain treatment—and at a 40 percent reduced inclusion—on all their
gzain on sale of capital assets, whether the amount of their gain is $5,000 or
$5 million. But gain on the sale of timber would be taxed as ordinary income
to the extent it exceeds $5,000 in the case of individuals, and entirely in the
case of corporations. This would be not only unjust treatment; it would
be a rank, un-American discrimination.

6. Section 631 i8 an economic necessity

Importance of forest products industry.—Forest products companies play a
significant basic role in the Nation's economy, entering into almost every phase
of construction and housing, the production and utilization of paper products,
and an ever growing variety of nonpaper products, particularly chemicals. The
magnitude of the forest products industry and its contribution to our economy
is dramatically shown by the fact that it employs more than 1,100,000 people,
representing 7.1 percent of all employees engaged in manufacturing in the
United States. Their aggregate payroll, $4.8 billion, comprises 6.1 percent of
the total payroll of all manufacturing facilities. The continuation of a strong
and virile forest products industry obviously is vital to the continued economi¢
growth of the United States.

The industry has widespread local impact. In 31 States, 5 percent or more of
the manufacturing employees are engaged in the forest products industry; in
19 of these States, 10 percent or more of the manufacturing employment is en-
gaged in the forest products industry. The industry employs more than 10,000
people in 31 States, and in 17 of these States it employs more than 30,000 people.

The industry’s capital expenditures for new plant and equipment have averaged
$825 million per year in recent years. This not only has improved the end
products consumed by the American public and added to the job security of
employees, but, obviously, has contributed substantially to employment and
profits in other segments of the economy.

Section 631 has a direct relationship to the health and vitality of the forest
products industry. Specifically, and of utmost importance, it has a direct
cause and effect relationship to the reforestation which is essential to its future.
We now explain this fundamental economic fact.

Net after-tax rate of return.—The most significant criteria used by knowledge-
able investors in deciding where and when they will invest is the anticipated
net after-tax rate of return on their investment dollar. Likewise, corporate
management has, as its most significant criteria in deciding where it will invest
retained corporate earnings, the anticipated net after-tax rate of return. This
is the heart of the reforestation problem—because forestry activities compete
with the entire gamut of private enterprise activities for investment of dollars.

The effect of this competition is highlighted by the contrasting experience of
the forest products industry in two recent periods. During the period from
1929 to 1943, the net after-tax rate of return of the lumber industry was only
about one-third of the average net after-tax rate of return of all manufacturing
industries, and the net after-tax rate of return of the paper industry was only
about two-thirds of the overall average. As we have seen, there was very little
reforestation during this period.

® Congressional Record, Senate, Feb. 23, 1944. Statement of Senator Barkley :

“I voted for this timber amendment as a member of the Finance Committee. I voted
for it on the floor of the U.S. Senate. .As one of the conferees on the part of the Senate,
I signed the conference report containing it. For that vote I make no apology to any
human being. I did not vote for it in order to create a fantastic or imaginary loophole
to allow someone to escape taxes. I voted for it as an act of justice to those who grow
timber over a period of a generation, or half a century, and who are entitled to just
treatment, no matter in what manner they dispose of the timber.”
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In contrast, under section 631 during the years from 1944 to 1960, the net
after-tax rate of return of the lumber industry and paper industry was approxi-
mately equal to the average for all manufacturing industries, being higher in
5 years and lower in 12 years.’ As has been pointed out, it was during this
period that for the first tilne in our history—under the stimulus of section 631—
industrial forest owners matched even the Federal Government in the intensity
and success of their forestry activities. This is clear proof of the importance
of the net after-tax rate of return in the decisions of investors and corporate
management as to the amounts of money to be spent on forestry. In recent
years the Forest Service has indicated that productivity on private lands has
even exceeded that on Federal lands.

Effect of proposals on rate of return.—The progress of the past 19 years in

reforestation will overnight become uneconomical and financially unsound for the
forest products industry if the new tax proposal, as espoused by the Treasury
Department, becomes law. Your attention is directed tc the attached chart,
exhibit B, which clearly demonstrates the economics of growing a typical forest
under both the present tax law and the Treasury’s proposal. In arriving at the
factors graphically presented, average land values, planting costs, and annual
management costs have been used to determine the net after-tax rate of return—
which varies between 3 and 4 percent, compounded annually. The dollar return
is based on statistics compiled by the U.S. Department of Agriculture.
- It will be noted from the chart, exhibit B, that the net after-tax rate of
return on forest reforestation investments will be substantially reduced under
the Treasury proposal. As is forcefully illustrated in exhibit B, the after-tax
rate of return on a reforestation investment under the present tax treatment
already is minimal—approximately 4 percent compounded annually. Not-
withstanding this low rate of return under present law the forest products
industry has carried on its task of reforestation with phenomenal success. The
damage to future reforestation which will occur if the Treasury’s proposal
eventually becomes law is obvious when one notes the decline in dollars of return
and the effect of the net after-tax rate of return. Although one might conclude
that a dollar rate decline of, for example, $300 per acre at the 80-year age is
not significant, this is the very margin that has provided the successful refor-
estation program carried on by the wood products industry over .the past 19
years on its approximately 63 million acres of timberlands.

The certain conclusion from exhibit B is that investors and corporate manage-
ment could not wisely invest in reforestation under the new tax proposals, and.
therefore, that the necessary capital to finance reforestation (whether equity
or borrowed ) would not be available at this low level rate of return.

The impact which the new tax proposals would have upon the net after-tax
rate of return of forest products companies (and therefore upon reforestation)
is buttressed by a review of the financial picture of these companies today.
There is an implicit assumption in the Treasury Department’s proposals to deny
capital gains treatment to the forest industry, that section 631 has conferred a
“windfall” on companies in the industry, and that large companies have been
particularly benefited. This not so—there is no “windfall”’—indeed, as an indus-
try, the forest products companies today are not faring as well as the average
American industrial corporation.

Forest indugtry—All industry compared.—The 1962 Fortune Directory of the
500 largest U.S. industrial corporations contains 21 industry groupings including
2 forest products industry categories—“Lumber and Wood Products” and
“Paper and Allied Products.” This survey indicates that the median net after-
tax return on invested capital for all industry was 8.1 percent in 1961 and 9.1
percent in 1960. Lumber and wood products companies averaged 5.6 percent—
the lowest of the 21 industries in 1961—and in 1960 were next to the lowest with
a return of 6.4 percent. Paper and allied products did little better, ranking 16
out of 21 in both years on a return of 7.1 percent in 1961 and 8.5 percent in 1960.

¢ Source : Annual study of 2,000 leading manufacturing corporations conducted by the
First National City Bank of New York.
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The proposed elimination of present tax treatment would markedly depress the
already below-average after-tax earnings of these industrial forest landowners—
doubtless assuring these companies a permanent position at the bottom of the
Fortune list—if they continue to invest in reforestation and forest management.

The proposed emasculation of section 631 will, of course, affect thousands of
individual forest owners as well as the large industrial forest owners. Obvi-
ously, the sharper the impact upon a particular taxpayer’s net after-tax rate of
return on his forest investmenis, the more the proposed changed will discourage
him from making such investments.

Who owng America’s timber?—Great emphgsis is placed by the Treasury De-
partment upon the alleged relatively small number of timber owners who will
be seriously hurt by the changes in section 631. Incongruously, Treasury also
stresses the importance of continuing section 631 as a stimulus to good forestry
practices in the case of the very small operators (only) notwithstanding that the
very small operators have responded least to the stimulus of section 631. In
view of the low rate of return on forest investment, even with capital gains
treatment, it must be inferred Treasury’s concept is that tax incentives should
be offered to a class of taxpayers only if it has numerous members. Therefore,
it should be noted that the proposed emasculation of section 631 will hurt not a
few hundred corporations, but the more than a million corporate shareholders
who own forest land derivatively. Detailed data, available on 46 large publicly
owned timber products corporations reveal that they own a total of 39,600,000
acres. Based on the large number of stockholders in these companies, the aver-
age stockholder ownership is 46 acres. This compares with average ownership
for the United States of 81 acres—assuming the usual methods of classifying
timber ownership. When one considers the acreage applicable to corporate own-
ers, that is 46 acres per owner, these owners can be considered small owners
indeed.

Reduced rate of return—Effect on forestry.—In appraising the deterrent effect
upon private forestry activities of any further reduction in the net after-tax
rate of return on investment, the time cycle required for the growth of com-
mercial timber must be considered, for it is the major element in the economics
of private forestry. Trees planted today must be managed. protected, and cared
for at annual additional cost for periods of from 20 years for southern pulpwood
and 40 to 50 years or more for southern sawtimber, to 80 to 140 years for western
sawtimber.

Keeping in mind the grave concern expressed by the U.S. Forest Service as to
the future supplies of sawtimber, let us view the financial problems through the
eyes of an owner of a managed sawtimber stand. According to the Forest Serv-
ice, the earnest effort of such owners will be required to meet future timber
demands.

Using a low sawtimber growth time cycle—50 years—the timberland owner
in any one year will be cutting timber from only one-fiftieth—or 2 percent—of
his land. On an 80-year cycle he will be cutting timber from only one-eightieth—
or 1.25 percent—of his land. The cost of replanting the land which has been cut
is but a small fraction of his total annual costs. He must realize enough gain
from such limited cutting to pay for carrying the base costs of reforestration,
local taxes, fire protection, insect and disease control, and casualty losses—all for
a 50-year or longer period.

Under these circumstances, the wonder is that private companies can afford to
practice good forestry—even with present tax treatment. Under the new tax
proposals, they simply could not afford it.



BExHIBIT A
WAS ENACTMENT OF TIMBER (CAPITAL GAIN TAXATION IN 1900 EFFECTIVE NATIONAL Ponicy”

There are two significant periods to be considered :
Prior to 1945 demand increased steadily—and timber growing stock was reduced.
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Total production was 5.9 billion cubic feet per year and timber stock in total fell by 9 percent.
But after 1945 while demand was rising at a slightly greater rate—timber growing stocks held its own.

PRODUCTION OF TIMBER PRODUCTS VOLUME OF GROWING STOCK
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In the S years following 1945 (the only years for which national data on growing stock is now available) total production was 7 bil-

lion cubic feet per year and timber stock more than held its own.
The dramatic difference between the periods before and after 1945 wis made Imwihlv in large measure by the 1944 timber tax
reform. Its effect was to remove a major nnpo(hmont to investiment by timber owners i Such measures as -
Timber stand impm\'onwnt including pruning and thinning.
Reforestation, including land preparation, seeding, and planting.
More complete utilization of the tree.
Increased protection against tire, insect, and disease.
These factors, together with inereased Government amd industry cooperation in Jorestry manazement, halted the decline in trend
of timber growing stock.
THE ACID TEST THE RANIE O PLANTING

Here is a striking picture demonstrating the new investiment that privaie ovners are putting into forests for the future:
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A great increase in the planting of trees began after the war period, almost
as soon as seedlings were available. This increase was due in large part to the
encouraging effect that fair tax treatment had on forest landowners.

Nevertheless, according to both the Forest Service and private sources, there
is still a great need for acceleration in the rate of planting. This is one of the
major objectives of forestry management.

These two economic developments since 1945—the change in trend of timbesr
growing stock and the substantial increase in tree planting—both testify to the
wisdom and effectiveness of timber capital gain taxation in implementing na-
tional policy.

Exmimit B

Reforestation Investment
Dollar Rate of Return at Date of Harvest
Compared to Compound Rate of Return Over Same Period
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ExHIBIT 13

T'AX TREATMENT OF TIMBER
A. TAXATION OF TIMBER SALES AND REFORESTATION EXPENSE

1. Proposals and their background

Several changes are being recommended which would alter the existing situy
tion on capital gains on timber and at the same time liberalize the treatment of
reforestation expense to encourage good conservation practices.

. Prior to 1944, a farmer or timber grower who owned timber and cut it for use
In his own business could not enjoy capital gains treatment on the cutting of the
timber. No tax consequences attended such cutting: ordinary income treatment
resulted upon the sale of the processed item in which the timber was used. If
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the timber was sold on a cutting contract with payment measured by the thoy.
sand board feet cut, the proceeds also were subject to tax at ordinary rates
However, if the timber was sold outright for a flat sum, or outright with the
land, such sales were generally not considered to have been made in the ordinary
course of business and hence were eligible for capital gains treatment.

The situation prior to 1944 was held to have certain undesirable elements,
particularly for the farmer, in that he had to sell his timber outright to receive
capital gains treatment, but if he wished to sell his timber annually or based on
a dollar amount per thousand board feet cut he paid an ordinary income tax rate,
This situation tended to confer ordinary income treatment on the very trans.
actions which involved the best reforestation practices (sustained-yield forestry)
and capital gains treatment on the least desirable conservation practices (out-
right liquidations of forest land).

Present law provides, in effect, that the sale of timber with a retained economic
interest (for example, at so many dollars per thousand board feet cut) is ac-
corded capital gains treatment. In addition, the timber owner (or one who
owns a contract right to cut timber) who cuts his own timber is permitted to
treat such cutting as a sale or exchange of the timber for an amount equal to
the fair market value of the timber. Such sale ix made subject to capital gains
treatment.

The result has been that the farmer who owns a small tract of timber is gen-
erally eligible to receive capital gains treatment whether or not he is in the
trade or business of growing or selling timber. The forest products industry,
to the extent it owns timber or purchases standing timber for cutting and proc-
essing, whether the timber came from State or Federal fores(s or private land-,
is also able to secure capital gains treatment.

The proposals in this area fully recognize the problems which then existed
and are designed to avoid a return to the pre-1944 situation.

In brief these proposals would (1) treat timber income of corporations as
ordinary gain and limit the amount of capital gain treatment on timber to
$5,000 of gain annually in the case of individuals, whether realized on cutting
or on sale, with or without a retained economic interest, and (2) permit the
current deduction of expenseg for tree planting and reforestation which are
now required to be capitalized for income tax purposes. The normal tax rate
applicable to the first $25,000 of corporate income would be reduced and alined
with the corporate capital gains tax at 22 percent, so that small corporations
would benefit from general tax reduction and be unaffected by the proposed
change in the timber provisions. General averaging provisions being recom-
mended for individuals would prevent hardship due to the impact of graduated
rates on the bunching of income from large sporadic sales of timber in a single
vear.

Basically. timber used for one’s own business should not be subject to capital
gain treatment. Timber today is grown as a crop by many farmers as well as
some of the large corporations in lumber, pulp, and plywood. While it is true
that the trees to be used 20 to 80 years hence must be planned for today, often a
regular annual cutting and replanting occurs. In the case of the farmer, cutting
is intermittent because his holdings are usually too small to be cut annually.

The proposals for revision are fully cognizant of the need to provide proper
incentives for conservation and in fact provide a more than ample recognition
of this need.

2. Owcnership of timberlands

One-third of the U.S. land area is classed as commercial forest land—488 mil-
lion acres. About one-fourth of this area (130 million acres) is in Federal and
‘State forests and these lands are managed, among other things, to provide a
continuous supply of timber.

The remaining 358 million acres are in 4,510,700 private ownerships which
average 79 acres each. Of these, there are 3,383,000 farmowners with 34 percent
of the commercial forest, 165 million acres. The average farmownership is
about 49 acres. There are 1,104,000 “other than forest industry” owners (busi-
ness and professional people, wage earners, housewives, retired persons, and
nonforest industries) who own 26 percent of the forest land, 131 million acres,
with an average holding of 118 acres each. The forest industry group accounts
for only 0.5 percent of all private owners, 23,000 holding 13 percent of the forest
land, some 62 million acres with average holdings of 2,660 acres each.
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Within the timber industry itself the average ownership among the 21,000 in
this industry is about 1,630 acres. On the other hand, the average ownership in
the pulp industry is 146,000 acres, with ownership holdings less than 500 in the

aggregate.

3. How the proposals will operate

(a) Capital gain trecatment.—Ninety-nine percent of all commercial timber
owners own less than 500 acres. Hence the proposal to limit capital gain treat-
ment in the case of individuals to an annual ceiling amount of $5,000 will con-
tinue capital gains treatment for the great majority of farmers, woodlot owners,
and persons owning timber for sale (or cutting rights) for use in their own
business.

Thus, the recommended $5,000 ceiling on capital gains which may be realized
in any one year for tax purposes covers the overwhelming majority of timber
owners and operators, for whom timber gains may be irregular, sporadic, and
therefore taxed relatively heavily under regular graduated individual rates.

The proposed treatment will therefore not create the unsatisfactory situation
existing prior to 1944 which, in effect. forced the sale of timber outright to secure
capital gains treatment. Thus, it will tend to assist in stabilizing landownership,
particularly in the millions of cases where the woodland is an integral part of a
family farm unit.

Several factors are relevant to the $5,000 figure. The average timberland
ownership in the farm group is 49 acres, for other owners 118 acres. and for the
forest industries 2.660 acres.

The Department of Agriculture estimates in Forest Resource Report No. 14
issued in 195R indicate that on a national average basis timber growth per acre
is about 100 board feet per acre. In the South the average is 125 board feet.
in the North 69 board feet, while in the West it is 96 board feet. Forest experts
have advised that in some cases under good management and with proper soil
and growing stock rates of 500 hoard feet per acre, and sometimes even more,
may be realized.

Depending upon the rate of timber growth, at a rate of gain of £1 per thousand
board feet, the $5,000 ceiling could cover a property as large as 70.000 acres where
the growth rate is 70 board feet per acre per year. On the other hand. where
the growth rate ix as high as 500 board feet per acre per year, the average could
be as great as 10,000 acres. With the gain at $5 per thousand board feet. the
acreage covered would drop to 14.000 in the first situation and 2.000 in the second.

This level of coverage, $5,000, will still provide a full capital gain opportunity
to over 99 percent of the forest and landowners, with partial coverage avail-
able to the few thousand out of the 4.510.000 whose holdings are larger than
5,000 acres. In the main, this latter category of ownership is the large indus-
trial holding where timber is grown as part of an integrated forest products
enterprise.

(b) Proposed current deduction of reforestation erpense—Industry sources
point out that presently timber growth exceeds timber cut. They further point
out that to continue the improved trend we shall require substantial reforesta-
tion each year from now on.

Under present law only the cost of soil preparation, fire breaks and timber
stand improvement and temporary roads may be treated as an expense against
current income. Other forest management costs such as reforestation must be
capitalized. The revision suggested in this area is designed to maintain and
increase the pace of private reforestation efforts to meet projected demands by
inclusion of forest management costs as a deductible annual expense rather than
as a capital investment item.

On the larger industrial forest holdings, as well as on the smaller holdings.
the incentive to reforest will thus be promoted.

An important feature of the President’s recommendations is the reversal of
corporate normal and surtax rates, which will reduce the rate on the first $25.000
to 22 percent, and an accompanying reduction in the capital gains alternative
rate from 25 to 22 percent. For the both individual and corporate forest owners
the new, substantially lower tax rates, will increase investment capabilities.
Under this more favorable tax rate structure, the differentiation between capital
gains and ordinary income in the case of the small corporate taxpayer will dis-
appear. This will greatly simplify accounting for timber for such taxpayers.
At the same time, since the capital gains rate is the same as the proposed rate
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on oydin-ary income in the case of corporations with incomes under $25,000, the
elimination of the capital gain classification for timber does not change tax
liabilities in these cases.

4. What the recommendations will accomplish

The conservation and reproduction of timber will be encouraged. The pro-
posed revision will not induce outright sales and will offer positive forestry aid
to the small farm forest owners as well as the large.

By encouraging a proper rate of reforestation the trend toward a good balance
between timber growth and harvest will continue without developing a sub-
stantial surplus of timber beyond the Nation's needs.

Under present law there is no requirement that there be any positive act for
forest conservation in order to receive capital gains treatment on forest income.
Thus, it is possible for a forest landowner to receive a substantial tax benefit
from the cutting of timber but fail to reinvest any of this income in forest
conservation,

In summary, the recommendations provide a number of positive benefits for
America’s 4,500,000 timberland owners:

(1) The cutting of old timber, an aid to conservation, particularly on small
ownerships, will be encouraged.

(2) The small sawmill operator who purchases timber from farmers and
other small owners will be helped. “Pay as cut” contracts between these persons
will continue to qualify for capital gains treatment without the <iall purchaser
having to make large lump-sum payments to secure cutting rights. The pro-
vision will allow gains on long-term cutting contract arrangements under which
the annual growth of timber can be harvested on scientific methods to be taxed
as capital gains.

(3) The 315 million farmers who have timber on their farms and all other
small owners will be better able to grow timber as a supplement to other in-
come because of the expensing provision for reforestation costs.

(4) Communities dependent upon forests will benefit from stable operations
in contrast to the *‘cut out and get out practice.”

(0) A sound base of productive forest land ownership will continue to provide
timber for economic development while meeting an essential obligation to local.
State and Federal revenue needs.

3. Tar revision and the current economic situation in the timber industry

The timber industry is currently confronted with a variety of economic prob-
lems. Various aspects of its economic position which have received attention
include the impact of softwood lumber imports from Canada, intercoastal ship-
ping regulations, public timber sales policies, timber blowdown on the west coast,
and others.

On July 26, 1962, the following statement on a program to aid the lumber
industry wax released by the White House:

“The President today announced a program designed to assist the lumber in-
dustry and improve its competitive position. The announcement followed a
neeting with Senators and Congressmen from the Northwest. The program
included both immediate and long-range actions designed to increase employ-
ment, improve eficiency, and raise earnings.

“The new steps outlined by the I’resident called for—

(1) The initiation of negotiations with Canada concerning the amount
of softwood lumber imported into the United States.

“(2) The submixsion of a request to the Congress for additional funds
for forest development roads and trails program to assure the prompt
harvest of national forest timber.

“(3) The amendment of the intercoastal shipping laws to permit use of
foreign vessels when those conditions exist which indicate severe hard-
ship to American shippers. This amendment will reduce the handicaps
suffered by American producers in the intercoastal shipment of lumber.

“i{4) An immediate increase in allowable cuts which will make available
150 million board feet on the lands managed by the Department of the
Interior.

“(3) The establishment of a preference for American products in the
purchase of lumber by the Department of Defense. the General Services
Administration and other Federal departments and agencies. This could
be particularly significant in connection with the various aspects of the

AID program.



REVENUE ACT OF 1963 557

“(6) Increased attention to loan applications filed with the Small Busi-
ness Administration and the Area Redevelopment Administration by lumber
mills in order to enable them to upgrade their production and better com-
pete with imported lumber products.

“In addition, the President indicated that he was directing that there be a
continuing review of the problems of the industry by an interagency committee
ir order that developments and problems might be anticipated and recomn-
mendations made to meet and overcome any difficulties or handicaps the industry
might face. The Secretary of Agriculture would be specifically instructed to
report to him by October 15 on both firm and interim increases in national forest
allowable cuts to assure a continuation of timber sales at or beyond the record
levels achieved in the most recent quarter of 1962.

“The President was informed that west coast lumber interests had already
filed a request with the Tariff Commission for an escape clause investigation on
softwood lumber and that the Tariff Commission has instituted an investigation.
The President indicated he would request the Commission to complete it as
cxpeditiously as possible.”

A statement on the lumber problem, dated December 13, 1962, prepared in the
Business and Defense Services Administration of the Department of (‘ommerce,
summarized the problems and the extensive actions taken by the Federal Gov-
erninent to assist the lumber industry. This statement indicated in part:

“The difficulties of the Ilnmber industry are due to a complex of factors related
to industry operations, governmental policies and regulations, technological
changes, and domestic and international economic developments.

“A major factor in this situation is the substantial increase in softwood lumber
imports resulting from the competitive advantages of Canadian producers in raw
materials, production, and shipping costs and the devaluation of Canadian cur-
rency. However, the industry generally suffers from overcapacity. It is charac-
terized by a few large mills, a moderate number of medium-sized mills and a
preponderance of small mills. The smaller mills operate seasonally or on an
intermittent basis when lumber prices are high and ceaxe operations when prices
are low. The number of active mills in the industry therefore varies conxider-
ably from time to time. As the original timber is cut in one region, the center of
production shifts to new areas. In certain areas some of the remaining mills
have become obsolete. Layout and equipment dexigned to cut large logs is less
efficient when used in cutting smaller logs now available to them. Adjustment of
mill size and equipment to the available timber resource and modernization of
equipment and techniques ix correcting this situation, but not fast enough.

“Overcutting of private timber in some areas has led to increased demand for
public timber, particularly where public holdings are substantial. Adherence to
good timber managenment principles. lack of aceess roads and other limitations
have not always permitted an increase in the supply of publice timber sufficient to
meet the requirements of all installed capacity of the facilities of a given area.
This has resulted in bidding up of log prices. In other areas sawmill capacity
is not adequate to utilize available timber.”

The proposed tax revision would not affect marginal firms< in the industry
which are not poying tax because they are not operating at a profit.  "The proposed
$5.000 allowance for capital gains treatment in the cuaes of individuals, in combina-
tion with lowered capital gains rates and rate reduction would help the vast
majority of individual timber owners or operators. Small corporations in the
timber industry would roceive general tax reduction, as would larger corperations,
and smaller corporations would be completely unaffected by restriction of capital
gains treatment since the tax rate for ordinary income and capital gains would be
the same up to §£235.000. The restriction of the capital gains treatment, which is
now primarily of benefit to the larger concerns, would help restore a heq'thy
competitive balance in the industry. Many believe that the capital gains feature
has, in fact, been a source of distortion and overstimulation which has helped the
larger firms to achieve higher after-tax profits., caused artificial and erratic
bidding up of timber prices, and thus squeezed out many smaller sawmill

orerators.

B. EFFECT OF CAPITAL GAIN TREATMENT ON TIMBER IN STIMULATING ACCELVRATED
CUTTING AND DEPLETION OF TIMBER RESOURCES

A realistic analysis of the economics of the timber industry and the financial
management of forest ownership dispels the claim that capital gain treatment

24-532--G3— pt. 2-———8
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encourages sound conservation practices.' In fact, capital gain treatment iy
often a factor contributing to accelerated liquidation of timber holdings.

As experts have observed, one of the major reasons for the purchase of timber.
lands is to protect and insure a permanent supply of timber for large induxtrig)
concerns making pulp, paper, cellulose products, plywood, lumber, poles, ang
other wood products. For these buyers, capital gain treatment on a portion of
their profit margin resulting from the intricate operation of the cost-valuation
comparisons provided under section 631 of the Internal Revenue Code is ay
essentially fortuitous tax advantage which reduces the effective rate of tax op
this particular sector of manufacturing as compared with other industries.
This advantage bears little or no relationship to conservation and good forestry
management.

Another major reason for the purchase of timberlands is to profit by accelerateq
liquidation of the standing timber purchased in wholesale lots at less than going
market prices. The practice of intensive efforts to acquire large timber tracts
at wholesale and to sell at retail prices is well known in the timber industry,

Reports indicate that, depending on the tract size and location, purchasers
of standing timber usually think in terms of a discount from retail apprai<al
of 20 to 40 percent. These figures are reported to have applied in some of the
recent larger purchases of timberland.

If a company buys a block of timber at a 40-percent discount and accelerates
its liquidation, it can work out a plan whereby in 10 or 20 years it will pay off
the debt incurred to finance the purchase and still own timberland which there-
after may or may not be put on a sustained-yield basis.

The economics of the accelerated liquidation operation in timber rely in part
upon capital gain treatment. The present tax law thus fosters a type of opera-
tion which is basically inimical to sound husbandry and development of the
Nation’s forest resources.

It is reported, for example, that X corporation has been buying large blocks
of timmber with heavy borrowing backed by accelerated harvesting for debt repay-
ment. This corporation has stated that as a matter of poliey it believes in buy-
ing timberland and standing timber with borrowed money, using common stock
to raise capital to build papermills, lumber mills, plywood mills, distribution
facilities, and for merchandising, in order to exploit timber ownerships.

Descriptions of recent timber company acquisitions and the subsequent dispo-
sition of their timber holdings suggest that the capital gain treatment is an im-
portant factor in stimulating liquidation operations. For example, a large
aggregaton of timber and lumber properties in corporation Y was recently
purchased by an investment banking firm through acquisition of corporation Y's
stock for $100 million, a figure which netted the stockholders over twice the price
the shares had been traded at in the market. Then, through a process of liquida-
tion, the various properties were sold to interests able to utilize them in their
business. The timber, consisting of about 4 billion feet of old-growth timber
was ultimately sold for $70 million. While this complex operation doubtless
had various business and financial motivations, it bears many of the earmarks
of a liquidation operation, encouraged by capital gain treatment on timber sales.
the effect of which was not consistent with the orderly use and management
of timber resources.

Orderly cutting of old-growth timber is, of course, desirable to insure optimum
utilization of timberlands and make way for the planting of new growth. Ilow-
ever. the role of capital gain treatment in facilitating the wholesale cutting of ac-
cumulated timber stands in order quickly to pay off debt financing. is one which
calls into grave question the effect of this feature of the tax laws on resource
conservation.

C. EXAMPLES OF TAX CONSEQUENCES OF PREFERENTIAL TREATMENT OF TIMB ER INCOM!
AND THE DISTRIBUTION OF TAX ADVANTAGE FROM CAPITAI. GAINS TREATMENT IN
THE TIMBER, PLYWOOD, AND PAPER INDUSTRIES, 1959

1. Corporations

Table 1 accompanying this exhibit presents examples of the unusual tax ad-
vantages derived from the existing capital gain treatment on timber income.

1 The following analysis and comment is based larfely on and draws freely from a paper
by Willlam L. Moise, ‘“Factors Which Attract Equity and Borrowed Capital to Timber-
lands—the Investor's Viewpoint,” appearing in nancial Management of Large Forest
Ownerships, Yale University School of Forestry bulletin No. 66, 1960, pp. 48—58.
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based on the 1959 experience of 15 large companies in the timber, plywood. and
paper industries. All of the companies in this group had assets in excess of $25
million ranging up to more than $250 million.

As the analysis shows, the capital gain provision on timber cutting and sales
resulted in these companies reporting capital gains ranging in amounts from
one-third to more than 100 percent of their net income. As a consequence, the
effective rate of tax paid by these companies as a group in 1959 averaged less
than 33 percent, as compared with the generally applicable 52-percent corpo-
rate rate and an actual average effective of more than 48 percent paid in 1959
by corporations as a whole. In some instances, the capital gains feature per-
mitted these large companies in the timber, plywood, and paper industries to
reduce their effective tax rate to less than half that normally applicable in their
situnation,

2. Partnerships

The accompanying table 2 presents illustrative data showing the tax ad-
vantages derived by a number of partnerships in the timber industry, based on tax
returns filed for various years in the 195961 period.

Of the 13 returns summarized in table 2, all but 1 reported an overall oper-
ating loss from the timber business. On the other hand, all the returns show
substantial long-term capital gains from the fair market value computation pro-
vided in section 631 (a) of the Internal Revenue Code.

Five of the returns showed an actual deficit in gross income totaling about
$425,000. This resulted from estimating the fair market value of the timber at
such a high figure that the gross sales price manufactured from the timber was
less than the section 631(a) ‘“cost” of the timber. Total gross income reported
in the 13 returns was $5,288,391 while the net loss from the operations of
the lumber business was reported to be $2.321,292. On these same returns the
long-term capital gains were reported to be $5.107,027.

This reporting means that these partners were reducing their ordinary income
from all sources by their respective shares of the $2,321,292 and were, at the same
time, reporting their respective shares of the $£5,107,027 as long-term capital
gains.

TABLE 1.—Taxe adrvantage of sclected large timber, plywood, and paper com-
panies from capital gain treatment on timber, 1959

Corporation income tax as
percent of net income Tax ad- Net capital
vantage as gains on
percent of timber as
Company by industry Under pres- | If no capital | net income percent of
ent law treatment (col. 2—-1) net income
(actual 1959)
9y (2) 3) 4)
Timber:
Companies with assets over $26,000,000:
N 26 51 25 92
B e cccc——————————- 25 49 24 98
O N 29 52 23 85
) 8 15 7 33
E e e cccmema—————- 43 49 6 25
e 29 52 23 ]3
Companies with assets over $50,000,000:
______________________________________ 35 52 17 63
) < S 31 51 20 76
) G 19 36 17 63
Companies with assets over $100,000,000
J e e 39 52 13 48
) 24 51 27 o8
| I 35 52 17 61
Plywood and paper:
Companies with assets over $100,000,000:
S 32 52 20 74
N oo e e cmmmmm—emmmm—m—aaaaan- 25 54 29 101
o TP 34.5 46 11.5 44

Note.—In some instinces, tax without capital gain treatment on timber continues to be abnormally low
due to operatine loss carryovers, intercorporate dividend deduction, eto.

2-percent tux on consolidated returns.

Source. Office of the Secretary of the Treasury, Office of Tax Analysis, Feb. 6, 1963,

In 1 instance, tax includes
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TABLE 2.—Tar consequences from capital gain treatment on timber, selected
partnership returns, 1959—-61

Gross Total, Capital
Re- income Deduc- Ordinary capital gains Number
Year turn | (excluding tions income gains from of
capital or loss or loss timber partners
gains)
1959 . e A $242, 042 $230. 109 $11, 933 $937, 804 $827, 389 4
1959 . e B 844,307 873, 582 —29, 276 160, 907 157,919 (1)
1960, o cieeeaeaa C 209, 797 486, 168 —276, 371 177. 464 177, 464 (1)
196) e D 528, 945 768, 724 —239,779 117, 288 112, 555 )
1960 o meeeeee E 1.683 3. 363 —1, 680 109, 253 109, 253 4
1960 oo -. F 405, 443 602, 432 —195, 989 80, 300 88, 800 3
1960 . emeoaes G —-7,970 157, 558 —165, 529 127, 598 121. 802 2
1959 oo H 1,141, 287 1, 593. 201 —451,914 885, 826 886, 680 12
1990 . e eeee- I 2, 338. 316 2 708, 352 =370 0,7 1, 087, 382 1,122,392 12
1959 e J —59, 756 83, 625 —143, 681 520, 661 519, 961 5
1960 _ e K —184 074 81, 484 —265, 559 397, 560 397, 560 5
1959 e L —67, 751 8, 521 —76 282 308. 788 308, 788 2
1950 . e M —104. 868 12, 260 —117,128 196, 186 196, 196 2
o N0} 7Y DR 5, 288, 391 7.609.679 | —2. 321,292 5.107, 027 5,026,759 |acoecaaaao..

! Not available.

3. Distribution of tar advantage from capital gains treatment in the timber, ply-
wood, and paper industries, 1959

An analysis of the distribution of the tax benefits from capital gains treatment
in the timber, plywood, and paper industries in 1959 is presented in the accom-
panying table 3.

As this analysis shows, in the timber industry three companies received about
42 percent of the $44 million tax benefits from capital gains treatment on timber
income in 1959. A dozen companies out of a total of 2,427 firms derived over half
the benefits.

In the plywood industry, two corporations received more than 90 percent of the
$11 million in tax benefits in 1959. Four firms in this industry received all but
5 percent of the tax benefits derived from capital gains treatment; the remaining
1.400 firms in this industry received all together less than $0.5 million in bene-
fits from capital gains treatment.

The 15 largest paper companies out of 3,464 in the paper industry shown in
table 2 received more than 82 percent of the benefits.

In the timber, plywood, and paper industries as a whole, 20 corporations de-
rived over 60 percent of the total tax benefits on timber income.

Nome 99 percent of all owners of timberland will, however, not be affected by
the capital gains definitional changes proposed under the tax program.

Individuals and corporations will benefit from the privilege of expensing
reforestation and related costs. The tax saving involved would be approximately
$10 million.
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TABLE 3.—Distribution of tar advantage from capital gaing treatment in the
timber, plywood, and papcr industrics, 1939

{In millions of dollars]
Assets $50 $25 $10 $5 $1 Under
Number of corporations over | under | under | under | under | under $1 Total
$100 $100 $50 §25 $10 $5
Timber
. $18.6 | o oo feme oo .
PP U L. 3 | e e
N R U $4.4 [ 1 l.o.ob ol
28 e | OSSR U A
K /U UPIRPIPPIY (SPUPRS BUR RN JR RPN RO 2 oo P
245 ... - T I R 854 | _______ .
M5 e e L] | ol 82
Totaltimber_.___.. . . ___. | o s e ] $44.3
Plywood: | ! | o | !
D I a9 o L o R
| 0 T T IO
S l 0 ... .. . A AR
R S R B [-------- ‘ V.6 I T ‘ SRR
 § O T B e S S IO -
1323 .. S o 1 2 e
1,265 oo R ; ........ R S oo | S U
Total plywood________________|._______ R R SR I R " 10.9
Paper: ‘ ‘ ! ! |
15 o il 18.5 1. .. . R A S
Allother 3449 ... ... | . L. oL | 340
Total paper. ... L I , ________ [ L | . ol 225
Total of timber, plywood, | | | | !
paper (more than 7,000 cor- ! ‘ | ! |
porations considered)...____. ... o i .|] 77
Total of top 20 corporations ' : |_ ’ ' \ !
S SR

(assets over $100 million) . ___'__._.___ R, -

1 Primarily fromn 2 of 7 firins in this category.
21958 data.
3 Included in $22.5 million.

U. CAPITAL GAIN 1REATMENT AND THE SMALL TIMBER OPERATOR
(Loggers and Sawmills)

There is no evidence that the capital gain provisions are helpful to the survival
of small contract cutters. Indeed, the available information shows that the
number of small- and medium-sized sawmill operators (and to a lesser extent,
of loggers) has been decreasing, as shown in the accompanying table 4.

The decline in the number of sawmills and loggers has actually been sub-
stantially greater than the Census of Manufacturers data shown in the table
indicate. The reason for this is that the coverage of the Census of Manufactures
is limited to the larger establishments and excludes a large number of “‘portable”
mills and smaller loggers, the number of which is estimated by the Department
gf Agriculture Forest Service to have decreased about one-half during the past

ecade.
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While the economic causes of the decline of the small sawmill operator,
who is typically a contract cutter, are complex, one factor is apparently the
squeeze on his profits engendered by the competition of larger firms both in
buying timber and selling the product. The small operator does not now
benefit from capital gain treatment to the same extent as the large producer
because capital gains save the large corporate firm 27 percentage points and
the small corporation only 5 percentage points of tax. Similarly individuals
in the lower brackets now benefit relatively little. (Under the proposed rate
reversal and 22 percent ceiling capital gains rate for corporations capital gain
treatment will have no effect for the corporation with income under $25,000.
Individuals will continue to receive capital treatment on $5,000 of gain annually.)

TaBLE 4.—Loggers and sawmill operators: Comparison of key data. 195 and
1958

[In millions of dollars)

Change, 1954 to 1958 (nepa-
tive sign indicates decrease)
1954 1958
Amount Percent

Logging camps and contractors:
Number of companies______ ... ... ._._..... 12,789 12,627 —162 -1.3

Number of establishinents:
Total . .- 12, 865 12, K05 —60 —-0.5
With 20 or more employees_ .. ... 549 554 5 0.4
Employees._ . _._ ... 75,610 71, 505 —4,005 -5.3
Payrol . . $210.6 $226.7 $16.1 7.6
Value added by manufacture, adjusted_____ $392. 8 $387. 4 —$5.4 —-1.4
Value of shipments__________ .. . . ...... $774.3 $865. 3 $91.0 11.8
Capital expenditures, new_____._____ ... ._.. $48.6 $67.9 $19. 397

Sawmills and planing mills:

Number of companies.. ... ... .. _... ) 8D T PRI IO

Number of establishments:
Motal . _ e e 20, 487 16, 550 —3,937 —19 2
With 20 or more employees. ... ... 3. 500 2, 854 —646 —18.5
Employees. . ..o iicecccccccooa 341, 350 278, 003 —63, 347 —-18.6
Payroll. o eeeeeeeceaaaaa- $962. 3 $867. 6 —$04.7 —-9.8
Value added by manufacture, adjusted._____ $1.610. 4 $1,341.1 —$£269. 3 —-18 7
Value of shipments._._____ ... __.__.___. ) $2,014.3 |- feccme e
Capital expenditures, new_..___.____.______ $120.1 $129. 4 $9.3 T

1 Not available.

m:j Ncgy published due to statistical duplication arising from shipments between establishments in the
ustry.

Source: Census of Manufactures, 1958.

E. RECOGNIZED TAX-SHELTER SITUATION IN MATCHING CAPITAL GAINS FROM TIMBEB
AGAINST ORDINARY INCOME DEDUCTIONS

The capital gain treatment on timber income has created opportunities for
tax-avoidance arrangements which have been publicized in the tax services as
having special appeal for high-bracket individuals.

This is illustrated by a recent item in a well-known tax service publication
which advises executives with high-bracket income that timber makes an ideal
“second business’” because of the tax shelter.

“Towering taz breaks.—First of all, your investment constantly grows in
value—tax free. There’s no tax at all until there’s a cutting or disposition of
the timber. You can almost see those dollars growing on the trees. You can
set things up so that you get capital gain treatment when the timber is cut.
You can deduct the current maintenance and operating costs against your cur-
rent tax-eroded executive income. And, you can deplete—or offset—the capital
cost of your timber investment against your sale proceeds.” 2

8 Executive Tax Report (Prentice-Hall, Aug. 13, 1962).
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F. CHARACTERISTICS OF OWNERSHIPS8 OF TIMBER

The characteristics of the various types of ownerships of timber resources are
described in the following quotations and accompanying tables from ‘‘Timber
Resources for America’s Future,” Forest Service, U.S. Department of Agricul-
ture, Forest Resource Report No. 14, January 1958, pages 81-86.

The basic characteristics of the four major ownership groups (forest industry,
farm, ‘‘other” private, and public) are sumimarized in table 5.

“FOREST INDUSTRY OWNERSHIPS

“Lew in number and small in total arca

“There are about 23,000 forest industry ownerships in the United States, or
less than 1 percent of the total number of private forest land ownerships. In
numbers, this group is the smallest of the major ownership groups. About
21,000 of these owners are engaged in the manufacture of lumber. This estimate
should not be confused with the 60,000 or so sawmills in the United States.
Many sawmill operators do not own forest land, but purchase their timber or
logs on the open market.

“Commercial forest l1and owned by the forest industries represents 13 percent
of the national total. It is a little more than a third as much forest land as
owned by farmers, and about half as much asx owned by ‘other’ private owner-
ships or by the public agencies. Lumber manufacturers own 7 percent of all
commercial forest land. and pulp manufacturers 5 percent.

“Although the total forest land held by forest indnstry is small in relation
to other major ownership groups, the average individual forest industry owner-
ship is relatively large—2,660 acres. Lumber industry ownerships average 1,630
dcres, and pulp industry ownerships nearly 150.000 acres. About 84 percent of
the forest land owned by the lumber industry is in ownerships of 5,000 acres or
larger, but the average for the lumber industry is considerably smaller because
of the many small manufacturers whose individual acreage is in the smaller size
classes. Ninety-four percent of the pulp industry ownership is in holdings of
~0,000 acres and larger (table 6).

“Of the 58 million acres in ownerships of 50,000 acres and larger, nearly three-
fourths is owned by the forest industries. The 283 large ownerships in this
class average 206,000 acres. The seven ownerships of more than 1 million acres
apiece average 2.100,000 acres.

“Over half (54 percent) of the commercial forest land owned by forest indus-
try is in the South. The remainder is almost equally distributed between the
North and the West * * *, The lumber industry ownership is concentrated in
the South and West ; pulp industry ownership in the South and the North * * *,

“FARM OWNERSHIPS

“Large in number and total acreage

“Of the 4.5 million private ownerships of commercial forest lands, 75 percent
or 3.4 million are farmownerships. Farmowners constitute by far the largest
number of forest land owners.

“One-third of all commercial forest land and close to half of all the privately
owned commercial forest land is in farmownerships; farms have more commer-
cial forest land than all public holdings combined. Of the commercial forest
land in the United States, one acre in every three is on a farm.

_“Not only are farm forests important in supplying our national needs for
timber, they also are a vital part of a sound farm economy. About 60 percent
of all farms have woodland, and nearly one-fifth of all farm acreage is in forest.

“Like forest industry. more than half (54 percent) of the farm forest land
occurs in the South. But whereas the remainder owned by forest industries
1s distributed about equally between West and North, 38 percent of farmowner-
81]ip occurs in the North, and only 8 percent in the West * * * Thus, over
nine-tenths of all farmownership is in the East.
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“Most farmers own very small tracts

“The average farmownership is 49 acres. In contrast, forest industry owner-
ships average 2,660 acres, and the ‘other’ private ownerships 119 acres.

“With respect to size of forest holdings, practically all farmownerships are
less than 5,000 acres. Eighty-three percent of the farmowned acreage is in tracts
of less than 500 acres, and nearly half is in tracts of less than 100 acres (table 7).

“From the standpoint of number of owners, it is significant that, of the 3.4
million farmers owning forest land, over half own tracts of less than 30 acres,
and two-thirds own tracts of less than 40 acres * * *,

“OTHER PRIVATE OW NERSHIPS

“By ‘other’ private ownerships is mennt privately owned forest land which is
not in farm or forest industry ownership. It includes a miscellaneous group of
owners embracing a large number of occupational pursuits and some nonforest
industries such as railroads and mining. This group shows great diversity in
such owner characteristics as occupation, tenure, residence on or off the property,
and interest. knowledge, and intent with respect to forestry.

“The 1.1 million bholdings in this group represent one-fourth of all private
ownerships and contain one-fourth of all commercial forest land. The ‘other’
private category includes twice the acreage owned by forest industries, is equal
to that owned by all public agencies, and is exceeded only by farmownerships.
Half of the total area in this classification occurs in the North, with most of the
rem+iinder in the South * * *

“It is more difficult to characterize the ‘other’ private ownership according
to size class than either forest industry or farmownerships, probably because
of its heterogeneity. Whereas forest industry acreage is clearly concentrated
in the medium and large holdings, and farmownerships in the very small hold-
ings, the ‘other’ private ownerships are more evenly distributed among size
classes. Nevertheless, three-fourths of the forest area in this category is in
small boldings (under 5,000 acres) and 60 percent is in holdings of less than
500 acres.

“The average size of holding is 118 acres, which is over twice that of the
average farmholding, but only a small fraction of the average industry holding.
The problem explanation of this dispersion is that there are some large hold-
ings in this group which lessen but do not overshadow the influence of the tre-
mendous number of miscellaneous small holdings. It is evident from table 7
that one-half of the 1.1 million ownerships have less than 50 acres each, and
account for 3 percent of all commercial forest land.

“PUBLIC OWNERSHIPS

“Once-fourth of commercial forest land publicly oicned

“Public ownerships of commercial forest land comprise one-fourth of the
national total-——about the same in area as the ‘other’ private ownerships, twice
the area owned by forest industry. but significantly smaller than the area in
farmownerships. The principal public ownership, in terms of area and timber
volume, is the national forests with 17 percent of the Nation's commercial forest
land and 37 percent of the sawtimber volume.

“The geographic location of publicly owned forest lands, follows a distinetly
different pattern from that of farm, forest industry, or ‘other’ private. Public
ownership is concentrated in the West because of the overriding influence of
the national forests. On the other hand, a majority of the State, county, and
municipally owned forest land occurs in the North. Of all publicly owned com-
mercial forest land, 62 percent is in the West, 25 percent in the North, and 13
percent in the South.”



TaBLE 5.—Comparative characteristics of forest ownership in the United States and coastal Alaska, 19563

Comimerceral forest land Live sawtimber volume Proportion
_ _ of recently
Type of ownership Number of ownerships Growing | cutland in
Average Average stock upper pro-
Area holding Total Softwood | ITardwood stand ductivity
per acre class
Private: Thousands Percent Percent Acres | Percent Percent Percent Board-feet Percent Percent
Farm . e 3. 383 75 34 49 15 41 1, 900 41
Forest industries: o
Lumber manufacture. ..o . ... 21 o ..... 7 1630 | e e e e 73
Pulp manufacture . .. ... (n () 5 146,390 ' e e e e 84
Other wood manufacture . oo . ____ .. .. __. 2 (M) 1 2200 0 e e 23
Total, forest mndustries_ oo ______._. . | 23 1 13 2,660 N . { 27
COther PRIVALC - oo oo ’ 1,104 24 2% 18 |f 37 35 47 4, 000 39 52
Total, all Private oo oooooomeeooeeeeeo.. 4,510 w73 | 79 | b2 44 88 3. 000 59 56
Public: o ! S T
National forest e e e iy A 37 45 6 9, 00 31 81
Indinn . oo e AR 2 3 1 6, 50 2 74
Burean of Land Manasement oo e . | B 4 3 (1) 12, 700 3 80
Other Federal - o e ) S P 1 M 1 2, 000 1 80
Total, Federal ... e e P4 B D 44 53 8 8. 700 37 80
X )1 7 ISP DIPOIPDN BTN 4 | . 3 3 3 3, 300 3 77
County.. ___....... g e L D A N { 7t
Municipal and local _ . e e . ) S of 1 (") 1 1, 500 1 93
Total, all public_ ... P R : 1Y 56 12 7, 500 41 80
All ownerships . - . oo e e 100 joo .. 100 100 100 4,200 100 65

1 Less than 0.5.
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TABLE 6.—Proportion of commercial forest land in private ownership, 1953

T ype of ownership

Size of holding (acres)

——

All sizes | 50,000 and 5,000 to | 500 to 5,000] 100 to 500 | Less thay
larger 50,000 100
Percent Percent Percent Percent Percent Percent
Farm___ e ___ 33.8 0.1 0.9 4.8 12.1 159
Forest industries: o
Lumber manufacture...._ 7.1 3.8 2.2 .6 .4 1
Pulp manufacture..._.__._ 4.8 4.5 .3 (9 I P P
Other wood manufacture.. .9 .4 .5 m) M )]
Total, forest industires.. 12.8 8.7 3.0 .8 .4 1
Other private.______.......___ 26.7 3.1 3.2 4.1 7.5 %R
~B
Total, all private. .___._._._._. 73.3 11.9 7.1 9.5 20.0 24.8
Acres Acres Acres Acres Acres Acres
Average size of holding_ _._... 79 206, 067 14,879 1,001 167 31

1 Less than 0.1 percent.



TABLE 7.—Area and number of farm and ‘“‘other’’ private ownerships, 1963

Farm “QOther"” private
Size of forest holding (acres)
Number Aren Number Area
Cumulative} Million Cumulative| Cuwmuwlative Cumuldativre | Million Cumulative | Cumulatire
Thousands | percent acres percent percent ' | Thousands | percent acres percent percent !

Less than 10 2 _ e 671 2 4.2 3 1 125 11 0.9 1 )
10 10 20, e e ecccmemememecce—————— 742 42 10. 2 9 3 122 22 1.9 2 1
20 80 B0, o iacecemceccmm————————— 485 56 11.2 15 ] 95 31 235 4 1
0 040, e ec—e——————- 279 64 9.4 21 7 89 39 3.0 6 2
40 00 50, - e ememeccoeam———————- 197 70 8.5 26 9 157 53 6.8 12 3
B0 B0 75, e e 324 80 18.7 38 13 189 70 11.3 20 5
7(5)0t2010586 ............................................. 193 85 15.6 47 16 196 8% 16. 3 33 9
10080800 . . . - oo e mamaa 59.2 83 28 . 36.6 61 16
500 and larger. . ... I } 492 100 28,2 100 34 131 100 51.4 100 27
Allownerships. . __ ... 3,383 100 165. 2 100 34 1,014 100 130. 7 100 27

1 Percent of total commercial forest area in the United States.
2 East only, 3-10 acres for number of ow ners; 1-10 acres for urea.

3 Less than 0.5.
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LAw OFFICES, ROBERT F. SPINDELL,
Chicago, Ill., March 25, 1963,
Hon. HAgrrY F. BYRbD,
Senate Office Building,
Washington, D.C.

DEAR MR. BYrp: Perhaps I should give my background of experience and ex-
Dlain that I spent between 40 and 50 hours writing the material set forth in
this letter. A graduate of Harvard College and Harvard Law School with 20
years of Federal tax practice in Chicago (including 8 years as part-time instruc-
tor in Federal taxation at DePaul University Law School), I have been chair-
man of the Federal Taxation Committee of the Chicago Bar Association and
chairman of the Chicago Federal Tax Forum. Currently, I am a member of
the Executive Tax Council of the Chicago Bar Association, which passes on all
proposals for legislative changes submitted by the Federal taxation committee,
Since the taxation committee does not make proposals until it has a tax bill
to consider, I have made the following study of my own. I did this because
the President’s proposals and the 93-page “Technical Explanation” later sub-
mitted by the Treasury were in essence a tax bill themselves and the changes
proposed were so extensive that comment by someone qualified seemed impera-
tive.

Another very important consideration, I believe, is that since 1959 I have
studied probably a thousand pages in the three volume “Tax Compendium” of
papers submitted to the Ways and Means Committee in 1959. This provides
an almost necessary insight into the tax objectives sought by the professors and
others who wrote the papers submitted to the committee and thus into the process
of thinking of those in the Treasury Department who drafted what most people
call the 1963 tax bill.

One paramount point stood out in the papers written by Messrs. Surrey and
Heller and the other professors. They started from the premise that all items
receiving capital gains treatment—and indeed, including gains on sales and ex-
changes—should be given ordinary income treatment. some with and some with-
out the averaging provision. Like good professors should do, they followed this
premise to its logical conclusion., with little or no attention to the historical
background or to the current economic reasons for giving a particular item
special treatment.

As you and your colleagues are well aware, however, it does not make common-
sense in an economy as complex as ours to try to make every situation fit into
one general rule. Things are too complicated ; hence the hundreds of exceptions
and limitations in the code. This means, of course, that it is the arduous task
of your committee to consider each of the professors’ proposals from every side
and also to consider the effect its adoption would have from the points of view
of (a) justice to the taxpayers affected, (b) c¢ollection of the revenue, and (¢)
the effect it will have either in stimulating or depressing the economy.

A careful analysis of the 1963 tax bill shows that the bill will mean very little.
if anything, to most taxpayers with incomes between $15,000 and $60,000 and
will be highly disadvantageous to a large number of taxpayers in that range.
The chief difficulty, of course. is that the proposed tax cut ix loaded heavily in
favor of taxpayers in the lowest brackets. Instead of a flat rate cut across the
hoard—say 10 percent—for everybody, the reduction is graduated downward
from 12 percent for taxpayers with incomes of $20,000 to $£50,000 to 40 percent
for those in the lowest brackets. The 40 percent consists of a 30 percent reduc-
tion and a $400 standard deduction which is equivalent to another 10 percent.

Opposition to the Treasury’'s proposed plan to dixallow deductions up to d
percent of adjusted gross income developed so quickly and so strongly that the
Treasury has now submitted to the Ways and Means Committee a new riate
schedule that would apply if the 5-percent limitation on deductions is not
adopted. For example, those in the lowest income bracket would pay 14.3 per-
cent instead of 14 percent and those in the $20.000 to $22.000 income bracket
would pay 49 percent instead of 45 percent. Note the disparity between the
two increases. The current rates for these two income brackets are, respectively,
20 to 56 percent. After the dividends receive credit and some of the other
proposed reforms are taken into account, it is apparent that for most taxpayers
in the middle and upper middle income brackets the proposed reduction will
be illusory.

The Treasury’s figures show that the net benefit after the so-called reforms is
$7,400 million for those under $20,000, as contrasted with $1,200 million for

those over $20,000.
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To conclude, one of the President’s two main objectives, namely, the reduction
of taxes to enable the “middle and higher income families” to save money and
invest in productive business, will be defeated by the diversion of an excessively
large proportion of the tax reduction to the lowest bracket taxpayers. The
I'resident’s other objective, the creation of consumer purchasing power among
the lowest bracket taxpayers, probably would be achieved. Admittedly, how-
ever, this is not enough alone ; and its effect would be much slower.

WHAT ARE THE LOOPHOLES?

In the article submitted by Professors Surrey and Heller and in most of the
other articles the authors spoke of closing ‘“tax loopholes”™ and often the only
reference to “reform™ was in the titles. Now, in the 1963 tax bill the ternrinology
is different: “Closing the loopholes” is now referred to as ‘“reforms.” .Appar-
ently, we are supposed to treat them synonymously. If so, we may properly
inquire, just what are these loopholes?” The usual connotation is a defect in
the existing law which gives the taxpayer an unintended tax break. Let us
apply this test to the proposed “reforms.”

1. Dcduction for intcrest paid and Statc and local tarcs.—These deductions
have been in the income tax law since its inception in 1913 and for reasons well
understood by Congress. Obviously. there are no loopholes here.

2. Deduction for contributions.—A few years later Congress allowed the de-
duction of contributions for religious, educational, and charitable purposes and
over the years has substantially liberalized it. Congress was motivated by the
policy of encouraging voluntary organizations to help others instead of leaving
the job to the Government. There is no evidence of a change in this policy.

3. Deduction for casualty losscs and medical cxpenses.—These came, we be-
lieve, in 1928 and 1942, respectively. Congress has shown no disapproval on
its part.

Clearly, none of the five deductions are loopholes.

4. Is the Treasury about to surrender on the & percent disallowance of deduc-
tions?—The Treasury now seeks to disallow these five deductions as a whole in
an amount equal to 5 percent of the taxpayer's adjusted gross income. Since
the Congress adopted each of these deductions only after careful deliberation and
has thereafter indicated its continued approval by repeated reenactments, it
would seem that the Treasury will have an uphill battle trying to change its
mind.

5. Elimination of double eremption for taxpayers over age 65.—The Treasury
would disallow the additional $600 exemption and the retirement income credit
for taxpayers over age 65 and substitute for it a $300 tax credit, reduced by a
part of the social security benefit received. This substitution helps taxpayers in
the lowest brackets but hurts taxpayers over age 65 who have more than $6,000
of taxable income.

6. Taxation of disability wages—\Under current law the first $5,000 of wages
received each year while disabled is excluded from tax. The Treasury now pro-
poses to tax it. This, however, is a minor item of limited applicability.

1. Stock options eliminated.—Congress, after much deliberation. provided
for capital gains treatment of gains realized on the exercise of a qualified stock
option. It did so in furtherance of the belief that it would be beneficial to our
economy to provide means whereby management could obtain a stake in the
business for whose successful operation it is responsible. In the “Tax Com-
pendium” this was repeatedly categorized by the professors as a tax loophole
and the Treasury now proposes to close it. The adverse effect this would have
on the President’'s objective to move the economy ahead to new heights is readily
apparent,

8. Group insurance and split-dollar insurance plans—Group insurance in
substantial amounts has long been a useful and important way to compensate
executives. Now the Treasury would tax to them the cost of all group insur-
ance above that repetitively magic figure of §£35,000. One of the best methods
devised in recent years to attract and hold able young executives is the split-dollar
Insurance plan, whereby they receive valuable insurance protection at a declin-
Ing cost as long as they stay with the company. The Treasury would discourage
these plans by taxing the executives on an amount equal to interest on the cash
Value, which represents the portion of the premiums paid by the conrpany.

9. Lump-sum distributions from pemsion and profit-sharing trusts.—Few of
the alleged reforms make as little sense as the attempt to tax as ordinary income
lump-sum distributions from qualified pension and profit-sharing plans. To
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tax as ordinary income, even with an averaging provision, an employee’s accu-
mulations in the plan over his working life would violate the principal objec-
tives Congress had in mind when providing special tax benefits for qualified
plans. The unrealized appreciation on company stock distributed to employees,
as in the Sears, Roebuck profit-sharing plan, for example, would hereafter he
taxed as ordinary income.

10. Annual premium life insurance purchased with borrowed funds.—The
Treasury would like to extend the disallowance of interest on loans incurred
to purchase or carry single premium life insurance and annuity contracts to
loans incurred to purchase or carry annual premium contracts. Since the latter
type of contract is used probably a thousand times more than the single
premium contract and since policyholders have all kinds of legitimate reasons
for borrowing against the policy, the burden thus placed on the policyholders
would far and away offset any loss of revenue that might result from any current
abuse of present law.

11. Repeal of the dividend received credit and cxclusion.—Congress has refused
repeatedly to follow the administration on this point. because its Members indi-
vidually and collectively have the American repugnance to double taxation, and
because they think it will help encourage the investment of funds in the capital
market. By taking away this loophole, it is clear that the effect would be in
the opposite direction from the President’s main objective of stimmulating growth
in the economy.

12. Gain on sale of real estate taxed as ordinary income to extent of deprecia-
tion previously taken.—The gain realized from the sale of real estate has here-
tofore always been taxed at capital gains rates. But now the Treasury would
tax such gain as ordinary income to the extent of depreciation taken. As with
so many other reforms, the Treasury would try to minimize opposition to its
proposal by having the change apply only as to future depreciation and by using
a sliding scale cutoff. It does not require much imagination to see the depressing
effect this radical change would have on the real estate market and on the
construction of industrial and commercial buildings. It would also run counter
to the administration’s announced objective of modernizing our economic plant.

13. The Treasury proposes to reduce oil depletion through the back door.—
We have found surprise in the press that the President did not request a reduc-
tion in depletion rates. But when we saw the details from the Treasury, we
learned otherwise. Under current law the 27% depletion allowance cannot
exceed 50 percent of the net income from the particular property. The Treasury
now proposes to reduce the 50-percent net income limitation by carrying for-
ward from year to year the excess of deductions (e.g., intangible drilling costs)
over gross income : Provided, however, That the 271 percentage depletion would
not be reduced more than 50 percent. So the effective reduction is, after all,
from 273 to 13%;. And it will doubtless apply in most cases. The irony here
is that independent well drilling during the last few years has declined to a
trickle: and this would finish it off. Yet to do so would be contrary to estab-
lished congressional policy to encourage wildcat oil exploration by independents.

The Treasury would also tax the gain from the sale of any oil property as
ordinary income to the extent of any capital chargeoffs, such as intangible
drilling costs and depreciation on equipment. In this highly speculative field,
where even success is limited by severe State restrictions on production, the
professors’ statements that such gain must be taxed as ordinary income, be-
cause the investor has the loophole of ‘‘converting ordinary income into capital
gain.” shows a complete unawareness of the risks involved in oil exploration
and development.

14. Capital gaing tax on appreciated property at time of death or gift—While
this provision is included in the proposed new capital gains section, it is in legal
effect an excise tax levied on the transmission of property, whether at death
or by gift. The capital gains tax would be in addition to the regular estate and
gift tax. It would be measured by the amount of appreciation at the time of
death or gift over the decedent’s or donor’s cost basis. The tax would be
deductible in determining the gross estate or taxable gift.

This proposal has never before been formally presented and differs completely
from the Treasury’s attempt in the 1940’s to prevent the use of fair market value
as the basis for a decedent’s assets in case of his death. The double tax aspect
of that proposal was such an anathema then that the proposal died a natural
death.

T™ e nroposed new tax would seriously affect the owners of stock in closely
held corporations, the great majority of whom have a low basis for their stock.
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They would have to make provision for capital gains taxes as well as estate taxes
at the time of their death. They would also find that the capital gains tax
incurred when making gifts could very well exceed the gift tax itself.

The Treasury’s tax explanation gives three examples. 1But they are highly
misleading, because in every case they use the maximum marital deduction
(which is to be applied to the capital gains tax as well as the estate tax) and
because they use abnormally low income tax rates when starting the averuging
provision. Let us take another example. Suppose the basis of the owner's stock
were $25,000 and the fair market value $£5235,000: the $3500,000 appreciation
would be subject to capital gains tax. Assuming the owner a year before his
death had an income of $50,000 and was single, the capital gains tax on the
£500,000 of appreciation would be 17.4 percent (58 times 30 percent) of
$87,000. When this is added to his estate tax of $120,140 on a total assumed
estate of $600,000, the total cash needed to pay his combined taxes would be
$207.140.

So many palliatives are offered by the Treasury in an attempt to soften the
impact of its tax that the taxpayer could justly paraphrase Shakespeare, *Me
thinks the government protesteth too much.” Aside from an averaging provi-
sion, a $15,000 exclusion and the exclusion of a residence, the palliatives merely
affect the method or time for paying the tax.

THE 1963 TAX BILL COULD BE THE GREATEST TAX TRAP IN THE LAST 30 YEARS

Suppose Dr. Heller's prognostications for 1964 and 1965 are no better than
those for 1962—after all, neither he nor anyone else can be omniscient—and the
$10 billion tax cut does not stimulate the economy as anticipated. The Presi-
dent and Congress may very well be required, in the national interest, either
to stop the 1964 or 1965 reduction or to increase tax rates to provide the neces-
sary money to run the Government. In the meanwhile, the reforms would
have become irrevocably imbedded in the code. In this way, the taxpayers
would have been caught in a tremendous tax trap, potentially the worst since
the enactment of the income tax law 50 years ago.

We fear that this is more than a probability, because many of the proposed
changes will have such a depressing effect on the economy that they will slow
down the anticipated effect of the tax cut. We mention four in particular:

A. The share of the tax reduction allocated to middle and upper middle
income tax brackets ($15,000 to $60,000) is so small, both in dollars and per-
centagewise, that one of the President's two primary objections—to enable the
middle and upper middle income groups to save money from the tax cuts and
invest it in productive business—would not be achieved.

B. The Treasury proposes to accelerate the current collection of income taxes
from corporations that have an anticipated annual tax liability of $100,000 or
more. This would be spread over 5 years. According to the Treasury’'s own
tables, the amount collected from corporations during the next 2 years would
exceed the amount of the proposed tax reductions for those years. It seems
very clear that the effect on corporations as a whole would be to hinder, rather
than stimulate, their growth and the growth of the economy.

(". The tax bill hurts corporate executives more than any other group (except
possibly owners of closely held corporations) and thus reduces the incentive
of the very group whose wholehearted cooperation is necessary to make the
economy grow and move ahead.

The high income tax brackets have made ordinary methods of compensation
inandequate incentive to induce the ablest men to devote all their waking hours
and their highest energies to the operation and growth of large- and medium-size
business organizations in which they have no ownership. Accordingly. it be-
came necessary to devise special methods of compensation to attract and hold
good corporate executives.

Now the administration proposes, in effect, to abolish all these methods of
compensation—excepting only the deferred compensation plan.

D. Finally, the proposed new tax on property transmitted at death to the
extent of the appreciation thereof over cost will have a very serious effect on
the owners of thousands of closely held corporations.

With kindest regards, I am,

Yours very truly,
RosrErT F. SPINDELL.
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LIBERTYVILLE, I1LL., March 28, 1963.
Hon. HARRY FLOOD BYRD,
U.S. Senate,
Washington, D.C.

DEAR SENATOR BYRD: As chairman of the Board of Trustees of Grinnell (l-
lege, Grinnell, Towa, I am submitting herewith a copy of a resolution adopted
by the board of trustees pertaining to proposed changes in the Federal income
tax law. I would like to request that this resolution be made a part of the record
of the hearings being held by the Senate Committee on Finance.

Thank you for your careful consideration of this resolution.

Sincerely,
Epwix SuieLps HEwITT,
Chairman, Board of Trusteces, Grinnell Collcge.

RESOLUTION OF GRINNELL COLLEGE, GRINNELL, Towa

At their meeting on February 3, 1963, the Board of Trustees of Grinnell (ol-
lege unanimously adopted the following resolution pertaining to proposed changes
in the Federal income tax law.

“The trustees of Grinnell College, conscious of the increasingly difficult task
of financing non-tax-supported institutions of higher education, note with deep
concern the recently announced proposals of the administration for revision of
the Federal income tax law.

“Among the proposals are several which reduce the tax-saving incentive of
individuals to contribute to the support of independent colleges and universities.

“Independent institutions of higher education perform an invaluable public
service with private funds. In addition to enrolling a large fraction of all
students now attending college in this country, these institutions provide diver-
sity of educational policy and purpose essential to the integrity, progress, and
strength of all of higher education—both public and private.

“The present Federal tax law provides attractive incentives to taxpayers to
support independent colleges and universities. Any weakening of these incen-
tives poses a threat to the continued progress and development of independent
colleges and to the American dualistic system of higher education.

“We, therefore, respectfully petition the officers of the administration. Mem-
bers of Congress and of the Senate. to consider most seriously the implications
of current tax revision proposals which adversely affect all institutions of higher
education.”

Law OFFICEs OF LEvINSON & LEVINSON,
Smithfield, N.C., April 21, 1963.
Hon. HARrRY FLoOD BYRD,
Chairman, Committee on Finance,
U.S. Scnate, Washington, D.C.

DEAR SENATOR BYRD : Find enclosed photocopy of proxy statement just received
from the Magnavox Co. wherein it is shown that since January 1, 1962, the
president of this company exercised an option to purchase 138,915 shares of the
company’s stock at $4.43 per share. The stock is now selling for approximately
$41 per share, which gives the president about $t million worth of stock free of
;a)g%sdo In addition, he received salary of $75,000 and pension benefits of nearly

This watering of the company’s stock and giveaway of its property without
requiring the recipient to pay taxes like other people are required to pay on their
earnings, is getting, in my opinion, to be a public disgrace and doubtless has a
lot to do with the thinking of the average taxpayer that he is being unjustly
taxed while the rich go untaxed.

The contention that the stockholders vote the stock options for the various
companijes is misleading. For instance, the president of the company in the
Instant case owns more than 585,000 shares and the vice president owns more
than 25,000 shares. This, with the right of the management to solicit proxies
and recommend the way they are to be voted constitutes absolute control of the
annual meeting of shareholders and dominates the business conducted.

It is my judgment that the Internal Revenue Code of 1934 (Senate bill 1623)
should be amended so as to tax all compensation received whether in the form
of stock options or otherwise as income during the year in which received. This
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would be a great boost to the economy of the country as it would stop the equiva-
lent of legalized larceny which has been going on for years and would increase
the tat take tremendously. It would also discourage thix giveaway of a com-
pany’s assets.

The argument that the only way to keep good management is to practically
give the company’s assets to such management is untenable, for if all officers of a
corporatxon were treated alike, the argument would lose its relevancy. The
answer is simply to pay management whatever the stockholders think they are
worth and require them to account for State and Federal income taxes to the
same extent as other individuals.

Some people are wondering if some Members of the Congress, or their close
relatives, are not the recipients of some of this special tax treatment and that if
this is not the reason why Congress has not heretofore acted to close this
loophole.

While it is not a valid argument that one tax evader is entitled to be exon-
erated because some other person has escaped the payment of taxes, it occurs
to me that the jury is going to hesxitate to convict the little man charged with
fradulent tax evasion when they find out that the big fellow goes “scotfree”
and escapes the payment of taxes involving millions of dollars.

With all good wishes, I remain,

Sincerely yours,
L. L. LEVINSON.

(III) RETIRED FRrROM ACTIVE PARTICIPATION WITH THE COMPANY AS OF DECEM-
BER 31, 1962. His PEXSION Is BEING PAID ON AN ADJUSTED MONTHLY BASIS
COMMENCING ASOF JANUARY 1, 1963

STOCK OPTIONS

On October 31, 1956, the shareholders of the company approved a stock option
plan pursuant to which 50,000 shares of the company’s capital stock were made
available for option. On October 28, 1959, the aforementioned option plan was
amended and an additional 50,000 shares were set aside for option until June 30,
1962. The company’s stock on Noveinber 2, 1959, was split on the basis of two
shares for one. On July 20, 1961, the company's stock was again split on the
basis of three shares for one. As a result of such splits and declaration of stock
dividends, the outstanding options were adjusted proportionately in accordance
with the provisions of the option plan and amendment.

Options for all shares authorized pursuant to the 1956 plan and the 1959
amendment were issued from time to time to 147 persons, including 13 officers,
some of whom are no longer with the company. Officers who as a group received
options pursuant to the original option plan and the 1959 amendment thereto
exercised such options and purchased an aggregate of 185,289 shares (on an
adjusted basis).

As of February 1, 1963, none of the persons listed in the section entitled ‘“Re-
muneration of Directors and Officers’” had an unexpired option, nor are any of
them entitled to purchase shares, other than George F. Smith who holds two
unexpired options. One is for 1,500 shares at $48.21 per share, issued in June
1960, when the average market price per share was $52. This option was subse-
quently adjusted to 4,500 shares at $16.07 per share when the company’s stock
was split on the basis of three shares for one. The second option was for 1,500
additional shares at $41.44 per share, issued in May 1962, when the average
narket price was $36.75 per share.

All other officers of the company as a group at February 28, 1963, held options
for the purchase of shares as follows:

Original . Market price
Month of option number of | Numberof | Option | _
shares persons price

High Low (ii)

June 1960 . _ . oo eeeee 2, 050 4 $48. 21 $55. 00 $49. 00
November 1960 .. _ . ..o ooeoee 188 1 39.07 43.38 3R.63
Januarv 1961 . ool 500 1 46.31 54.75 46. 00
Mav 1961 el 200 1 87.40 95.75 82.25
June 1862 . ... e 5, 000 1 31.35 34.63 27.00

24-532—63—pt. 2 9
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Since the beginning (January 1, 1962) of the last fiscal year to February 28
1963, the company, pursuant to its 1956 stock option plan and the 1959 ameng-
ment which expired on June 30, 1962, granted an option to George F. Smith on
May 3, 1962, as above mentioned, and granted options to all other officers as a
group (none of whom is a director of the company) as follows:

Number of shares, 5,000. Market price:
Number of officers, 1. High, $34.63.
Month of option, June 1962. Low (ii), $27.
Option price, $31.35.

Since the beginning (January 1, 1962) of the company’s last fiscal year Mr.
Freimann exercised on February 22, 1962, an option to purchase 138,915 shares
at $4.43 per share, and all other officers as a group (none of whom is a director)
exercised previously granted options to purchase shares of its capital stock as
follows:

REVENUE ACT OF 1963

Number of Market price
Month of exercise of option shares Price per
purchased (i) share (1)
High Low (ii)
February 1962, .. .o eama 2,070 $4. 90 $44. 88 $30. 25
March 1962 e ececccec——e—an /72 4.94 47. 38 40. 38
May 19682, . . .o ceecemmcecmmmae 4, 346 4. % 45. 25 28, 67
) 0 o T R 1, 500 16. 07 36. 25 31.13
November 1962 ___ e 187 13.02 37.25 30. 38
February 1963. ..ol 2,070 4.90 39.38 36.75

THE UNITED PRESBYTERIAN CHURCH
IN THE UNITED STATES OF AMERICA,
Philadelphia Pa., August §, 1968.
Hon. HARRY F. BYRD,
Chairman, Finance Commitiee,
Senate Office Building, Washington, D.C.

DEAR SENATOR: The General Assembly of the United Presbyterian Church in
the United States of America meeting in Des Moines took the following action
with respect to the proposed Federal income tax revision:

“The General Board of the National Council of the Churches of Christ in the
United States of America expresses its concern over the possible effects of the
administration’s proposal to ‘place a floor’ under the legally allowable itemized
deductions for Individual income taxpayers. The effect of the proposal if en-
acted, would be to deny the individual taxpayer itemized legal deductions (State
and local taxes, interest paid, charitable gifts, ete.) up to the first 5 percent of
his adjusted gross income. This would have the effect of making it advan-
tageous for an estimated additional 614 million Americans to use the standard
tax deductions of adjusted gross income rather than to itemize their actual
legal deductions.

“Before enacting this proposal into law, the Congress is asked to consider
the following comments and questions:

“It is recognized that the Congress has the constitutional right to tax an indi-
vidual’s gross income and that therefore any deductions granted in the Federal
income tax code are at the full discretion of the Congress. It is also recognized
that the Federal Government faces a severe fiscal problem in attempting to
grant a general tax reduction as a stimulus to the economy at a time when
Federal expenditures are already at a level above foreseen income even at pres-
ent tax rates.

“We agree with the original position of the administration that any tax reduc
tion should be accompanied by tax reform which reform should include the
‘elimination of any unfair provisions in the present tax code. The questions we
raise about this specific proposal have to do with whether this is really tax
reform and whether such a proposal if enacted would not have both direct and
indirect effects injurious to our free society.

“Treasury officials have expressed the opinion that this proposal would not
adversely affect charitable giving and that when it is combined with their pro-
posed general tax reductions almost all taxpayers would receive at least a
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slight net reduction despite the 5-percent floor put under previously allowable
itemized deductions.

“We have no means of knowing whether the former of these predictions is ac-
curate and we do not raise our questions about this administration proposal as
a special plea for charitable organizations.

“Our major concern is whether this administration proposal, if enacted, would
have the long-run effect of discouraging what heretofore has been encouraged by
the tax laws of the Federal Government ; namely, support of the broad variety
of voluntary associations of our citizens which assume personal and private
responsibility for programs and organizations freely established for social ends
in which they believe. One does not need to approve the purposes or perform-
ances of all this amazing variety of voluntary activities that make up the unique
fabric of American society in order to believe that it is a good thing for Govern-
ment to continue to encourage private initiative. Long before there was any
income tax, many wise observers of the American scene remarked on the pro-
clivity of our citizens to form associations for various civie, social, and religious
purposes.

“We believe that the further encouragement of the uxe by American taxpayers
of the standard deduction as against the detailed itemization of actual taxes
and interest paid and of charitable gifts actually donated will be in the long run
injurious to the morale and morals of the American taxpayer. It may well be
a crucial step in that too prevalent modern tendency to remove social responsibil-
ity from individuals in the form of a greater and greater reliance upon officially
planned and federally supported social programs.

“In the light of these concerns we request the Congress and the administra-
tion to consider the following questions:

“l. Is there any good reason why charitable deductions should not be sep-
arated from tax and interest deductions if it is desired to put the 5-percent
floor under the latter?

“2. Is it not possible to achieve an equitable general tax reduction which the
Federal Government can afford without immediately recouping $2.3 billion
from a particular group of taxpayers for whom the general tax cut was supposed
to be equitable in the first place?

“3. At a time when other Federal tax proposals and rulings are laying a
heavy bookkeeping burden on business firms, is it defensible to encourage an
increase in the use of the standard deduction by individuals, thereby discour-
aging them from maintaining proper records of their legal tax deductions?

‘4. Is the auditing advantage of this proposal really worth modifying the
long history of the U.S. Government’s encouragement of free and voluntary
association and enterprise?”’

It is further requested that permission be granted that a copy of this action
be placed in the record of the hearings on the proposed income tax revision.

Sincerely,
By Siras G. KEsSLER, Moderator,
EUGENE CARSON BLAKE, Stated Clerk.

MAUMEE, OHIO, August 26, 1963.
Senator FRANK LAUSCHE,
Senate Office Building,
Washington, D.C.

. DEAR SENATOR: Introduced in the House by Representative James J. Delaney
18 H.R. 320, a bill which would provide Federal aid for all American school-
children in the form of an allotment of $20 per pupil, regardless of school
attended.

_ Needless to tell you, the cost of administering such a program, worthy though
it be, would be considerable. It would continue the seemingly inevitable trend
of mushrooming Federal bureaucracy, so unnecessary if a little commonsense
and local pride be applied.

This bill might never reach the Senate, so my letter may appear superfluous.
However, I believe the Senate can propose and adopt a very sensible alternative
which would accomplish the same objective at next to no cost.

Sooner or later, the Senate will receive for consideration the House tax
leasure now being worked upon in the latter body. The Senate could amend
it to include a provisfon for a credit of $20 against income tax for each school
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pupil. This would not add noticeably to the present costs of the Internal
Revenue Service, it would not add anything to the costs of the Department of
Health, Education, and Welfare, and, perhaps, the Federal aid controversy
would be solved.

If the rules do not permit the Senate to amend a tax bill, I'd appreciate it if
you could pass this suggestion along to a friend in the House. I am writing
Representative Thomas Ashley, but hope to drum up more support for this
idea.

Your consideration will be appreciated.

Sincerely,
WILLIAM J. WELTER.

P.S. My proposal assumnes that there is still enough local initiative to take
advantage of an income tax credit by funneling the additional money available
directly to local school boards.

AKRON, OHIO, September 2, 196.3.
Hon. FRANK J. LAUSCHE,
U.S. Senate, Washington, D.C.

DEAR SENATOR LAUSCHE: I have read in the newspapers that one of the modi-
fications of the tax bill is that widows, widowers, and husbands of incapacitated
wives will be allowed a maximum deduction up to $900 for child care, and that
the maximum deduction remains at $600 if the taxpayer is a single woman or a
working wife.

There is no justification for such discrimination against single women or a
working wife. Anyone who has any knowledge of economics must know how
much more difficult it is for a single woman, working wife, or wife of an incapaci-
tated husband to make ends meet than it is for a man, since discrimination in
pay in the first place is all in favor of the man. I believe that the same deduc-
tions should be allowed for all, whether widow, widower, husband of incapaci-
tated wife, single woman, working wife, or wife of incapacitated husband. I
am not for further discrimination against women in the tax law.

Further if a single person or married person is supporting a dependent help-
less paurent or other person for whom they have to hire sitters, etc., this same
deduction should be allowed. Such helpless persons are usually more expensive
to care for and certainly require as much or more care than a child. I have
had this experience and I know how costly it is.

Further, I think a deduction should be allowed when a working wife hires
household help to maintain her home. This is a business expense which is
required by virtue of her job. It furnishes employment to another, and certainly
should qualify as readily as tools, etc., that a craftsman is allowed to list as
deductions.

Will you please advance these suggestions to the proper persons. I will ap-
preciate a reply from you.

Yours sincerely,
MRs. FrRANCES R. SMITH.

ALL Funbps, INc,,
New York, N.Y. September 9, 1963.
SENATE FINANCE COMMITTEE,
Senate Office Building,
Washington, D.C.

GENTLEMEN : I would appreciate your consideration in regards to the following
tax legislation. We would like to register our concern with you.

The dividend received, credit and exclusion, currently provide a small measure
of relief from the double taxation of corporate earnings that are paid out to
investors in the form of dividends; i.e.,, corporations pay a 52-percent tax on
earnings above $25,000 and dividends paid from their afterearnings are taxed
again when received by investors, whether directly or through their ownership
of mutual funds. As part of the present tax program, it currently is proposed
to increase the $50 exclusion but eliminate the 4-percent credit, thereby increas-
ing the aggregate tax on total dividend payments to investors. We believe that
if any change is made it should be a reduction in the tax on dividend income to
provide further relief from the discriminatory double taxation of corporate
earnings. We are against an increase in the tax on dividend income and for
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reduction in discriminatory double taxation of corporate earnings through lower
taxes on dividend income.
We appreciate the opportunity of making our views known to you, our repre-
sentatives. We hope these views will gain your support.
Sincerely yours,
GEORGE R. NELsON, Branch 3Manager.

AMERICAN METAL-LUX, INC.,
Hartford, Conn., September 17, 1963.

Hon. HARRY F. BYRD,
U.S. Senate, Washington, D.O.

DEAR SENATOR BYRp: The enclosed statement is also printed in volume 5 of
the records of the hearines held by the House Ways and Means Committee on the
administration’'s tax bill.

It opposes the bill for being ineffectual as a stimulant to our economy, with or
without a reduction in Government expenditures. The opposition is based on
strictly technical reasons.

I trust you will find in this statement convincing arguments in support of
your wise position against this ill-advised bill.

Should you deem it useful and dexirable I will gladly testify at the Senate
hearings when the time comexs,.

Respectfully yours,
PuirLip SAvY, President.
Mr. LEO H. IRWIN,
Chicf Counscl to the Committcc on Ways and Means,
House of Representatives, Washington 1.C.:

Written statement submitted for the consideration of the committee and for
inclusion in the printed record of the hearings, in lieu of presenting testimony
in a personal appearance on the subject of the President’s tax recommendations.

This statement represents the personal opinion of this writer in his capacity
as financial analyst, economist, and small businessman. It purports to chal-
lenge the validity of the administration’s claim that a tax cut, per se, is an
effective measure against unemployment and a sluggish economy.

Respectfully, P g
HILIP SAVY.

It is the considered opinion of this writer that the proposed ‘revision of the
tax structure” as outlined in the Document No. 43 of the 88th Congress, fails
dismally in its avowed purpose of stimulating the economy and promoting full
employment and growth.

The equitable taxation: The proposal is off to a wrong start, right in the
preamble to the message: *‘* * * the revision of our Federal tax systein on an
equitable basis is crucial * * *” the implication being that the goal of full
employment, growth, etec., is to he pursued throuvh a tax revision, sociologically
desirable first and cconomically effective next. That word “equitable” betrays
the philosophy which inspires the proposal and is respounsible for the faulty ap-
proach to the problem.

What constitutes an equitable taxation? There is no standard of equity for
taxation. It is strictly a matter of personal opinion. What is held as equitable
by one, may appear inequitable to another and iniquitous to a third party.

It is significant that the present administration is calling oppressive and
unrealistic the tax rates which appeared quite equitable and realistic to the
administration which imposed them. The administration message, therefore,
presents a prescription for attaining full employment and growth, by which
whatever is necessary for the solution of the problem must conform and be
subordinated to the particular sociological bias and dogma of its architect or
group of architects. It must reflect their own interpretation of what is equitable
and what is not.

Putting dogmatic limitations to the pursuit of the full employment goal is as
absurd as the behavior of a member of a sect who tells the doctor, “Find a cure
for my illness but exclude surgery, for that is against my religious tenets.”

In the age of science, this elastic approach to technical problems spells one
thing only: failure.

Fallacy No. 1. Once social dogma is given priority, as conditio sine qua non,
in planning economic measures, the inevitable consequence is a resorting to
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economic empiricism wrapped in pseudoacademic gobbledegook. Hence on
page 3 we spot fallacy No. 1: “* * * total output of economic growth will be
stepped up by an amount several times as great as the tax cut itself.”

This fallacy, also known as the multiplier effect, has no foundation whatever,
scientific or otherwise.

It purports to assert that in an economy of about $550 billion, some $10 billion
or so, if constituted of tax rebates, would acquire the ‘“magic” of multiplying
several times; a “magic” denied to the other $540.

This miraculous revelation fails to specify, however, such trifles as when the
multiplication starts, when it ends, why it starts, why it ends, and why shouldn't
we rebate $50 billion and multiply ourselves into an orgy of high living.

All this evokes enchanting memories of the world of witches, gnomes, fairies
and magic wands of our early childhood, but also a rather frustrating image
of the sorry level of adulthood of the economic art as conceived in some official
circles.

Thus, until such time that some scientific evidence is presented to vouch for the
alleged existence of a multiplier effect, we have no alternative but to consider
it a wild-eyed statement of opinion ranking with astrology in scientific founda-
tion. Meanwhile all the glowing predictions predicated upon it in page 3 of the
message can be readily dismissed as mere wishful thinking. No prosperity will
ensue, attributable to a tax cut; namely, nothing exceeding the recurrent mild
fluctuations of the business cycle.

Benefits to the taxpayers: Contrary to the views expressed in the document,
benefits can only be illusory and temporary—Iilusory, because there is no real
benefit in paying less tax if the problem of a laggard economy is not solved first.
A lower rate of taxes is a meager compensation for poor business, lower earnings
and chronic unemployment. Temporary, because failure of the tax cut to benefit
the economy, will soon force the Government to raise taxes again. However,
the same specious “equity” which accounts today for a bigger proposed cut