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TAX RATE EXTENRION ACT OF 1962

R R R N T

WHDNESDAY, JUNE 18, 1008

(/.1 N Are,
Commrrrenon inaney,
Wanhidnglon, 1.0/,

Tho commitien wied, pvestinnt fo endl gt 1040 e, i o Y441,
ani I:-i{umuln Ol Butlding, Hendor flaeey 160 Byed (ehirinen)
wes ey,

! l'w-mw‘uzl‘:Hunwlm'u By vy Fangzy Bt sy Dotgglns, CGore, ' Vadimnedge,
MoCnethy, Thoethe, Wiltinms, Caelson, Bennett, Cuaetin, amd Mortan,

Al prevents 1Gznbeth B, Mpinger, ehief elerk,

The Cramman, The heweing toduy s on e Tnte Fxtension Aet,
of 1002, LERG LRI, 1 pliee T Che verord notable showing the tax rmtes
affeeted by e B s swall s copy of the billy gnd the vegiort. of the
Buren of the Bucdgee,

('I'he tnbley, hill l;i.lt, HINTO nd veport follow 1)

Tww raten affected by Wil

ftate s whieh
Vet pabes nntes gaeent
Uit of tax raleqdid faw weniid
ttieder e tnfh | bt efleeti ge
futy ), 190
(l:ur ratlona . Hotimnd Sy ned e w0 preent 24 frrernt.
ALY
Ml]l‘"r thna;
Wetiled epteite . L et prootgaton . L stoan. i 89,
by Per hatee - $9. ! 4
Vine: }
Uun'unllnlnu leay Lt 1 percent | Fer winegalton. . o W eente P15 ernita,
uleahnol,
« 'unllnlllw. 14 10 41 pereent du . ] cine ‘?f/wrvr.u,
walohiol, b
Containlog 20 Lo 28 pereemt Lo . . . Ve ] $2
ufealiol, 1
Contalndng more than 24 per. in $10) 14y i 4%
cont nleohol, I
Hpark g wines, Hguenes, ete,: i
Chnpagne oy » ».nkl'l:m wine . . do, . £7.40 1
Liguenres, cordinly, ete oo .. [IX0A Vag
Ar I!lvlnlf?; cathoned wine .. L . Cdo. . L 8240 PRV V4
Tobueco tuxed; Olgareltes, ... . . S Per oo, oo I L PO X2t
Manufacturers exelse taxes: §
Passonger enrs, ... L Mannfacturers! eale ywles . I geresnt. T gererns,
Auto parts and neeessories .. L] do.... oL L L Rperant | Spereent,
Miscellnneous taxes: |
enernl telephone -1 Amount ¢hiarged W pereent . 1o
Tranaportation of person Amonnt gl [ R P 3 perernt,
1By nirline, ... . do.. P30,
By ather earrlers.. do. 559

tILato of 10 pereent extended through Dee, 31, 1672, Bif-ctive Ju. 1, 193, tax om tranipaeiation by aie
to bie b pereent through Junc 30, 1003, and transportation by other cstivrs to b exempt
1
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LA, LERTD, N Conge A o, |

AN CACT o proaviide » e Yoy axtonnton of the m\nlhu‘( oorpornte normnl fnv rate nnd
ot cortndiv onelie ti pnten, il for othoy gpuveporon

He it enaeted bp the Senate and House of Reprosentativea of the taited Nlatex
Amerien i Congrese asgenbled, Piat (i Net mny bo eltod e the *'Pas itnte
W tomadon Aot of 1,
HEC B, ONRLYRAR RXTRNHION OF CORPORATE NORMALSTAX RATLE,

Neetlon 1Hay) ceolating to corporate normnl (ax), woctlon R0 (D (A) e
mthne to mutund fnsaennes cotnpnnten ot hor thnn ntertumirer), nnd sectlon H21
M O ceotatige to torbugern) of e lternd Revenue Code ot TO6E e
et an follown

() Wy mteiRingg ont ooy 1 toe' enel plneo TE appenee ond bierting In
How thoveot favy o, tega,

)Wy ateikhge out Cduly £, 002" sneh plnee HE apponen nd nneetingg fy
ll\m thoveot “Yaly 1, 1"

W Wy M\'Ikhnz uul ".n-m: w0, o' oneh plnee A0 nppenen nnd hiderting
n \luu thoreol “aunm o, 1uan s niul

(A My atetkhnge out “June 30, 1R oneh plaes B appeaes and Tt ing
I Hen thervof “dane 30, (0",

HRG Y ONRVRAR EXTRNNION OF CRRTAIN BXCIHRATAX RATRN,

) B eeNaoN or Raees, the followlng provivioun of the Infernl Rovenue
Caode of 103 nve nmowded by stetking out “duly 1, 1082 onel plivee HE nppenye
aml lserthnge fn How thoreot “Jdaly |, (o

L) seetion (081 (rolnting to motor vohlelen)

) seetlon AN () (eolnd ing to tormination of tax on geneval tete.
whone serviee)

() section A1) ) ceelnthge to distiited spleltn) ;

L) soction O G geelnting to tiported perfumes contnining dis.
It aplvitsy g

(Y moetion BOLL crelat g to cordinln and Hogueurs containbingg winey

(B section dedt ) crelnting to wines)

LT) seetion ML) crelatingg to hoer) 5 and

AN) section HTOLEY (1) (velating to ehavettox),

th) TrenNteAn AMexoaeN e The following provistons of the Intornat Roy-
onte Cade of 1934 ave amoendod an follown:

L1 Section 3068 (rolating to floor steeks roefunds on distitied spletts, wines,
condials, and bear) {8 amonded by steiking out dualy 1, 1002 oneh place It
appears and insovting o Heu thereof dualy 1, 1088, and by stelking out
“Oetober 1, 1002 aud tuserting in lon theveof “Octobor 1, 1900,

() Subxections () and () of secetton BTOT (velating to tloor stocks re-
fands on chmvettes) ave amended by atetking out Jduly 1, (002" each placo
it appears and tnserting tn Hou theveof “duly 1, 103", and by steiking out
SOctober 1 12 amd tnserting in len theveot “October 1, 1903,

(3 Nection GH2a) (1) (relating to Qoor stocks retundn on aulomobiles)
ix amendad by steiking out “July 1, 1982 each plaee it appears and faserting
in Hen thereof “July 1, 10X, by steiking out “Qetober 1, 1D82" and hkerting
in lien thereot “October 1, TR, and by stviking out “November 10, 1002"
weh place it appears and fnserting in Heu thereot “November 10, 1062",
Revtion 497 of the Revenue Act of 101 (velating to refunds on arvtleles from
foreign trade rones), as awmended, is amended by steiking out “Jualy 1, 1002" each
place it appears and inzerting in lHeu thereof “JTuly 1, 1H03",
SEC. 4. ¢-MONTHS RXTVENSION OF TAX ON TRANSPORTATION OF PERSONS, AND
FURTHRR KXTENSION OF TAX ON TRANSPORTATION OF PERSONS RBY
AIR AT S-PRRCENT RATR FOR PERIOD JANUARY 1, 1963, TO JULY 1, 1983,

(A) TEMPORARY KXTENSION oF Tax.---Section 4201 of the Internal Revenue
Cuoade of 1954 (relating to the imposition of tax on the transportation of persons)
is amended-—

(1) by steiking out everything after “equal to” in subsgections (a) and
() and inzerting in lien thereof “10 percent of the amount so pald for
transportation which begins before January 1, 1063.” ; and

() by striking out everything after “equivalent to” in subsection (¢) and
ingerting in lieu thereof 10 percent of the amount so patd in connection
with transpertation which begins before January 1, 1963.”
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(W) 'PAX APPLIOAILE 10 'PRANHPORYATION Ok PERRONS Y AN KOR P800 JAN-
vAlY |, 1O, ro dony 1 1008, B eetive swith renpocl to trammpottatton begindng
nrter Docombor 81, 1HE2, mubelinptor O of chanptor 88 of sieh Code (roluting to
the tnx on the teanaporitntton of perskonn) I mmended 1o rond us follown

1

“Subchaptor C--T'ransportation of Persons by Air

UM, AR Tposition of tnx
“Hue, 4208, Delnithon of toohle teagporintton,
e, MY, }dxunm!lmm,
YHoee, A2 Hpedad rades,
CHIC, 000, IMPORETION OF TAX,

) AMounts Paw Werinn ru Uneeen Heaten, hege o hereby finguosed
upon tho wmount prdd within the Cndted Htates for taxable fenmsportotion (au
dotined fn wectlon B202) of any person by ale o tax eqund (o 6 poreent. of the
nmotnl wo putd for tevmportntion swhileh boglnes after Decetnher 81, 1062, nnd
bofore July |, 1O,

) AMounen Pam Ouvestor, vuv UNeeen Heates, "There Dy hoerehy Tiaposedd
upon {he wmonnt. puld without the tUnlted Btedes for tnsable tennuportation (s
deftued In weetion 4262) of nny perkon by alr, bt onty I sueh teagporiation
hegh and endie I the Unlted Jinlm. notux equnt 1o 5 pereent of the winount.
Hoo pikd for temmportation swhleh boging after Decober 31, 102, nd bofore
July 1, HHRY,

o) Hiarn, Bewram, wig, Phere tw hereby dmposed upon the amount. pald tor
nethug or sleeptng necommodntions In connection swith trausportation with re.
wpeel (o whieh o tnx In lipowed by sibuectton () or () 4 tax equivalent, to b
pereent. of the mmount. wo pald e conneetlon with trammportation whiteh beglng
ntter Precomber 81, 1062, and before daly 1, 106,

") By Waonm A, Wxeopt nu provided tn section 42064, the taxes nposed
by (hin keetion shindl ho prdd by the preeson maldug the paymment subJect to the
nx,

CHEC, 4202, DEFINITION OF TAXADBLE TRANKPOWIATION,
) PAXABLE I'RANKPORTATION § IN (JENERAL,  For purposes of this subcehapter,
oxeopt nn provided I wubsectlon (), the term ‘taxable transportation’ menns
1) tranwportation which beging In the Unlted States or In the 220-mile
zZone und onds D the Unlted Btates or fn the 226-mble zone; nnd
2) A the cane of traaportation-other than teansportation deseribed fn
poragraph (1), that portion of such transportation which i divectly or in-
diroetly from one port or station fn the Unfted Biates to another port or
stntlon fn the United Hlatex,

(b)) WXOLUKION OF CERTAIN ‘I'AVEL.- Jfor purposes of this subchapter, the
tovm ‘taxable transportation’ does not netude that portion of any transporiation
whiceh meets all 4 of the following vequirements

(1) such portion Is outulde the United Stafes;
(2) nelther wuch portlon nor any segment. thereof s divectly or
Indiveetly-

“CA) between (5) n point where the route of the transportation
lenves or enters the continental United States, or (1) a port or sata-
tion in the 226-mile zone, and

“(18) u port or station In the 225-mile zone;

“(83) such portlon---

“(A) begins at. elther (1) the point where the route of the transpor-
tation leaves the Unlted States, or (i) a port or station in the 225-mile
zong and

(1) ends at elther (1) the point where the route of the transporta-
tion enters the United Scates, or (1) a port or station fn the 225-mile
zone ; and

“(4) a direct line frova the point (or the port or station) specified in
paragraph (8) (A), to che point (or the port or station) specified in para-
graph (8) (1), pnssges through or over a point which is not within 225 miles
of the United States.

“(¢) DErFINITIONB—Fo. purposes of this gection—-

“(1) CONTINTwTAL UNITED 8TATES.~—The ‘continental United States’ means
the District or Columbla and the States other than Alaska and Hawali.
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L) 2N voNgi, The teem “2amile vone” eans that portion of
Onundn al Mexteo which ik not mme than 226 miles from the nearest
point in the continental Unlted Ntatos,

CHRC, 4288, BXEMPTIONY,

O CoMMUTATION "PrAVEL, Eres e tax tmposed by gection 4200 shall not.
apply to nmounta padd for tenusportntton which do not exceed 00 cents, o
amounts pald for conmmutation o season tlekets for shngle teipe of less than
30 wmiles, or to amounta padd Por commutation tekets for one month or loss,

) CerrAN OuneaANAToNs,  The tax imposed by seetion 2610 slhinll not
apply to the payment for teansportation or factiition furnished to nn internnttonad
organigntion, o nuy corporation cronted hy Aet of Congress to act fnomatters of
retief under the treaty of Geaevn of August 22, 18641,

Ce) MeEMeRe o e Ausen Foreess Phe tax imposed by geetfon 4201 xhall
not apply to the payment for tennrportation or fnettitior furntshed ander spectal
turitts providing for faves of not more than 208 cents per mtle applieable to
round-teip tiekots nold to personnel of the Unlted States Army, Alr Foree, Navy,
Mavine Corpy, and Coust Guned teavellng tno antform of the Vntted Rtntes ot
thelr own expense when on oftefnl leave, furtough, or pass, ineluding nuthorlzed
endoets nd mldshiipmen, twsned on presentation of properly oxeeated certitiente,
COA) R, Arorarr oN NoNvarAnLinted Lanen, 'T'he tax imposed by saetion
4201 il not apply 1o tennsportation by alveraft having

D) nogeoss takeofl welght (an determined ander regulntlons preseribed
by the Seeretary o his delegate) of less than 12,500 pounds, nnd
2) a passenger seating ceapnelty off less than ten adualt. pussengers,
neluding the pllot,
oxcept when such afreratt g opevated on an extablished Hine,

CRRC, 4264, SPRCIAL RULKS,

) PAYMENTR MADE OUvrrine #ur UNFrEd ReAven Fon Prea Orpers, I
the payment upon which tax 8 imposed by zoetlon 4200 v mde oulsbde the
United States for a prepadd ovder, exchange ovder, or simllae order, the person
farnixhine the fnttinl teansportation pursuant (o such order =hall cotleet the
nmount of the tax,

) Ax DeEpveren Urvon Rerunps, -Byery perszon who refunds any anownt
with respeet to a tieket or ovder which was purehnsed without pnyment. of the
tax tmpoxed by zeetion 4201 shall deduet fram the amount refundable, to the
extent avatlable, nny tax due under such zeetlon as o result of the use of n por-
tton of the transportation peehnsed in conneetion with sueh tieket or order,
and st veport to the Recvetary or his delegnte the amount of any such tax
remaining uncolleeted,

o) Pavment or 1ax. Where any tax imposed hy seetlon 4261 s not pald
at the thae payment for transportation fs made, then, under regulntlonus pro-
serthed by the Reeretney or his delegate, to the extent that sueh {ax is not col-
leeted under any other provision of thix subehapter

S 1) aueh tax |hall be patd by the person paying for the transportation ov
by the perzon using the transportntion;
2y such tax shell be padd within such tHme ax the Seevetary or his dele-
gate shall presevibe by regulntions after whichever of the following first
ovears
“CA) the vights to the trausportation explirve ; or
() the time when the transportation becomes subjeet to tax; and
CEH payment of such tax shall he made to the person to whom the pay-
ment for transportation was made or to the Seeretary or his delegate.

(A APPLICATION OF 'Tax The tax tmposed by section 4261 shall apply to
any amount patd within the United States for trausportation of any person
by air unless the taxpayer establishes, pursuant to regulantions presevibed by the
Seeretary or his delegate, at the thue of payment for the transportation, that. the
lru‘nslmrlmlun is not transportation in respect of which tax ts imposed by section
4201,

“(¢) Rounn Trirs~-In applying thig subchapter to a vround trip, such round
trip shall be considered to consist of tranzportation from the polut of departure
to the destination, and of separate transportation thereafter.

“(f) TRANSPORTATION OUTSIDE THE NORTHERN PORTION OF PHE WESTERN
HemISPHERE.—In applying this subchapter to transportation any part of which
ia outside the northern portlon of the Western Hemisphere, if the route of
such transportation leaves and reenters the northern portion of the Western
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Hemisphere, such teansporintion shnll be consldered to conzist of transporta-
tion to n polnt outslde such novthern portton, nnd of sepurate transportation
therenftein,  1for purposes of this subsection, the term ‘northern portion of the
Wostern Hemlaphore' menns the arvea 1ylng west of the 30th merkdian west of
(reenwleh, cast of the Internntionnt duateline, and north of the Equatoy, but not
fneluding any countey of Houth Amerfen,”
(¢) CONFORMING AMENDMENTH,- -
(1) ‘I'he table of subchaptors for chupter 38 of such Oodo s amended by
wiriking oul.
“Huncuarear G Prankportation of persons,*
und Insrerting in Heu thereof
SHumeuarteie O ' Pransportation of persons by air.”

(2) Heetlon G121 of suech Codo (relnting 1o gasoline uked for certain

nonhighway purposes or by local translt systems) s mweended sx follows
(A) Nubxectlon () (relating to uke by loeal (ransll systemn) s
mnended- -

(1) by striklng out “tax-exompt pussenger fare revenue” and
Innerting in Heu thereof “commuter fare revenue” cach plnce it
appoears thereln ; amd

(1) by steiking out. *(not. Including the tax hnposed by section
4200, reluting to the tax on transportation of persons)” each plaeo
It appears thoreln,

(13) Bubxectlon () (2) (defidug (ax exempl. passenger fare reve-
nue) aumended to rord ay follows &

Y(2) CoMMUTER FARE ®EVENUE, 'I'ho torm commuler Tare revenue' means
rovenue atteibutublo to faves devlved from the transportation of persons and
attributable to

“CA) nmonnts pald for transportation which do not exceed G0 conts,

) wmounty prdd for commutation or season tekets for slngle teips
of less than 80 miles, or

) mmounts pald for commutantion tickets for one month or less,"

(1) Hoectlon G:HO(b) (2) (1) of vuch Code (relntlng to speclal casen In
which tax pnyments conuldered overpanyments for eredit, or refund purposes)
4 amended- -

(A) by strelking owt “tax-exempt passenger faro revenue' and Insert-
Ing tn Hew thereof “commuter fare vrevenue” ; nnd

(B) by steiking out *“(not ncluding the tax hinposed by seetlon 4201,
reluting to the tax on transportation of perrons)”,

(1) Derecrive DAtEs:  The amendment madoe by subseetlon (¢) (1) shall apply
only with respeet to trnsportation hegloning after Decembor 31, 1062, The
amondments made by subsectlon (¢) (2) shall apply only In respect of claling
filed with respect to gasoline used on or after Januavy 1, 1963, ‘I'he nmendment
mude by gubsection () (3) shall apply only fn respeet to the use or snle of
special fuels made onor after Junuarvy 1, 1063,

(e) HpeeorAn Crent? o’ REFUND OF TRANHPORTATTION PAX.—~-Notwithstanding any
other proviglon of lnw, in any case in which tax has been colleeted---

(1) before January 1, 1063, for or in connection with the transportation
of persons which beging on or after January 1, 1943, or

(2) after December 31, 1002, and before July 1, 1963, for or In conneetion
with the tranuportation of persons by alr which heglvs on or after July 1,
1003,

tho person who collected the tax shall pay the sume over to the United States;
but credit or refund (wlthout Interest) of the tax colleeted In excess of that
applicable (by reason of the amendments mnde by this section) shall be
allowed to the person who collected the tax as if such eredlt. or refund were u
credit or refund under the applleable proviston of the Internal Revenue Code
of 1054 hut only to the extent that, before the time such transportation has
begun, he has repald the mmount of such excess to the person from whom he
collected the tax, or has obtained the consent of such person to the allowance of
the credit or refund.  For the purpose of this subsection, transportation shall
not be considered to have begun on or after Janunry 1, 1963, or on or after
July 1, 1943, ay the caxe may be, If any pari of the transportation pald for (or for
which payment has been obligated) commenced before such date,

Passed the House of Representatives June 6, 1062,

Attest : Rarer R. Ronents, Clerk.

85331-—02-—-—2
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N RCUTPIVE OFFICE 01 P ie TPaksioenee,
BuneAy arrine Bubaer,
Washington, D dune 14, 1002,
Hon, Wauny I Bvay,
Chatrman, Commitiee on Financo, N, Nenate, Washington, 1.0,

Thean M, Cuamman: Thin s n vesponse (o your lettor of June R, 1002,
requesting the viows of the BRuvenu of the Badgel on FLIG TERTD, o DITE Lo provide
o Lyene oxtonston of the extsting covporate novmnl-tax rate nnd of eovtnin
oxetredax rates, nud for ot hov purpoxes,

The ML would continue at thele cuvrent vafer the corporntion tncome tux, and
oxelne taxes on tleoholle boverages, clgaretton, anfomobitos, nutomobile parius
annl aceessortey, il loeal telophone seevieo,  1hexe taxes will othorwine rovert
to lower levels as of July 1, 1002, In addition, the BN provides thad the curvont
0 poreent tax on teansportatton of pergons, now nehoduled to rovert to 6 poreont
on duly 1 e, wonld continue at the 10 pereent rate until Decombor 81, 1902, nt
whieh thue the tax would be dropped altogethior for all tennsportation other than
adr, and for teannaportation by ate the tax would then be eeduced to & porcent
wntil July 1, 1088, nt whiteh thine o wonld b ellmlnnted.

I his dget messape to the Gongeess, the Prestdent vecommoended the exten-
ston of the covporation income tax and the oxcelre taxes covered by thin bitl {n
ovder to provide the vevenue nevded to carey out the admininteation’s program,

T the aven of transzportation taxey, the Prentdent's vecommendationn In the
Dudpet diver zomewhnt from LR CIRTO, 'The Presldent recotnmended that the
iy on transportation not by ate be ropealed effective Juty 1, 1002, and that the
tax on teansportation by ate be vetadned at 10 pereent untll December 81, 102,
atter wiiel it wonld be veduced (o & peveent,  He also proposed n number of
fuel taxes for users of the Federnl atvways and waterways thut would conutitule
auser chavge rystem,

The Ways and Means Conmmitttee of the Wouse dld not include (e usor chnegoe
Movistony, on the grounda that the consddovation of these provisfons should he
deferved untit next year,  Although we would prefer that the system of renson-
able user chavges for alvwaya and watorways he fneluded wo arve prepaved to
aveept the b as passed by the House, and postpone consldoration of the user
charge tssue until next yoar,

Acvordingly, HR, 1TI8TH ir conslztent. with the administeation’s objectives and
the Burcan of the Budgot recommends ennctment of this bill,

Rincevely yours,
Purnrae 8 Huowives,
Aasistant Direetor for Legistative Beference.

The Cruamemax, Our fivst withess is the Tlonorable Douglas Dillon,
Rearvtary of the Treasury.  Mr. Seeretary, will you please toke o
seat, |,

STATEMENT OF HON. DOUGY.AS DILLON, SECRETARY OF THE
TREASURY

Seeretary Dintox, Mr. Chairman, in his budget. messago the resi-
dent. recommended extending for another year of all but ono of the tax
rates scheduled for reduction or termination on July 1, 1062, The
exception is the tax on transportation of persons to which I will refor
further in a moment.

Present law provides for the reduction of the corporation income
tax from 32 percent to 47 percent as of July 1. Move specifically,
there would bo a reduction of the normal tax from 80 percent to 2b
percent.  The other scheduled reductions all relate to excise taxes.

These include the taxes on aleoholic boverages, cigarettes, automo-
biles, automobile parts and accessories, local telephone service, and
transportation of persons,

The law provides for reduction of the tax on distilled spirits from
£10.50 to &9 a gallon. The cigarette tax would be reduced from $4
to $3.50 per thousand, or from 8 to 7 cents per pack.
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The tnx on nutomobiles is seheduled Lo ho redueed from 10 percent,
(0 7 pereont. of the manufucturers’ prico, and the tux on antomobiles
prrets and aceassorien from 8 (o B pereont.

The 10 pereont, tax on loenl telophone sorvies wonld he repenled,
while the tax on transportation ofl pordons wonuld be reduced from
10 poreont. to b poreont.,

ll)uluilu of the seheduled runte changes on the of her items are shown in
the ntinched table 1,

Panay 1o -Inoreano An vevennoe rosulting from cotonston of present corporation
toome and cwolse taw valen by W00, 180 an passed by the Houss of Repro-
sontatives

[E mdillonn of dollugs)

Etfeet on net bidgol. recalpts,

Nrend yenr J9ns Incronwa
nto raduetion sebd. , . n
Wl wa of July §, 1902 rovenin,
undor present Taw Inerenso | Decrons, full yonr
n ot
tecalpts | orofinndn
Corporntion fneome tix R /] |w‘n'vnt to 47 por. Lot . .. .. 1, %M 2,10
cent, e o LR LR
Exetro tnxen:
Alcohol:
Dintitted spleitn ., L 310,00 0 80 por gallon, . 177 V4% an []]
|1 () to 88 per hinrrel.... .., 7 ] W )
Wines. ... Crereeenaead] Varlowst oo L f 4 14 ]
MNEIT ITHUD TR I HTS {LF DO H @08 12 415 wnt
‘Fobneeos
Clgnrotten (annll) cooeeeeno. | $4 to lm.m per thuou- zuh «“ wh 240
wnd, LEL Y B .o . LY IRV P
Maunufweturers’ exelsa txes:
P engoer ntitotmobiles, ..o L] 10 percent to 7 poreent a0n "0 410 430
of mmnufscturers’
prleo,
Parts and accossorlos for nuto. | 8§ percont to b pereont (711} B 0 73
mobiles, 0!| manufuctipors’ | - - - ol B A
prico,
Total manufactorers' oxelw |ooooiioeereiinsinnenan 4% /1] 470 "3
AX0Y,
Miscollnnogun oxclso taxes:
(oneral telophono eervice.. ... 10 pereent to 0. ... 3T P, 39h 173
RS R H LR A Ve Tz sorxr ol
’I'mm}mrtullon of persons;
Alro e 10 porcent to b poreont. B2 e 72 PO,
L8 N veentlOuiii i 01... . 0 1 —4p

Total tranaportation of per-
BONY,
Tatal mdscellancous exciso

AXOR,
T'otal oxclso tAXes. oo vuen. ..

Grand total. ... o.oooooo...

1 Wine rato reductions;

Hpnrkllmf wines (clmmpuf(uc) ............................... $3.40 to 43 per gallon,
ﬁm{ﬂc}t\l y carbonated wines.................... ceemencnnsaa §2.40 10 $2 per gallon,

wines:

Not more than 14 percont alcohol................ weenn. 17 conts to 15 conts per gallon,

Mora than 14 pereent, not over 21 percent alcohol. .

07 cents to 60 conts per gallon,
Moro than 21 percent, not over 24 percent alcohol

- $2.28 to $2 per gallon,
Moro than 24 percent aleohol . ... .. ... ... $10.%0 to $9 per galion,
Wino llqueurs or corcinls produced domestically contniulm{ $1.92 to $1.60 per gallon,
over 234 porcent wine, which wine contatnsover 14 percen
alcoliol (in lleu of rectifcation tax),
$ Rovenue loss would he the result of repeat of the tax on transportation, other than by alr, sfter Dec. 31,
1062 rather than continuation at § percent as under present law,

NotE,~-All extensions are for 1 year except that the transportation of persons tax would be extended at
10 percent to Dec, 31, 1962. On Jan. 1, 1063 the tax would bo repeated except for lmuslmmuon by nlr,
For transportation by afr the tax would ho repealed as of July 1, 1963 and the rate would be 5 percent for
the perfod Jan, 1 through Juno 30, 1063,
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Soevatnry Do, Changes meheduled under present. tnw for all of
the tnxes mentioned, oxeept Toead telophone servies nnd transportation
of porsons, reprosent w veduetion to the vates existing bofore the in-
eronses provided in 1981 at the time of the Kovean hostilities,

Tax tates on loeal telophone servics and (ransportation of persony
wore not ineveased in IDBL were roduewd in 104, wnd the roponl of the
telephons tnx nnd reduetion of the tmnsporttion (nx wors wehaduled
under the 'Tax Rate Extension Aetof 1959,

Under the terms of TLIRL LISTH, the curvant vaten wonld by continued
for nuother yenr, oxeopt. with respeet to the tux on transportation of
persong,

The Wntter tax world be mnintnined at the 10 peresnt mto until
Decamber 31, 1002, A twolold ehange would then bo mnde, The tax
would b terminated in the ense of nmounts paid for trangporiation
by uny means ot hee than by wir,

For aie transportation, the wate would be vedueed to b percent until
July 1, 10u, \\-Hu\n it wonld ba dropped entirely unless it had boen
further extended in the meantime,

Tha rate extensions provided by the bill would result in revenue for
Gsend year 1068 of $2.0 billion (table 1), Beennso only part of the
corporate rate oxtension fora full year i veflected in fseal 1963 colloe.
tivns and beenuse payment of excise taxes lngs bohind neerunl of linbil-
ity, not all of the revenuo gain wounld show up in fiseal 1963,

The fall year oftect of the bill's provisions is a revenue gain of about
03 billion.  About two-thivds of the total full-year rovenue offeet, or
w28 billion, would be devived from the corporate rate extension,

The nest most important revenue item iz the tax on loenl telophone
sorvice,  Tere, postponement of the seheduled re wnl would inerenso
vovenues by 8328 million on . full-year busis, .l“m-lhm- dotnils are
shown in table 1,

"The changes proposad by the bill with respeet to the tax on trans.
portation o) persons vary from the President’s proposals in this aren,

The l‘\\\si(‘vnt proposed that this tax be vopealed on July 1, 1962,
except for trnnsportation by aiv. In the Iatter case, the tax would Iny
Creinined at 10 poreent until December 31, 1962, after which it wonld
bo vecdueed to d pereent.

Reginning January 1, 1863, the President. recommended that, a now
tax of & pervent be imposed on amounts paid on trans ortation of
froight by air, & new tax of 2 cents por gallon be imposed on jet. fuel,
and » small additional tax of 1 cont por gallon bo imposed on fuel nsed
in noncommervial aviation as contrasted with common and contract
carrier aviation.

The President’s reconmendations with respeet. to charges for air
transportation and fuel used by air transportation constituto a user
charge system to ba velated to expenditures for the Fedoral airways
svstem,

The President also made a related recommendation for a user chargoe
svstem for the waterways.  The revenue offects of these proposals are
presented in table 2.
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Wanres Lo Pranspurtation caclae tawes -Watinted vesenue under present b,
R HIRTO (un passed by Howse of Representallveny awd under vecommenda-
tlonu of the Preatdent

Ho st ot il ddobinrs|

IP1an) yenr
L Al yenr
(1 04
Present fuw: eansportatlon of perronae
Alr . e IKh 120 1
Other | R . PP N PR 1] n 40
Tonn » Lo . . Ah 170 104
TLIG LINED or prveed by Honse of Reprezentativen: T oasportotion of ‘
[TU I
Al . 177 1
Other . . . v e . - S s 1%}
Total oo o0 L P P €40 1
Recotmmendationa of Frealdent: ‘ )
’l‘nmuamnmlnu ol persange ) |
Alr . L i e P Y77 run
Othe . S e e . | ml . ..
Totll .. .0 L .. ceee e e . . . 12} 1
Alrway taer clinrpes:
Iy traneprtation of propeety by ofr ol percent 4 7
P Jetfuod nt 2contaperyallon . . Lo 0 o0 14 M
Tnerense tax o fuel naed o generst uviatlon § cent per galfon | . ... . 1 4
Crodit oxinting 2 conts per gallon tax ol nvintlon gasollne to gen.
crnl fund e o e . e Ao 0 1
Witerway twier chnrgos:
Max an fuel ot now taxed i houts with deaft of 14 feet or logs, 2
cente poer rullcm L L . . PN e 4 10
Credbt oxbithog @ cents pee gadlon tax on gueoline sl spech! molor
fueds used fin bont o general fund =, L f 12
Total, recommuendatione of Prestdent. .. o . ..o Lo 224 1014

1 Provintons with respect (o teunspartation of persmns:
Present lnw  Reduction tn rate from 10 (o b peceent effective July 1, 1062,
LG, 11870 Contintie prevent rate of 10 percent to Dee, 38, 1962, eftective Jun, 1, 1063, redues rate
fromn 10 ta & pereent on transportation by air sud repeal tax on other transportation,
Recomendutlon of President - Repeal tax on transporbation other Umn by nir effective Judy o,
12, Continie 5uv«-nt et of 10 percont on tensportation by sl ty Dee, 31, 1062; reduics tste o 6
porcent offoctive Jnn, 1, 1003, and treat ny user charge,
fTncluding reventte trenterd ag neer chigpo,

Seeretary Dinron. The Ways and Means Comnpittee of the Honve
thought it best. that. consideration of theso user charge proposals should
bo deferred until next, year,

Although wo would prefer the institution of reasonable user charges
to cover air and water transportation on January 1, 1963, as ori rilmlily
recommended, wo are prepared to accept the bill ag passed by the
House., This would have the effect of postponing the consideration of
the user charge problem until next year. '

I feel that TLR, 11879 constitules n necessary revenue eonserving
measuro at. this time, and I recommend its approval by your committee,

Thank you, Mr, Chairman,

The Cuamyan. Thank you, Mr. Secretary.
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My, Seerotary, 1T have boen vequested by 10 Senatoes to read to you

this lotter:
UM, HENATH,
Washington, DO, Junoe 13, 1162,

IHon, Haney 1% By,
Ohatrman, Nenale Finance Convnétlen,
U.N. Kenate, Washington, D0,

Drean Mu, CramMman: Waoe ghould Hke to oxpross our views to you and {o your
commitiee on the proviston contatned fn the ‘Pax Rato Nxtenslon Act of 1002
pussed by the House aar regaeds the Yopenl of the 10-percont oxelko tax on rafl.
rond parrenger faves offoctive Junuaey 1, 1008,

Wo nrge that your commbtico glve overy consldoration to rolnstating the July
1, 1002, vepeal date ns oviglunlly vegquented by the admindsteatlon, Phoe users of
many tatlvonds have walted pationtly for o number of yenrs for this temporary
emergeney oxelre tax to bo repenleds Furthormore, cortaln vallvonds which aro
in aevious fimwneinl atealts hnve based thelr projectlons on the hnmedlate in.
corporation of thia tax into thelr rerpective fare stractures,

Nuch fare erenses would, In faet, ropresent n net gadn for the consuming
mblie tn that they woultt pormit these rrtlvonds to contine oporations without

nereantng faves nbove the present total passengor vate, tax inelnded,

Tor these vensrong, we urge that the committes tnke aflivmative netlon to repeat
the 10-poreent. transportation oxelse tiux na of July 1, 1002,

Vory rincorely yours,
Hugh Seott, Prescotlt. Bash, Winston L. Prouty, Jacob K, Javity,
Thomas J. Dodd, Rennoth B3, Keating, Havelvon  Willlams,
Loverett Raltonstall, John O Pastore, Glatborae Pell,

13 that correet?  Was this the recommaendation of the "T'reasury?

Seevetary Dinon, "That was the original recommondation by the
President. and_ the "Treasury, that they bo repenled nt that dnte,

The House did not. dexive to go into the rather complox problem of
user charges on nirways which would have brought in some additional
rovenue beginning the Ist of Junuary (968, So aw o compromise, they

decided on their own, without any recommendation from us, to achieve
tho same revenue result. by having no user charges next yonr, but have
tho debato in the next session, and extend for 6 months morve the tax
on transportation of persons by rail and bus, which has approximatoly
the equivalent offsetting vevenuo sffcet of the usor churges that had
been suggrested for 6 months on niveraft,

The Cuanearan, What is the rovenue loss for the 6 months?

Secretary Divone On table 2, as reconunended-----

The CuatrymaN, Tam speaking of this ono item,

Seeretary Duton, Yes, Tuble 2 talks only about transportation
taxes, and so we take it out.

Under ILR. 11874, the item “other transportation” is the item wo
ave talking about, and it amounts te $68 million which is included
by the House, It was included for the purpose of offsotting these user
charges, which amount to something similar.

The Crawryman. Do I understand that you favor your original
recommendation ¢

Senator Dinron, Well, from the point of view of transportation
policy, I think the administration clearly feels that it would be proper
transportation policy, because the railroads are in difliculty, to have
that tax repealed on the 1st of July.

However, we also think that the other consideration, which is my
particular consideration, is the revenue for next year. The budget is
hased on certain revenue coming in from continuing these things.
We would hope that one way or another could be found to give us that
same revenue,

i
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The Cnamsan, Do you or do you not favor it now? I am just
teying to find out. what. your position iy,

You mudo the recommondation to the House to make it effective
July 1, 1906214

Seerotnry  Dinton, Yes, that is eorrect., ‘That is our recom-
mendation,

Tho Cramsan, Phat. is your recommondation now 4

Soerotury Dinton, That is our recommondation on transportation,
Wo huven’t chunged that,

The Cuamsan, L just. wanted to ask you n fow general questions,
not too many, . this time,

You wore quoted in the papers as snying on June b that (there was
u tux roduetion from top to hottom that would be recommended by
the administration, and the Seerotury of Commerce has suid that he
thinks there onght. to be an immedinte tax reduction.

Senuator Humphroy snys there onght to be an immiedinte tax redue-
ton of 2 percent, down the line.

Could you give us wome information ns to the position of the
Treawory ¢

]Hmamlm"v Divon, The position of the Trensury, 1 think, is very
clenr,

Wa hinve, for the past yeor, talked about a restrncturing of the in-
come tux in n bill l,{mt would be ready for presentation to the Con-
gress noxt Junuary,  'This is o major problem, ‘The iden of the bill
would be to reduce income tax rates from top to bottom, ns I was
quoted ns suying thore, nnd offset in whole or in part this vevenue loss
by closing various other loopholes or by brosdening the base,

Sinco then, the President, indicated in a statement that he made that
it was unlikely that loophole closing mmounts would come to the sume
amount us tho reduction in income tax, and so there would be some
net. overall reduction.  But this work has not proceeded far enough
for us to huve any information or any conclusions on the extent of that
overall reduction,

The Criatearan. As the Chair understands it you have no immediate
intentions of recommending a tax reduction at tThis session,

Sceretary Dinron. None whatsoever.,

‘The Cuamsan, 1 was interested in a speech by Budget Director
David K. Bell, in which he snid the real danger of an atiempt to reach
8 budget bulance too sonn is that, it may itself contribute to bringing
the recovery to a halt helow the full employment level, and tha‘t
should the estimated surplus of $568 million occur, it. would have i i
offects. 1o you agree with that ?

Sccretary Ditron, Well, Thaven’t seen his speech in any detail.

My impression of what he was talking about was the possibility of
rovenues not living up to our original expectations because the econ-
omy is not moving as well ag we had planned, and that, therefore, he
would be opposed in that situation, to trying to achieve a balance b
reducing expenditures that had alveady {)eeu planned and appropri-
ated to achiove a balance.

I think that is my impression of what he was talking about. But
T have not scen his specch.

The Cuamman. T would suggest you read his speech heeause T
think it is one of the most remarkable speeches I have ever known a
Budget Director to make. IIe indicates he is not in favor of a bal-
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wheed budpet, A nd Beonten ndanmp over g sstimatod saephieg of g
witlion, ‘ don't v wihiy e shouhd v iy fone of thad \lm'mmu yon
Wit not oty to have any saephiee vext fleend yenes You nee poing
to have i b detieit, foat ae b ascin thie Breal yonecso Chnt oupht (o
Bdipy bt progperity by s vsmondng,

T other worde, A0 we pet prasperity theowgeh the defleity E don'
T why the Divectoe of the Phadpet Bedbstiuybiod hoeoe we d o
dutoit fast yearey we b e by detledt thine vene nnd we e grobnge to
Tnve ot hee By detledt next yene,

e v no vesponstbiliee to youw,

Rooretary Pavon, Nogube,

The Cnameanaiw, T fvander the Presidont ¥

Meorntaey Duaos, He workedbvectly for the Presdidont,

The Cuvieaax, B ohve been hove n long thae and 1 inve nevep
Ko a Bodoet Divertor to nmke aospovel of hbe kind nebinge the
Convieas o anthoriye defleit spnding,

S P have alwavs assnmed the Badget: Diveetor wan one i whone joly
was to eetein gpentding beenmse eveey propoad that Tnvolve speid.
s aent to the Badpet Diveetor for hisenpproval or disnporoval,

N, s von e nee nware, up to A pel o, the defleit for the
st 1 months wae 2D 700 mithon that is over the et 1O monthy
of this fiveal year, s thnt vorrect ¢

Meoyetppr Doy b baven't pot Qmd Bgare et T owontd wasinne
that would he about siwlh,

ho Crovmsias F have the G, The oxponditarees aee ®52,600
AN, and the sesipte o to Vel aee 02800 mitlon, rhowlng n
detieiy for the st Ihmenths of SH P00 million,

What 3w vourdetivit satimate for the feeal vonet

Neetary Divevy Trink it is poing to be renmrkably elose to the
fanre we extimted v faonaee, which is 8% billione 1 atatod (o the
THonse in the heavines on the debt eoiling, that past experience khows
that 1t s very diffienlt to foveeast venvend expenditures of all the
vavions dopavtiwents and anencies of the Goveranent. within mnvbas
R0 wmitlion, wo T wonld say 87 hillion, with a leeway of $260 million
eoither way,  In the astimates we submitted at that time, to bo con-
servativey we wsed a ]S hillion figuwe, but it is somewhere around
47 bithon,

The Crxmmax, With a defieit of the irst 10 months: -leaving only
May and June --of {07 bhillion, do yon think that it would he over-
com to the extent of 82,7 hillion in these 2 months? ‘ '

Seeretary Diaox, Oh, ves, My, Chaivman,

As van know, onr revenue receipts have strong seasomal charac-
feristics,

We have much larser receipts in the second half of the year than
we do in the first half of the year. The one month that is by far the
Targest revenue month is the month of June, and the pnyments that
come i between JTune 13 and June 24 will have the effect of reducing
1he deficit verv drastically, by several billion dollars from what it was
atthe end of months

The Cunararax. You still believe that the estimate of $7 billion was
apvrroximately corveet,

What s vourestimate of the surplus for the next fiscal year?

Socrotary Thrrax, The estimate for the surplus of the next fiseal
¥Ear sz contained in a budget document was just under $500 million.
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Hineo thon the Progident, g sont up o nnmbee of additionnd requesty
the Inepat. one of which was the publio works program for distresse
neonsty nnd those extie expenditares wdor those vrequests wonld just,
whout b lunee out thad, sl | mu"»hm.

The Ciatesan, You don’t think the Budget. Divector s any rew-
ot fo Jueva nnxioty whont n srplug?

Heevatnry Dinrons §othinle that the bidgols as suliitted by the
Prostcdonty nnd ns modiflad by the President, aimee that, Cirey s oxietly,
Fwould muy, In hulaneo,

Ihore iw no indlontion of wsurplus and no indiestion of a doficit,

Phe Cnamman, "T'he Pregident hng alrondy wipod out 665 willion,

Hooretiry Do, $468milion,

The Crearesare, And 1 thinde 3t i nlrendy wipsd out more than
that beewume the Tneonss b not going Lo e as grant ny anficipated,

Ono wmore question,  What. 1w your opinion as to the brenk of the
slocle mnrleaty, your vensong for it 4

Noerotnry Disnon, U think (he basie ronson behind this is that for
onw voanson or anotherty slock prices ronched hoighis that were extru.
ordinury wnd unjtmlilfud in velation to onendngs, snd finnlly the in-
vort Tnge publie just decided that these prices wore too higlh,

Now stocks wt the end of lust, yenr, at the high |m’nt, wass selling

on b avorngo nb 98 Lhines thoir enrnings in the Inst yenr, and some
;«»uullm‘l glemour stocks wore s mueh ag 40 or 60 times their enen-
HKH,
"zl‘lgm Unatman, You don’t include thess in glamonr stocks, do
ou
y Seerotney Dinvon, T wouldn’t thinke

The Cuamsmaw, [ don't think Du Pont Co, is o glamonr stock

sineo the dist ribution of Genernd Motors,

Seerotary Ditton, 1think 23 times is too high,

. The Ciamstan, Do you think the stock market is too high now,
ftor yesterday ¢

Seeretory Dinton, T wouldi’t like to give advice, § don’t think

«you onn find an appropriste price-earnings. ratio,  The market hag
to do that itsolf, But I can sy this, that the genernl comnent of
“investment ndvisers, or most-of the, indicates s general feeling now
that whon stocks rench n prics of 15 times current, earnings they
‘probably ave on u pretty sound basis.  The various estimates of what
15 times current enrnings avo will vary slightly, but a good many of
them are around the present level,

None of them are above the present level, so they are just about
1'enching5 that nren.

The Cirammran. I doubt if anyone’s opinion about the stock market
is of much value, L ‘
© Secrdtary DiLron, That is why T quoted the experts.

- .The Criairman, I just wondered if you might have some general
ideas nhout what brought this catastrophic downfall, which has been
- yery groat., .

Weé hear n lot of talk about recession emanating from the adminis-
tration.

Senator Gore. About what ?

The CrzamrmanN, About recession.

86331—02——3
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Do you think wo o headed for & vocession or hive wo got w ro-
cerdion now ¥

Novrotney  Divon, Noy wa cortninly have noty and the cconomy
B uti woving ahend aned will contine,y, by wll sigony (o move ahend
for quite some tima yot,

Hised on paat idgtory of one business oyelos, gonorally our seonomio
advaneen lnat soln 828 montha on the avarge, mnyho o Hitdo mors,

Aand that wouhleneey Chis prosent advivies heongh nest spreiog,

What will |mm‘mn nfter thut wonld dopend on the additionnt things
that will happen hotwoon now and that date, Dt eratninly wo ros no
nigh ol veetsdion tow.

The Cnamaran, Inother words, tha no-valled antirecossion mons-
wres of tax vedutetion and so forth will not by prosontod at thin sesston
80 far ng you o concernmd ¥

Searataty Dieon, So fae as T oam awar, there fs no question of
tns reduetion and T don’t know of any iders of oxten oxpenditure ut
all for this session,

U think tha coneern s vot with o vecossion, but there hns boen renl
concarny amd it b shaved in the buginess community, thut the scononits
advance hasn't beon as strong wy anyhody in lnm]m\w, (tovormment,
or anywhore elsa would have Hlad {6 to s beemss 16 has notb s
ceeded yot,  And there is gome doubt that it will earry busines up
to rvazonably full eapacity operitions and nlso rimultaneounly roduco
wnamployment (o n more reasonablo lovol,

The Cnamsman, As of today wo aroe ol in a recession, in your
opinton

Secretary Duaon, No, :

The Ciaeman, Whnt do you regard as full omploymont§

Seevetary Dion, Tdeally, full employntont. would nénn o vory
low wnemployient figare, But ns » praliminary targot, & 4=poroont

Jandmployment guerey bated on Bukeutr of Labor Statistios figaves,

has been genorally aceepted as an interim goal to aim at,  After wo
hava gotten there and maintained it for a while, w¢ will sea i wo
A do better, and wany peoploy hopa we oan do o Tittlo bottor, maybe
315 parcent or somet hing like that.
But. cortainly + percent is the fivst intorim goal that wo ave aiming
at, - i
The Cuarewan. I have always understood thut the so-called full
cuiployment was based on 4 poreont of unemployment,

Seeretary Thivron. Four porcont unemployment.

The Cuamdian, As of April, there were 38,963,000 unemployed
which is 314 poreent. _

Secretary Divvon, 5.4 percent, ‘

The Casmwrman, 5.4, You don’t regard that soviously

Secretary Ditron. X do. I think it is very bad that nearly o mil-
tion people are unemployed that would have jobs if we were operating
at near capacity, which would be a 4-percent unemployment.

The CuammaN. The actual facts are, of course, thero are tnore
people, considerably more, employed today than o year ago today.

Secretary Divon. That is correct. \

The CrnamrvMaxn. As we get new labor force. - : ‘

Secretary Diuron. Well, business conditions today ave much better
than a year ago. .
« The Criameman. Thank you very much, Mr. Secretary.
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Wo will have some furthor questions in regard to the budgoet. when
tho dobt Thnlt comoen up and we would like to bave you hefore the
commition,

Honutor Hmnthornd

Nonntor Smaviomes, My, Hoorotary, brele to this matter immedintoly
hofore uy,

"The Houso billy as L understand ity recommonded the removal of the
10-poresnt. excine tax from the teansportation of persons starting Jun-
unry 1, 1008, whoreas in wuswor (o Honsbor Byred’s (Vumtimn, ny I
gathored i, you would be in favor of moving that date for the repenl
of the 10-porcont. tnx on the tramsportation of persons from January
Ly 1008, to July 1, 1968 i that corvect.§

Hovretary Divton, Yo, the admininstration favors that ay o matter
of Lranvpurtation ’pnli(s, + Wao would regrot the lows of ravenue if some
othor way couldn’t bo fonnd to carry it out, But I do think that the
silantion of the ratlronds in vory serious, and it is ons of our big
problams, ‘Lhey had been led to f;olh-,vo that this reduction wonld oo
oury and so it was o matter of administeation transportation policy.
Wo do fuvor that,

Honator Smarmems, Now, on tuble 2 yon referred to the nmount of
rovonuo which would be lost,  You have there on the other section, you
iy “Adr and Other” 63 mnillion,

It wo move that up as you have recommeonded, the loss would be
would it not, rather than the $48million, it wonld s just half of that ]

Am1correct or incorrvect ¥

Hooretary Duaon, No, it would he the $63 million,

Sonator Syarnens, 808 million,

In othor words, that i tho losy for the balance of the year. So there
would o n Toss of $63 million in revenue to the Treasivy f we did ag
you have suggoested, inove the repenl date nesrer to us, to July 1, 863
million,

Hocrotary Dinton, Yes.

I think actunlly thero is some slopover of other revenues from the
railronds that wo would collect. in the fiscal year even if the tax were
eut off heeauso they puy their tax with a delay of nhout 2 months, I
think wo would colleet. about $16 million, o I think the actual loss
would be about $50 million,

Senator Smaruenrs. I would like to suy thers for the record that,
and to the chnirman—-.

Seeretary Dinron. The figuve is $47 million. I thought it was about
$50 million, but it is $47 million,

Senator Smaruens, The Intorstate and Foreign Cornmerce Commit-
teo, of which Senator Morton was a member and who was here a min-
utoe ngo, again unanimously adopted a resolntion urging the Finance
Committeo to remove the 10-percent, transportatien tax of persons im-
mediately, as they have previously done.

I just thonght Lwould put it in the record.

) a.]y I ask you one other question about the tax of passengers who
travel by air,

As X understand if. the Iouse has reduced that figure to 5 percent
commencing this July.

Secretary Diuron, No, commencing in January.

Senator Smaruenrs. Commencing in January,all right.
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From the table heve, how much losssif that is taken offy, what is
tho total loss¥  Let's say it hoging January, what will bo tho yearly
lowa ¥

Seavetnry Dion, T that continued at. o 10 poveent. rate, if 1 un-
derstand your question, through the year, we would pick up $43
million,  Ov conversoly reducing it from the (0 pareent. rate to b
poreent. voxts uy $33 mitlion from the aivlines in the last. 6 months,

Sonntor Saarnsrs, Your recommendation, as 1 understand it on
that particulne point, is that you will accopt. the Tlouss bill,  You
would prefer, however, your original position of going buok into the
go-enllod user charges whero thoe tax is \mt on jot. Tl

Seeretary Dunon, Welly it is vory olear that the G-porcent, tax on
aivline transportation is totally inndequute as w usor churge,  Thoroe
has been avgrimontation us to whats form n user chargo should tako,
\E\'h\]\lhm‘ it should by o tax on transportation of porkons or a tax on
3 uel,
: The administeation oviginally felt it should be solely on fuel,

Thae industry, 1 think, proforred 8 tax on transportation of persons,
which would bo ealled o usor charge.  As a compromine in the suggros-
tion by the Presidont this year, thoy dividod it about. 50-50, half o tax
on persons, which was this S-percont tax, and half o tax on fuel,
Both of theso nre user charges, 1 would think if we are going to lose
: the vevenue from the vailroads and buses, it might be worthwhile
. considering continuing the aivline tax at 10 percent for anothoer
year, which would have about the snme revenuo offects with respect to
the airline industey as the user ohavrge recommendations wa made
beforey but it would be in a form more palatable to the nivline in-
; dustry beeauso it would not involve the fuel tax which they ure very
’ much concerned with,

Senator Syarurks. You think then, a continuntion of the excise
tax on m\nspnrmtinn of passongers by nir would-—then plus your
vecommendation with the removal of it on railronds \\'ml‘d--—nﬂmnt
bring you back fiseally whers you started from.

Secvetary Duron, Yes, wa would lose for the year as a whole only
$14 million, and in a bill this size I don’t think that is really sig-
niticant.

Senator Sxarurrs, Why do you feel, if you do feel, that you can
justify this?

Is it your belief that the airlines are doing boetter than the railronds?

Secretary Ihrron. It isn't a question of doing better, 1t is n ques-
tion of the wholo philosophy of user charges. The U.S. Government
is spending about $500 million a year in one form or another on the
airways, and it looks like that is incroasing. These user charges
would be only a small proportion of that. Wﬁorons thero are no such
expenditures on the railroads.

The railroads are heavi'y taxed locally and otherwise, so we think
there is quite a difference there, and I think the airline industry has
recognized that and accepted it. 1t is just the question of the size
of the user charge and the form of the user charge that any debate is
over. DBut they fully accept it in principle and have said publicly
there should be some user charge.

Senator SmaTHERS. Are you familiar with the general financial
condition of the airline industry as distinguished from the railroad
industry with respect to passenger carriage.
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Seerotary Ditron, ‘The airline Industry is doing somewhat better
this your. 1 know they wexs nol, doing well at. oil Just. yenr, 1 suy
so fur a8 pussenger operations ure concerned, the airling industry 18
cousidorably bottor ofl than the railrond industry because the railrond
industry loses substantin] mnownts of money evory year on passongors,
and whataver the airlines make the bulk of it is mndo out of the
passenger Lraflic.

Sonator Sstaruen, All vight, siv, those ave all the questions I have,
Senator Byred,

Sonntor Winniams, Mr. Seeretary, the Wall 8treot Journal this
morning has an article commenting on Mr, Bell’s speech and also
includes this stalement :

President. Kennedy haw pledged ho will recommend an across-the-hoard re-
duction of individunl and corporate tax rates for congresslonnl enactment noxt
yoeur,  'I'heso changes, o he effective next January 1-
nnd so forth, '

My question is if you nre going to recommend s reduction in cor-
porate tnxes noxt yoar retronctive to January 1, why not just. extend
theso to January 1 and be done with it 4

Secrotury Dinron, Well, beenuse this would he part of an overall re-
stracturing of the tnx l)iil, and we have not yet decided what the
reduction in corporate taxes would be, It is very likely that it might
not ho as much as the full 5 pereont that they are talking about hore.

So, therefore, wo think it 18 much more important. that we just ex-
tend these as we have in the past, for another yenr,

Senntor Winniams, Now, in your earlier statement, you said, ns
1 understood it, that one of the reasons for waiting for next year
when you recommend this across-the-honrd tax ent you want to offsoet
it by closing certain Joopholes and broandening the buse.

ould you enumerate some of the proposed fields whers you are
going to closo Joopholes?

Secretary Dinron. We haven't gotten that far in our consideration,
Senator,

‘Thore are vory many of them. I have not yet myself received any
detailed recommondations or any recommendations from my staff on
this at all.

So, 1 am not, in a position to do that,

Sonator Wirniams, Well, couldn’t you think of just one or two that
we may be going to close or can’t you think of any loopholes?

Secrotary Dinron. Well, there aro plenty of loopholes but I don’t
want to dignify anyone of them by mentioning it ahend of others.

Senator Wirrtams. Well, perhaps it. won’t be dignifying them un-
necessarily, but if you are proposing to cut taxes by 7 to 8 billion I
understand that they are, and to offset that by closing loopholes by
$3 to $5 billion that is a sizable item and certainly you couldn’t ap-
prove of $3 to $5 billion loopholes if you couldn’t think of one to
start with,

So, can’t you just think of one or two ¢

Secrotary Dinron. I will tell you one to start with that was not in-
cluded by the House in the bill that is before you, but which has been
a recommendation of the administration for inclusion in that bill,
and that is the repeal of the dividend credit and exclusion.

Senator Wirriams, Well, that is about $400 million.
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Soerotary Dirton, Woell, it muy bo neaver 8500 miltion, but that is

ono whioh hus nlready been recommonded, 1
Senator Winvrass, 40000800, -+

Jan you think of anothor ona¥  And is that o loopholo? '

Soaratary Dinnon, 1t 18 not w question of whether 1 ean think of
thom, Senatory, but T just huve not recoived any re{mvm from my
stadl, 1 do not know how they madp up the $3 to 5 billion, so T um
not in n podition Lo, and not proparad to, Hst any of theso beenuso T am
not thinking of any and my mind is opon \m{il I have recoived the
voport from my atny,

Sonator Warniams, 1 have henrd o rumor they are going to recoms
mond » tax on foundations,

1s that baing considered ¥

Heerolary Dinvon, A tax on foundations, you moan :charvituble
forndutions ¢

Soetmtor Wirraams, Just foundations in gonoral,

Isit just o ramor?

Soeeretary Duvon, 1 don't think T understand the question,  Tan’t
a foundation o oharitablo institution? x

Sonator Wiaasma, Yes, but. T heard thoy are going to recommend
a change in the tax steueture, aroe yon considoring that{

Tam just asking.

Seerotavy Duron, So fur as T know T haven'’t hoerd of this, but 1
haven’t scon recommendations that will come up from my stafl’ yet,
Thoy haven’t gotten this far. 'This is a bill that is not supposed to be
ready for 7 months or more,

Senator Winnrams, I can undorstand that, but thore have been
dollar figures put to tho reduction now and I don’t understand how
you pet to the dollar figures if you can’t got to any basis?

Seevotary Dinron, Thove has been no dollav figure put to it by any-
ono oflicial in the Government. This is all nowspapor gossip. 'T'he
President, I don't think, gave any exact figure.

Senator Wirarams, Is an oil depletion change one of them

Senator Dovaras, Will the Senator yiold #

Senator Woniams, Yes,

Senator Dovaras, T wonder when you raiso this question of founda-
tion, I wonder whether Rockofeller Foundation is going to be taxed.

Senator Winntams, T just heard the rumor in general about clos-
ing this as a loophole, and T just wondered if this wore true?

Secvetary inron, T keep heaving lots of rumors, T keep readin
them in newsletters, and T must say this is the first time I have lwm'g
the rumor, the one you just told me, that charitable foundations are
going to he taxed.

Senator Wintaans. Isoil depletion going to bo chunged?

Seeretary Dinvon. As T said lnst year, that is one of the thingk
being studied very thoroughly to see ify it should be changed.

Senator Wirrnrams. T noticed and concur with your analysis of that,
as a loophole.  About how much revenue would that bring, if that
were changed and to what extent would you recommend a change?

Secretary Ditron. Well, depending on what it is changed to-—X
don't have the figures in my head—but T understand ovorall depletion
allowances for oil and everything else, all the dopletion allowances we
have, come all together to somewhere hetween a billion and o billion
and a hal{ dollars in a year.
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Sonator Wiriaams, Ty the Tronsury considering the possibility of
oliminating wll of thom { o .

Seeretary Diron, I am not saying we are consld(srmlg anythin
but you ngked mo how much wonld he involved, and T thought
wounld answer that, )

Senator Winntams, 1 just am trying to find out what the President
meonnt,

You montioned the fuct you were going to bronden the base.

Heeretary Dirson, 'I'hat is vight,

Honator Wiraams, What. do you mean by “broadening the base”#

Soeretary Dinton, Tueluding revenue from sources which you
huven't hitherto beon gotting.

Senntor Winntass, Could you give me o few examples of what that
may embraco ¢

Soevetary Dinon. Well, if we ghould decide to make a recom-
mondation on changing depletion nllowances, that would be an
oxample,

Sonantor Wingaams, Al vight.

Seerotary Dinron. Dividend eredit. would bo an example,

Sentor Wirniass, Could you think of another one?

"T'horo was n suggestion earlier from the administration, if T under-
stand corvectly, thut you tax social security and that you tax- --—

Seeretary Dinton, T read about that in the paper, too, but. T haven’t
had any such recommendations from my staff, T don’t know what
they are going to recommend,

Senator Winraans, Was that not recommended earlier for consider-
ation over at the Ways ond Monns Committeo$

Seeretary Dinnon, Oh, no, no.

Senator Witraams. How about an allowance, investment allowance
for a man’s honie, is that to be one of the administration’s pro yosala{

Seerotary Dinron, T don’t know of that. That is one I {mvcn’t
heard of, and T won't put anything aside because I jusgt-—-

Senator Wiriiass, T think it, was suggested by one of the Treasury
officials in comment over at the Ways am‘?l Means Committee last year
and that is the reason T raised the question,

My, Surrey, T understand, raised that.

Seerctary Ditron. T was not. aware of that. I am not trying to
avoid any of your questions, but even Mr. Surrey hasn’t reached any
conclusions on what ho is going to recommend to higher officials in
the Trensury, 'We haven’t received them.

When we do we will have to study them and after that we will nat-
urally have to check them out with other parts of the Government, in-
cluding the President, before we know w{:nt the policy is going to be.

30, having not even scen these things, T cannot defail them or in-
dicate tho money amounts involved,

Senator Wirnrntanms, I appreciate that fact, and I won’t press it any

further,
. T renlize my questions are based on newspaper comment, but the
reason I press for an answer to the questions was to establish in the
record that there has been no serious consideration made for a tax eut
in the near future.

Secretary Dinron, Yes; that is correct.

Senator Wirriams, And that notwithstanding the newspaper com-
ment to tho effect that you, the President, and others wore sug-
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Besting there was a tax cut being seriously considered, it is mostly
talk and in reality there is no tax cut being considered at this time, is
that correct ?

© Secretary DinroN. At thistime. There has been, I would say, more
excitement about it than maybe, as news, was warranted, because the
President first mentioned in his tax message of a year ago in April
that he intended to have a comprehensive reform of the income tax
that would be ready for action next year. That has been repeated
on many occasions. We have said that it involved a restructuring of
the income tax rate structure. All that has been said recently is that
restructuring means downward adjustment. I think everyone should
have understood that because certainly no one is suggesting that our
income tax should be made higher. The only new thing that the
President said in his press conference was about the effective dates and
his feeling that loopﬁole closings would not. be as large as the gross
revenue reductions, so there would be some net reduction.

‘We had always said we would try to offset any reductions. The
phrase I used was “in whole or in part,” because we won’t know until
we have made our study how far we can go and what will come out.

Senator Wirriams, Mr. Bell, the Director of the Budget is quoted
here as stating or suggesting that the White House may call for a
deeper budget deficit if the economy threatens to “top out” short of
full employment.

This “ca{l for a deficit,” does that mean that the Budget Director
or the White House is seriously considering a planned deficit; that
is where you would call on Congress to appropriate an excessive
amount in order to deliberately create a deficit?

Secretary Dirron. I wouldn’t like to try to interpret exactly what
the Budget Director means. As I said, T haven’t seen his speech,
and I haven’t talked to him about.it.

Senator Wirrtams. 1 will direct it to you in the form of a question.

Would you agree that it would be sound economics to call for a
deficit, that you have a deliberate deficit.?

Secretary Dinron. Well, we had a deliberate deficit this fiscal year,
1962, that 1s closing, and I think that was sound economics.

Senator WiLriadms. You mean you planned to have this deficit
deliberately ¢

Secretary Dimron. No, it eventuated.

- Senator Winriasms, Yes, but there is a difference,

Secretary Dirron. We didn’t plan to have it because we hoped to
have business conditions running at a high enough level so that reve-
nues would make it unnecessavy,

But if business conditions are low—I think this may be what he
means—if we are running into a recession, and our profits are low,
and Government receipts go down, then it does not seem wise at that
sort of a time to try to %o]low those declining receipts down with
further declining expenditures.

Senator WiLLiams. Well, I understand that reasoning,

Of course, that is different from the interpretation that was placed
on what he said.

Secretary DiLLoN. Yes, I don’t know what he said.

Senator WiLLiams. The interpretation placed on what he said is
that there would be a deliberate call for deficits,

Now, I just have one further question, and it is perhaps not in con-
nection with this particular bill, but I would like to clear it up.
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- T ¢omtmented apon it Monday. It is based on an article that ap-
peared in the New York Times and the Washington Post in connec-
tion with the savings and loan associations position on withholding
of interest and dividends and T would like to quote from the article!

The powerful savings and loan lobby has called off its fight against I’resident:
Kennedy's proposal to withhold taxes on interest and dividend fncomes.

Continuing, the article said:

The savings and loan industry dropped its fight because of fears that the
Kennedy administration would retaliate by slapping it with heavy new- taxes.

Then they go on and point out that the present bill before the Senate
cominittee, which wag passed by the House, provides for an increase of
$200 million, whereas the original Treasury recommendations were:
$500 million. :

Secretary DirLon. The present Treasury recommendation which.
I gave before this committee, is, I think, for $365 million. So that
recommendation stands.

It is our position,

Senator WirLiaas, Yes.

I recognize this is newspaper quotation, but nevertheless it did raise
rather serious questions, and I thought it should be cleared up, be
made very clear, and I would like to ask you this question.

Has there been in the discussions between the Treasury Department
and any of the officials of the savings and loan associations or their
represéntatives, any suggestion if they did not call off their opposition
to the withholding provision that there may result a pressing for
higher taxes?

Secretary Dirron. Not ag far as the Treasury Department is cen-
cerned, because the Treasury Department’s position is perfectly clear.
‘We are for higher taxes on this industry; we are for the $365 million
total. The House didn’t give us that. We hope this committee will
give it to us.

Senator Wirrtams. And you ave sill pressing for that?

Secretary Dirron. That is our position and we still maintain it.

Senator WirLiams. Yes, that is what I mean. I merely asked the
question because I think you will agree with me that we shouldn’t
let go unchallenged and suggestion that any organization’s support or
opposition of any proposal that comes before the committee’s or other
Treasury Department proposals should in any way be related to their
support or opposition of any other section of the bill.

And I was sure you agreed with that proposal but I thought that it.
should be rebutted, and in order to clear it up, I ask—to your knowl-
edge, has there been no discussion of any arrangements of any descrip-
tion between the administration and this group?

Secretary Dirron. Not that T know of. Certainly none in the
Treasury. :

Senator Wirriams, Thank you.

The Ciamraman, Senator Long?

Senator Loxa. I had just one question in mind, Mr, Secretary.

The Government has a number of lending programs which are
regarded as sound lending programs. I have in mind the program
of lending money to the REA for electric powerlines and various
other facilities, loans to small business, export-import bank loans.
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A. grent portion of that represents meroly an expansion of the over-
all oredit status of the Nation, or the overall monoy supply in effect, - -

Would you give us some iden as to what proportion of this deficit
is actually ropresented by loan programs, which a bank, building and
and loan, insurance company, or any lending agency would set up as
an asset on one sido of the ﬁoolm and o lability on the other, boing
more or less u bookkeeping entry.

Seorotary Duaon, lIn national income and product ncecounts which
oliminate loans, I"think that the nmount that is eliminated is some-
whoro botween 8 and 4 billion a year, ,

But T would like to supply & more spocific figure for the record.

Senntor Lona. Any successful business wounld set those items up,
if T underatand it correctly, us n dual entry systom, as an agset. against’
o linbility. About the only thing thut might bo charged off would
be a resorve for bad debts rather than the whole thing being down as
n part of the doficit.  So when you really goet down to it, it. hug-always
scemed to me that to a considerable degree wo keop the (Governmoent
books the way no business on earth would think of keeping its books,

Fvery building and loun in Amevien would look like it was head
over heels in debt if thoy had to present their books the way the
Government presents theirs, I you make those nllowances the deficit
would not be as startling as some peoploe would think it to be even
thoneh there is n doficit no matter how you look at it.

- Seevetary Dirron, Our doficit is based on a strict measure of out-
go versus meome with no consideration as to what the outgo is for,
and in that way, it is, of course, perfeetly aceurate.

Bat it. does not provide bookkeeping in the way you mention, because
these loans are buried in individual appropriations and they aren’t
Inmped in any one place that T know of,

The Crarman. Senator Tong, will you just yield for 1 second ?

It is true, My, Secerotary, of course, when those loans are repaid
they come in as receipts, ‘

Secretary Dinron. That is correct.

The Crrairaan. So then they reduce the deficits.

Secretary Duron. That is correct.

Senator Tona. Yes. But the peint I am thinking about here is
that any growing nation has a growiig money supply.

Secretary Dinron. That is vight. :

Senator Tona. T have learned this over a period of time, that money
and credit from the viewpoint of economists ave both the same thing,
and it appears here that a considerable portion of the Nation’s grow-
ing money supply is actually reflected as a debt, when in fact we
simply ave not taking cvedit. for the fact that we are ontitled to entor
an asset on the other side of the books.

Secrelary Dinron. I have the figures here now. They are on page
36 of the summary tables of the budget document, the big budget
document, that was submitted, and it shows that civil loans and invest-
monts were $1,692 million in 1961.

In 1962 they were estimated $2,568 million; and for 1963, $1,957
million. So roughly $2 billion annually on an average would be civil
loans for investments.
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The Ciramsan, Mr, Secremrgrf would you mind furnishing the

breukdmyn. We can understpud t)
and furnish that to the committee as a difference?

Secrotary Dirron. We will be glad to furnish that.

(The figures roforred to are as follows:)

Loans and tnvestments tncluded in budyet eapenditures

{In willlons of dollnra}

Om s s i 4 e e b b A S € it e s e

10 loans, but you have investments—

o

Doseription 1061 1902 1003
actunl | ostimato | estimnto
ADDITIONS TO VEDERAL AGAKTH
Touns and invostinents:
Olvil loans:
Tv domestio privato borrowers:
Department of Agriculturo:
Comnmodity Credit Corporation: ¥’rico support and grain
atorago loans........o........ ~272 181 - éﬂ!
Rural Eleetrification Admingstr 201 320 24
Farmers Tlomoe Administration 321 149 189
Dopartment of Commerce. . .oo........ .- . 1 11 44
Department of Health, Kducatlon, and Wolfare: Defonszo edu-
oational activites and othior.. ..o oo it aeinaes 68 70 100
Housing and Home Financo Agency:
Federal Natlonnl Mortgago Assoctatlon.. ... ...... ~2 28 208
Collego housing louns.. . _.......... an R 100 126 168
Federal Houslug Administeation. 72 7 2
—4 8 19
Readjustinent Lhenefits. . . ciaaen 08 |oenemenafucnnn Leaee
Houslug loans:
Veterans divect loans.. .. ... - 174 180 177
Loun guaranteo rovolving fund....ooeee oo oininn i oann. i 130 —163
[0] 0] 0]
80 220 185
-9 2t 1
Total, to domestio private borrowers, elvll.._...coooo.oiio0 008 1,495 731
*Co Btato and loeal governments: T
Housing and Horme ¥inanoo Agenay:
Col er;e housing loans 100 126 188
Publle tacility loans 9 27 0
her...oo... 14 18 0
Disteict of Columb! 20 67 80
Other agencles.... 28 42 79
Total, to Stato and lceal governments, efvilo.. o ..oo.oo ... lZl 269 391
To forolgn borrowers, other than to futernational institutions: N
Fuuds appropriated to the Presidont: Forelgn asslstance— )
GOONOMO_ oo ee o onmencrcaccacnsancnaacan PO, H8 865 - 809
Export-Import Bank of Washinglon . .eee.oovoucieaoaos 182 10 -1
Total, to forolgn borrowers, otvll - .oone-.... teetmamannaann . 480 516 698
Total etvil lodns 1,558 2,839 1,623
“Natlonal dofenso loans:
To domestio private borrowers: . .
Fundg ap[)roprh\ted to the President: Expansion of defense .
L pROAUCION e et eiii e ccseataaaaea av- —~42 7 -9
Daopartment of Defense; Military....... e e nananoan -1 [ ~1
. Total, to domostlg private borrowers, national defenso.....-. ~43 12 -10
,« To !oml‘gn,boxjrowers: Funds appropriated to tho President_...... - 16 |
Total aatioval dofense 10ans.....eeuenv .. ecemeveecaeeaaeas —§2 ~3 ~10
Total loans . 2,335 1,813
Other financlal Investments; .
Investmeonts {n quasi-public institutions and trust funds: Depart-
" _ment of Labor: Advances to uncumployment trust fund. ... .. 49 ~b5 -3
Housiog and Homb Finance Agonoy: Federal Nationsl Mortgage .
Assoclation: Secondary market operations. . ......c............ 18 17 18
Yot Credit Administration..c...cooaeeeeo. P, -4 ~4) -3
Total tnvestments {n quasl-publie institutions and trust funds. . 0 ~42 12

flea footnotes at end of table,
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Loans and investmonts inoluded (v budgot cwponditures- -Continuod
{In miilons of dollnea)

1 L0074 11604
notunt! | estinnto | esthante
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Daosaription

ADDITIONB 20 FHOBRRAL AHBRAR- continued

Taonug and hvestimonts  -Continued
Other fnaneial investients - Contents
lm-olgnmima n Intornationn] inatitutions:
wda sppropriated to thy Presfdont:
htetnational Dovelopinent Arsoctatlon. . .o.ivecacae
Intor-Amerloan Dovelopmant Bavk.. ... ...
Dopartment of Ytnto: Puvehingo of United untions hosd

Total ivestmenta in nternatlonal instutlon., v cvaceeians

fotal, other finanelal fnvestimonta. ........ eennan e . ]
TN MR 25 SRRy |
Total lonna and INvestmenta. oo aeeiiaiieannnnaanen . 1,040 1,47
8 Yous than §300,000,

Bourco: Budgot of the ULa, dovertimont for tho flscal yonr 1003, table D-2, p, 203,

Senator Lova, Would that inelude your export-import loans?

Seewetary Dion, 1 think it would;; yes,

Senator Cuowrs, Does that inelude the excess of the amount puid
over the amount loaned ¢

Seorctary Diton, "This iy listed as additions to the Ifedeval assols.
"This is the inereaso in the loun necount, so 1 guess it would be the net
figure of tho inercase in the loan account, additions to Foderal assets.

Senator Loxa, Thank yow very muchy Mr, Seeretnry.

Seeretary Duson. 1 will bo glad to furnish you the answer,

The Cramaman, Senator (‘.ms\snn?

Senator Carison. Mr, Sceretary, the Senator from Deluware, Mr.
Willins, discussed briefly with you the proposed suggestion possibly
that we have a planned deficit.  Assuming that should takoe offect
what etfect woul({ you think that would have internationally or abroad
on the American dollart

Seeretary Dinton. Wo have found very elearly in the last your or
two abroad that thete is very great intevest there in what we do. - What
thay follow more closely than anything else an nctions that would
affect’ in ono way or another our cost levels—our prices—because if
our prices get out of line this will affect our exports which also will
atfect. us on imports, which together nmount to over $30 billion. A
vory small change there could be very bad for our balance of payments,
and a small improvement could be very good percentagowise.

Because the Iluropean countries more recently, I think, have had
experience with inflation, this is what they look to more than anything
else. They do not look as directly as a lot of people in this country
do to the Federal budget deficit or surplus. They do look, I think
even wore at wage rates, because they generally have very S}lbstantiai
problems there, and in many of these countries they have guidelines of
one sort or another that they try to enforce. e

The facts are that our wholesale price level, which is the thing they
ook at rather than our consumer index because the wholesale index
is what affects the price of exports, has been absolutely level since
the middle of 1958. In fact, it is now at & somewhat lower level than

its1958 level, just fractionally lower, and so, therefore, there has been
no inilation, even though there have been two very large deficits duting
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that. poriod : in 1969, one of $12.56 billion, and the current one of ahout
$7 hillion,

8o their Teeling depends very largely on civeumstanees,  But they
would feel very concerned if they did not think that the Government,
in all ite branches, had control over expenditures and knew what. it
was proing to do and wonld he in n position, if business got. moving
and demmnds got. higher, to vestenin them so that they would not put
influtionnry pressure on the economy.

1t i inflation they are worried about, and anytling which they
think ndieates n lnefc of control or lnelk of ability to handle that they
would bo concerned swithy nnd it wonld ho very seriong for ns,  But
they nre used themselves to running budget. deficits and heing enre-
ful whont them and limiting the size of thein, so that they do not. inflict
inflation on their country,

So 1 don’t think they huve any hard and fast roles,

Senntor Camrgon, Tn other words, Mr. Secretary, is it not trae that
thore is some concern mmong other nations about the way we handle
our budgetary policies und programns?

Seevotary DintoN, Thero is concorn about. the way we handie onr
overall fiseal policy, which includes budgetary policy and our price
atd wago policy, afl looking townrd price stability, and the cffect,
the evontunl offect. on price lovels, They follow these things very
carefully.

Senator Canrson. It is also not true that these other nations watch
with somoe coneern the economic growth on a percentage basis and the
gross natiomt] production in this country ?

Beeretary Dinron, That ig also very important. to them, and that ig
one renson they haven’t shown quite the sume concern that they might
in other circumstances over budget deficits because they have been
concorned that the rate of growth has not been rapid enough and
also that our economy is not operating at its capacity, and they don’t
feel that, that is o very healthy situation.

Senator Carrgon. Is it not true that the President submitted his
budget. to Congress and the general program was for a gross national
production of probably $570 billion ¢

Seeretary Dinron. That was the basis on which the budget estimates
wore made up when the budget was submitted.

Senator Canrson. What is the present.gross national production or
product, ronghly ?

Seeretnry Dinron, It was $548 billion in the first quarter, and it
undobutedly has increased further in this quarter. T saw some guesses
in the press that this quarter, when the figures are in, which will he
in about & month, will average somewhere between 555 and 560.

Senator Carrgon. In other words, we are back at less $10 billion in
gross national product below what the budget was based on at the
present time?

Secretary Dirron. Well, I think that it may not be quite that much.
As T remembor statements made by the Chairman of the Council of
Economic Advisers last year, he was aiming at something around
maybe a little better than $565 billion for the midyear figure and we
might be as much as $10 billion short of that. We might be $7 billion
short or something like that. :
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Senntor Cartson, In other words, if it wore 8508 bitlion in tho lnst
quarter of thisyeur?

Meavetary Dirvon, i the last quartor--— -

Soenator Canvson, 1 mean the second guattor,

Seevetary Dinton, Second quartor,

Senntor Caveson, That would meany ay B understand ity aoreduetion
in Qovernment, vovenus und probably not any inerease in employment,

Seeretney Duaone 1 owonbld think that with the rate at which we
aro moving now our Government. vevenne hng certninly greatly in-
erensed over lust yonr, and it probably s steadily incrensing,  Our
growth, covtainly- what has hnprunml in the flest 3 months of the
your, whore wo have fivim figures Tor it--was not ag optimistio or did
not do as well as woe had hoped, and if that continues, inless there is o
vory manrked inervease, wo wonld not achiove the $570 billion gonl,  So
our inerease in reventies will not ba as big as expeeted, Lo will still
ho e very spoctacular inereaso in revenues compured o this fiseal year,
but. they would not- bo as big as we hoped,

Senator Careson, My, Seeretary, T have noticed, and this is not o
evitienl statement, but 1 think it is a factual statement, that the Seere-
tavy of tha 'Treasuey, and the President, and others have been mnking
quite optimistic statements about. the futurs of the economy, und [
think probably it shonld bhe made,

But 1 am wondering if sotetimies wao shouwld not look at some actual
figures and sea just what happens, 1 am old enough to remomber
1920, Prosperity was just around the corner, and 1 placed in the
vecord the other day un interesting tablo which was prepaved by J. A,
Livingston, and it s an interasting diseussion, and theso are his words,
theso are not. minoe,

No far this recovery has beon less oomphy than nny previous postwar recovery,
with the possiblo exception of 1954-30,.  Hore I8 a comparizon of the plukes in
the prosent advance with those of the previous recoverles over the same time
span--13 monthsge—
and theso ave the periods, 1961-62, 1968-59, 19545885, and 1949--50.

These four 13-month peviods are rather intevesting.  The percent
of gross national production inerease this particnlar time was 914 por-
centd in 19H3-59 period it was 9.1 pereents in 1954-55 it was 9.5 por-
centy and in 1050 it was T percent. But then you got down to
individual production und T don’t want to take your time here but
when you get to individual productions this year it is 13 percent,

In the period 1958-59 it was 25 peveent.  In 1954-5b it was 12, but
'l month less than the present but in 1950 it was 28, and this table
shows that. retail sales, car leasings, manufacturers orders, workweek,
cmplovment and housing, every one of them are down except the
increase of gross national production over these periods generally.

So. I think T should say that based on this table, which 1 take to be
accurate, because T have a very high regard for his reporting in the
finaneial field, these figures are most interesting, and I ask that the
table be placed in the record.

Seeretary Dirrox. T think there is one thing that is very clear in
the figures and that is we have by this period, by the beginning of
the sixties, filled up all unfilled demands that remained after World
War II, and those—just for housing and automobiles, things like
that—don’t veally exist any more. All that exists are current de-
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mands,  Cortainly it is truo that probubly as n corollary of that in
this recovery n grentor poreontage of the recovery han been in the
sorvico flolds through inereases there, rather than in industrinl produe-
tion nnd in manufucturing flolds ng thowe figures point out.

It has boen o difforent. typoe of recovory with n recovery coming fuster
in the sorvico flelds than i the mamdacturing fields,

Henntor Cartnon, 1 would assume, or nin I eorrveel in agsuning, that,
the Mecrotary nnd the administrntion nre concerned nbout the present
status of tho cconomy ¥

Soerotary Dinton, Ohy very much so, and I doi’t want to got into
oxtraneons subjocts horo but that is one of the reusons for our invest-
mont, eredit suggestion beenuso we think that will help investmont,
which woe think is very important.

(‘'I'he urticlo and tuble referved to follow i)

[ Articte by A, J, 1dvingston]
WHERE WENT I8 0OMPH

Bustnessmen wre uncertain abouwt the present admintutration,  Is the Frosldent
antibusinesn?  ''his londs to hesitnney In decdslonmaking,  And they're uncor-
tadn about business, Htself, It husn't come up to flrst-of-the-year expectations and
hns fullen far below the projections of the President’s Counell of Feonomie
Advivors,

No far, this recovery has been Toss oomphy than nny previous postwar recovery,
with the possible exception of 1964 66, 1ere I8 o comparikon of the plusses in
the present ndvance vith those of provious recoverles over the same thne span.-—
143 monthy:

1001-62| 1058 69 | 1954- 85 | 1044-50

Percent | Percent l'crf'enl Percent

Indientor

QNP

4asagsesnasinniss . b '3 . b
Individunl production. i 13,0 280 12.0 28
Rotndl 8010 carnnnnes - 8.0 12.0 9.0 21
Oarlondines......... 120 23.0 18,0 40
Manufacturers ordors. . 10,0 30.0 25.0 4“

OrKWOooK. cuemmennnas 3.0 5.0 3.0 4
¥mrloymont. 4.0 10.0 5.0 16
Housing..... caonae 2.0 5.0 20,0 80

Obviously, this hasn't been a stick-in-the-mud recovery. The rixe in total
output of goods and services—gross national product—is right at the top. But
in housing starts, employment, retail sales, and industrial production it has
lagged far hehind the rest.  And, though it's not shown In the table, unemploy-
ment has been especially stubborn,

PROBPERITY BTILL AHEAD

This explains Wall Street’s teeter-totter behayior, Even omitting the sharp
declines of April and May, the stock market rise this time was only 21 percent
versus 32, hb, and 27 percent in the other recoveries. This, of course, could be
due entirely to downward adjustment in earnings expectations., But it could be
more.

Somoe economists argue that slow recoveries lead to early recessions. Even
now, some pessimists prophesy that we're rounding out a top and going into an
economic valley.

I don’t agree. Tor soine people, if business doesn’t boom, it's a bust. I agree
with Walter W, Heller, Chairman of the Council of Economic Advisers, that
there's still plenty of prosperity left in the recovery.

Senator CarrLsoN. I want to ask one question on the bill that is pend-
ing right before us, and that is on the communications tax.
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I noticed that you are recommending u continuation of . presont,
communications tux on telephones of 10 pereont. that. would yiold- .-

Searotary Dnon, $626 mitlion,

SenntorCareson, $d20 million,

Hove ixa tax if wo want to got. money out (o people that. would prob-
ably reach more homes and more people than any other tax that. we
could vepeal,

The $a20 million would have an effeet on monthly telophone hills
in wmost every home in this Nation, 1t just seoms (o me soms thought.
shoudd bo given, nt. o time when 1 think wo need to got. some money
into the nationnl cconomy, buek to the people to spond, here is one tax
wo shonld give somo thought to repealing and T ean approcinto the
Secerotary's problem,

Seevatury Duaon, Yos, ‘Thank you,

Sonator Caveson, That is ally, Mes Chairiman,

The Ciamaan, Senator Douglust

Senator Dovaras, My, Sceerotavy, it is obvious that the questions
asked thus far have been addressed not so mueh to the specitic measure
hofore us as to the fiseal baekground together with somo veconnais-
sanee as to what the plans of the administeation may be in the future
and possibly there has bean some politieal skirmishing as well,

I will not engage in politien] skivmishing but T would like to probe
the tisenl background a bit.,

Ix it not true that. our annual budget ineludes not. only the oporating
oxpenditures of the Federal Government. but also the capital invest-
ments of the Federal Government ¢

Seervetary Duuon, Yes, Senator,

That is another item separate from the lonns,

Senator Dovaras, Not merely loans but capital investments,

Seeretavy Divon, ‘That is corveet,

Senator Dovaras. Is this the practice of private corporations in this
comntry?

Seeretary Dinon. No.

Sonator Douvaras, They soparate capital investments from the eur-
rent operating costst

Seceretary Dinton. That is correct.

Senator Dovaras. 1s this the practice of the Kuropean countries in
the budgots which thoy draw up - C e .

Secretary Diron. They deaw them in varvious ways, but most of
thom, almost all of thom find & way of differentinting morve sharply
than we do between capital expenditures and what they call current
exnendituves,

For example, in the United Kingdom, they have a rather complete
differentiation, and you find a situntion where they introduced a budget
a couple of months ago with quite some fanfare as o balanced budget,
whereas if you incInde the capital expenditures the way we do, it was
a deficit budget,

Senator Dovaras, Isn't this substantially trne of the budgets of
Franee, Germany, and Ttaly ¢

Seeretary Dinrox. T think substantially; yes,

Senator Dovenas, Now, if:

Secretary Dinron. In some of these other countries, while they do
{ha]t, they do add up the total and don’t say they have o balanced
dget.
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Ior instance, in Irance thoy often talle mores about. the amount. that
has to be finnnced by the Government. through the sale of securitios,
and they include that in their budget as n recoipt, and then they got.
n bulaneed budget that way.

Senator Dovanas, If the uropean budgets were to be ninde com-
purable to the Ameriean budgets, what. would be the record during
the last 6 to 10 yenrst

Secrotary Dinton, Woll, there hag been a stady mnde under the
auspicos of the Brookings fnstitution on that, which indicates that- - |
haven’t examined the study in detail myself, but. 1 know the broad
implications- that France has had o defieit overy year for the past
10 years, 1 think in Gront. Britain there were two surpluses |m.‘ii'(l| on
our mothod,  In Gormany they only went baek, I thinle, 6 years, which
wis the only time that the Fedoral Government was really fully
functioning thore, and they only had surpluses the first. two 6f thoso
years,  Assoon as they started in building up their defense forees they
mmediately moved intoa deficit.,

Sonntor Dovaras. And what has our record been

Soeretavy Dinron, Our record is hetter.  So far as 1 vemember, it
g4 out of the 11,

Senator Dovaras, Don’t. you think that some of the concern which
the luropean monetary authorities show nbout American finaneial
conditions is extremely 11 founded ¢

Seerotney Dion, Welly T think talking abont. the Kuropean mone-
tary authorities ns such, tha central bankers or finance ministers, who
are awnre of this, as I pointed ont. to Senator Carlson, they haven't,
shown much concern nbhout. the fisenl policy of onr Government.  But.
there has heen some coneern in private banking eiveles,

Senator Douanas. But the remarks of the Kuropean bankers will
then bo blown up on this side of the water and a stutement will be
made, “Iurope is greatly concerned about. the fiseal unsoundness of
Amorienn governmental finances,” isnt* that true?

Seerotary Dinvon, That happened a yenr ago at the time of the
meoting in Viennn, where there were some statoments which were mis-
interproted, and in effect meanings put. into the months of some of
those gentlemen they had no intention of saying. ‘They were quite
concorned nbout. it and spoke to me afterward,

Sonator Dovaras. T have here some figures on the national debt.

At the end of 1945 in round numbers the national debt. was $279
billion, gross national produet. was $214 billion. The ratio of the na-
tional debt to gross national product was approximately 130 percont.

At the end of the first quarter of 1962 the national debt, was $207
billion, the gross national product $544 billion. So that in relation-
ship to the gross national product, the ratio had fallen from about. 130
porcent to approximately 60 percent. or 0.60 ratio, isn’t that true, so
that in relationship of the gross national product to the national debt
has been reduced by approximately one-half during this period of 17
years, 16 1o 17 years?

Secretary Dinron. T think that last figave is even lower if we figure
it out, I think the figure I had in mind was that we ave at now about
54 percont,

Senator Douvaras. Well, I try to bo conservative in my statements.
In any event the ratio of the public debt to gross national praduct has
diminished very markedly.
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Secretary Dinron, 'That is corvect.

And it has done that, I think, in every year, except one or two in the
postwar period.

Sonator Doveras. Is it not true that so far as national expenditures
are concerned, oven on the capital budget basis, even with capital in-
vostmont included there has been no increase sinco the end of World
War 1T in the proportion of the gross national produet spent by the
Governmoent in tho\md yob.

Seevetary Divron, That is correct,
| Senator Dovaras, It has remained at around 17 percont, slightly

083,

Seevotary Dinron. Stayed just about level,

Senntor Dovaras, 1s it not true that the House Committeo on Gov-
ernmental Opoerations has made o very thorough study of inventory
of thoe real and personal property owned by tlm‘i«‘mlernl (Rovernment

Secretary DinroN, I understand there has been such n study. I wm
not fully familiar with it.

Senntor Doveras, I have a copy of it.,

That. showed u total at original cost of the valus of capital asgsets
owned by the Federal Government of $283 billion, $201 bitlion in per-
sonal proporty, such as investments, nccounts, and notes receivable,
cash trust funds, equipment, supplies, stock mventories of the De-
partment. of Dofense, planes, tanks, guns, and so forthyand $82 billion
original cost on real proporty.

Now, with rising price levels this is an understatement. of course,
of what replncement costs or sule in the open market could be.

So can it not bo confidently ussm'te({ that the fiscal assets of the
National Government are in excess of the debt ¢

Seeretary Dinron. T would like to check that figure but certainly
there are very substantial fiseal assets of the Federal Government
that would substantinlly offset or possibly even wholly offset, as you
indicate, the debt.

I think some of these trust funds assets have linbilities, contingent
liabilities, against them that are rather large, although it is probably
a very remote chance that they will ever be called on, but neverthe-
less they are contingent liabilities,

Senator Douaras. The recapitulation is from page 138 of Federal
real and personal property inventory report issued as of June 30, 1961,
Committes on Government Operations of the House of Representa-
tives,

Now, if we were a private corporation, we would show the indebted-
ness of the Federal Government in one column and show the physical
assets in another column,

Now, at times you get a complaint made that the Federal Govern-
ment is bankrupt because of the huge debt. Doesn’t this indicate that
the physical assets even on the basis of original cost are approximately
equal to the national debt ?

Secretary Dicron. Well, that is what the table says, sure.

Senator Dovueras. Yes. And on the basis of replacement costs it
would be in excess.

Secretary DirLon. I think it is probably correct that the buildings,
the Government buildings would cost more to reproduce now than
they did when they were first built.
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Senator Douaras. I have here a table from the Economic Report of
the President, pngo 284, which shows the assets and liabilities of U.S.
corporations, s}mwing that t the end of 1945 the total liabilities were
45.8 billion,

Third quarter of 19061, 156.9 billion or an increaso of almost 314
times in the indebtedness of private corporations, -

Secretary Dirion. Yes, I see this,

Senator ]Y)omuu\s. It is page 284. -

Secretary Diron, Yes, I find the page. Those are the figures,
Yes, It corlainly is true that since the war corporations, individuals,
and States and municipalities have increased t'heir debts much more
mai(lly than the Federal Government has,

Senator Douvaras, If you toke the consumer debt, that is private
consumer debt, it hag shown a great increase, hasn’t it ¢

Secretary DinuLon. It hasshown n very large increase.

I dor’t have the figures right at hand but I know it is o very sub-
stantinl inerense. It has tripled or something like that,

Senator Douaras. Iiven more than that since 1945, let us refer to
pago 265, 1 bolieve it is, of the President’s Iiconomic Report,.

Secrotury DirnLon. Yes.

Senator Douvaras, It shows short and intermediate term consumer
credit which was outstanding in 1945, $5,700 million, At the end of
December 1961, $56,850 million, or a tenfold inerease; isn’t that true?

Secretary DinLon. 1 see that. ‘I'hat is correct.

Senator Dovaras. And then it you take the mortgage debt ont-
standing, which is shown on table ])3]--50 page 267, at the end of 1945
the total on all properties was $35.5 biliion. That is in the first col-
umn. At the end of 1961, the figure is $228 billion, or an increase of
over six times,

Now, don’t you think there is a lot. of fallacious pointing with alarm
Lo the size of the Government debt in view of all these?

Secretary Dinron, I think it is very true when you compare the
incrense in the public debt, the I'ederal public debt, since the war,
with_increases in other debt, either municipalities and States, or in-
dividuals, that the Federal mcrease has been very, very small com-
pared to the others.

Senator Dovaras. And in relationship to the increase in gross na-
tional product, the increase has been very small,

Secretary Dirron. Very small.

There is an interesting comparison here, Senator, because the trend
has been the other way in Europe. For the European countries the
national debt trend as a percentage of their gross national product
has been going up.

Senator Doucras. Now, Mr. Secretary, when you meet with the
ministers of finance and representatives of central banks do you stress
these points?

Secretary DiLron. I think we do; yes, sir.

, Senator Douvaras. Well, you have not received much publicity on
them.,

Secretary Dirron. Well, we will try to do better.

Senator Doveras. Because the information which comes out is al-
most entirely that of Europeans pointing with alarm to the American
situation, and these press reports are seized upon with great glee by
certain groups in this country.
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Seoretary Dinton. Thero was very little of that at the meceting
whioh wo just had,

Senator Dovaras, 1 wish you would make a spoech on this subjoct,
Mr. Seerotavy, whon the various internationnl monetary anuthoritios
meat noxt fall,

Soavotury Diton, They meet hore in Soptembor; yos,

Senator Dovaras, Do you want. to make u spesch ¢

Seerotary Dion, would ho glad to ineluda those fuets and liguros
inn toalk,

Senator Dovavas, 1 think theve would bo w healthy shower of com-
monsonse, and w healthy injeetion of good senso of proportion nnd
optimism,

The Cuamesan. Will the Sonator yield ¢

Senator Dovanas, Yes,

The Cnamaan, Whoa you make that speech [laughter] 1 would
like for you to give your judgmoent us to whoethor the interest we pay
has advantages, 1 i $0,400 million. W, iy 100 poreent. of the oxaise
X revenue, it is nearly half of the corporation tax rovenue, and
nearly 20 pereent of the individual taxes,

Now, interest. is a diveet, vesult. of w debt, 8o when you make that
speoch analyzo this interest which is appronching $10 billion is ad-
vahtageous to this country for all the generations to como, | Laughtor, |

Thank you very much,

Senator Dovaras, T may say, when you make that speechy the pei-
vate hankers who dominate these meotings will get o great denl of
pleasuve ot of the lavge amounts that. we pay in intorest,  'They will
exult tn this,

T think it would bo interesting to seo the proportion which the
interest forms of the gross national produet. now as compared with
1945, but. 1 do want. to say I think you could do something, you and
Mr. Martin, could do something in this vespeet to lowor the intorest.
vates, specifieally getting the Federal Reserve to expand the monetary
supply in accordance with the growth of the Nation by buying long-
term bonds and if T may again expound to you, introducing comneti-
tion in your sale of long-tevm securities so as to got the underwriting
houses to bid against each other so instead of rationing the issunnce
as between firms you would use the free market and let them bid
againét cach other,

The Cuamman, When you make that speech 1 would like you to
notify the chairman so he ean ho present,

Senator Doveras, T would like to be notified, too.  [Taughter.]

Secretary Dinton. T will have a very distinguished audience thero,

The Cramman. Senator Gored?

Senator Gore. Mr. Seeretary, 1 will go my colleague one bettor, I
will write the speech for you, | Laughter,]

Secretary Dinron. Youare very kind.

The Cuaryman. He probably would not be willing to make it if
you write it. | Laughter,|

Senator Gore. T would very generously incorporate any suggestions
my colleagues might make. 1 would put them in proper confext, 1
hope, but arrive at different conclusions, I fear, than those in the
speech the Secvetary may eventually make.
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I was intarested in your response o Senntor Carlson, T under-
stood you to sny, nnd 1 will asle you if T undarstomd corveetly, that
most. of the demand in the private sector of our economy has heon
filed,

Seerotnry Dison, What I was trying to sny was that 1 don’t think
it has all beon flled beeause there ig n continning growth-—--

Sonntor Gows, 1 undarstood yon toany most.,

Seerotnry Diron, What b owas veforving to was not the demund in
o private sector but the unfulfilled, specinl, extrea, leftover demand
of the war,  As our economy moves nhend, the demand is always
there, and it keeps growing, — Au this country gets bigger and stand-
nveds of living get highor, demand inerenses,

Al T was voforeing to was that in the forties and still in the early
fiftios, thore was still a Inrgo leftover unfulfilled gap from the war-
timo poriod nnd the prewar period that had to be eanght up with,
and that, therefore, was an exten stimulus to eapital formation—new
dant, new equipment, and 1 think housing to n large extent- —-and
mitinlly, at. least, to nutomobile produetion, ‘

That gap was probably pretty well (lled hy 10486, when we had
that. very big yenr.  "That: doesn’t menn tht demand itself is nll filled.
That. in quite different,

Senetor Gori, As T understand you then, we do not. now have the
stimulus of the backlog of unfilled demand in the private seetor,

Seeretnry Dinton, Of the kind similar (o what wo had after the
war, I think that jgcorreet,

Senator Gour, Do we not, in faet, however, huve that, situntion per-
tnining in the publie sector?  With the inerensed number of ehildren
in schools--some hnve referred (o these as war bubies who are soon to
hit. our colleges—~do we not. have just. such n bneklog of demand in
tho publie seetor? Do we not. have a pent-up, unfilled demand with
respeet to schools, with vespeet (o hospitals, with respeet to comnrmity
fnetlitios?

Secretnry Dinron, 1thinlkso,

I think that is why the administration hag recommended and the
Congress has upproved various programs in this nren, and 1 think
that. is particularly trae in the college construetion nren, heeanse our
collega population is apparently going to grow very rapidly over the
noxt #, 6, 7 years and we certainly will notice very substantinl nmounts
of additional construction,

Senator Gone, T wonder if you are nware of the difliculty that. some
boys and givls are facing now in finding colleges they ean attend?

Seeretary Duron. Very woll nware of it.

Senator Gonk. No, in view of this situntion which you have de-
seribed with respeet to demand in both the private seetor and the
public seetor of our economy and society, how (‘(x‘x the administration
conclude that the best. course to follow 18 to reduce taxes, partienlarly
in the form of the investment eredit and lowering the higllml' personal
income brackets?

Secretary Dinron. 1 don’t think the administration considers or has
over considered that these are alternatives. The administration, I
think, has recommended and intends to recommend, programs for
community facilities, for education adequate to meet the need.
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Ixperts in the administration have considered that quite a bit, par-
ticulurly in the Department of Iealth, Iiducation, and VVeiilm'e.
There has been, of course, as you know, diffieulty in getting final action
on some of these proposuls,  One of them has been in conference now
for some months on Li her education which is o very important pro-
gram, and the basic nid-to-education bill doesn’t seem to have pro-
gressed very far,

But T don't think we have ever felt. we were cutting down or ration-
ing back the needs for facilities to malke room for any restructuring of
the tax system,

Senator Gorn. Well, whatever your motivation is, you have just
deseribed disappointment on the part of the administration, if I may
so designato it, at the failure of Congresy to respond to demand in
the publio sector.

I think thero is some room for disappointment for the performance
oln the part of tho administration also, if I may respectfully suggest
that.

From the answers you have given and the statements you have made
it would appear that what the economy needs is not a spurring o
demand in the public sector, that being alrendy great and unsatisfied,
but rather a spurring of demand in the private sector.

Now, we can have various views as to how that demand in the private
sector could be spurred. My observations have been that business-
men expand their plant and facilities in contemplation of new or
inereased business in which they can engage proﬁtul)} y.

Would you agree with that?

Secretary Dinton. T would agree with that wholeheartedly, yes.

Senator Gore. Now, it seems to me, you still come back to the ques-
tion of how to stimulate a demand which, in turn, would cause busi-
nessmen to expand and improve their plants,

Now, the adiministration has reached the conclusion that the invest-
ment credit is the way to do it.

Secretary Dinron. That is only part of the way.

We don’t maintain that is the whole answer, because I think part
of the answer would come from the basic income tax reform that we
aro talking about for next year. It would include reduction all the
way up and down in the personal income tax rates which would pro-
vide greater personal income particularly to the lower income earners,
wheve the big bulk of the reduction would go—dollarwise—and who
would spend the most money.

Senator Gore. Suppose Congress passes a bill, with or without the
recommendation of the Treasury, which would just, without any con-
notation, but just by way of illustration, give Mr. Roger Blough a
hundred thousand dollars more of income after taxes.

In what ratio would you think that would stimulate demand in our
economy and particularly how would demand be stimulated as com-
pared to giving a thousand men a hundred dollars per year in tax
veduction ?

Secretary Dinron. Well, I think we have room to do both, and as
you pointed out, and I agreed, businessmen make their decisions based
on opportunities for investment that appear to them to be profitable.
The reason the administration has particularly supported the invest-
ment credit as the type of incentive that is best designed to speed
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modernization, an area in which our country has lugged geriously
compared to other countries in the world, is that it does increase
profitability morve than any other device that we know of at least
-cost to the I'ederal Trensury.

So we think that is good in that area, but I don’t want to try to com-

}mre apples and oranges. The type of demand that the consumer will
wve is very important but it is a totally different kind of demand.
The companies that want to {ill the demand in whatever form it may
be, making a vacuum cleaner or something, will makes it. As that
demand comes, then there is move demand on the steel company for
steel to make big machinery that makes the vacuum cleaners and so
forth. 1t isall over the lot.

So, we feel the best thing, and this is, ag you know, the strong view
of the Council of Iconomic Advisers, is a combination that would
inerease profitability of investiments through the investment credit.
That had to come first becauso it was ready, I think they would have
been just as glad to see the basic general reform sooner. But it has
taken a certain amount of time to get it ready. When that time comes
it will be certainly more important or probably larger in volume.

Senator Gore. Well, porhaps youand I could agree that an effective
stimulation of demand in the private sector would be a stimulation of
-consumer desive plus ability to purchase,

Secretary Dinton, I think in the broader sense, consumers, of course,
are consumers of capital goods, too, and so that helps.

Senator Gone. T understand, yes. But ability to purchase may
not always exnctly coincide with the desive to purchase.

Secretary Dinrox. Sir, that is correct.

Senator Gonek. In other words, an effective stimulation of demand in
the consumer stream results in the actual purchase of commodities and
supplies and services. .

Now, that being the case, what the economy needs, if it needs stimu-
lation, is money in the spending streain. Is that correct?

Secretary Dinron. I think if the economy needs stimulation and
there are many who think it either does or will in the not too distant
future, that is what it will need primarily, yes.

Senator Gore. All right.

That addition to the spending stream can either come by appropria-
tion of funds, by a movement of public funds into the spending stream
to satisfy the demand in the pub‘ic sector, or by an acceleration of the
movement of funds in the spending stream of the private sector,
either by reducing taxes or providing jobs for people either in the
public or private sector. ‘

Secretary Diron. That is correct.

Senator Gore., From the standpoint of stimulation of the spending
stream in the private sector, a cut in personal income taxes, if that is
the primary reason for a cut, should have the bulk of the tax reduction,
not. only dollarwise but percentagewise, in the segment of our econ-
omy where most of the reduction in taxes would be converted into con-
sumer expenditures.

Secretary DinroN. By consumer expenditures, you exclude capital
expenditures?

Senator Gore. No, I do not.
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Qecretnry Dnaon, Then T would agree if they arve both-ineluded. 1
wanted to bosure, yes,

Henator Gore, You made an interesting comment. n momont, ngo
whon I asked you about tax cuts in personnl income brackets, and 1
took, by way of ilinstreation, a $100,000 increaso in income aftor taxes
for Mr, Blough, and « $100 increase in income after tnxes for n thou-
sund mo,

You stated that. you thoight we had room for hoth,

Will you deseribu that term “room”?

Secvotnry Duaon, Welly T mean in our progream that I think we do
have---

Senator Qore. The program is not necessarily the room,

Seavetary Duaon, That is what I meant,

Senator Gore, Yes,

Socretary Diaon, We do feel that you can have adequate reform
of tho personal income tax strueture and at the same time this in-
vestmont eredit, What the effeet of these two things nre on the econ-
omy presunably would depend on how much expenditures woukl
have mceveased.  ligher profitability of new investment should lead
the United States Steel Corp,, to invest the whole hundred thousand
dol’ as,

Soenator Gore, 1 am not talking of United States Steel, T am talk-
ing about the chairman of the board.

Seeretary Dwron, The individual man. 1 thought you were talk-
ing—-1 misunderstood you, I thought you were talking about. the com-
pany.  You are talking about: the individual.

Sonator Gore. I am speaking of personal income after taxes,

Secretary DiLLon. 1 would suy so far ns consumer expenditures are
concerned, it's obviously a much greater effect on consumer expendi-
tures with the ﬂmusumf people getting a hundred dollars.

Senator GGore. The stimulation of the economy, 1 concede, is pos-
sibly only one of the factors involved ¢

Seeretary Dinron, Thatis right,

Senator Gore. In developing the position of the administration with
respect to tax reduction ¢

Secretary Duron, That is right.

Senator Gore. These questions will serve, 1 hope, to indicate to you
that 1 feel the need for the economy next year will lie in stimnlation
of consumer demand, and in satisfaction of the unfilled demand in the

ublic sector. If approached in those two ways, 1 think we would
wrve n moroe efficacious program. 1 don’t ask you to agree, but I would
suggest, if you are going to tike Senator Byrd’s suggestion and Sena-
tor Douglas’ suggestion, that you at least consider talking about this.

Secretary DitrLox. 1 would be delighted to, Senator.

Senator Gore. All right.

The Cuamryan. Senator Hartke?

Senator Harrke. One advantage about sitting over here is that
you get to listen to what everybody else says. Sometimes you have to
sit an awfully long time.

Mr. Secretary, as I understand, following on what Senator Gore has
said and what I understood you to say, you think this is a two-prong
attack basically in the field of taxation, that is, there must be such an
attack in order to have this economic growth that you feel is desirable
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and that the President feels is desirable; that you must have some-
thing which encournges investment to increase m the United States,
and which incerensos purchasing power. 'The two go together.,

Secretary Diion, That is correct, yes.

Senutor Hanrke, You know 1 have been an advoeate of this for o
long time, maybe not. in line with your approach, but I have o tax
reduction bill which dates back to 1961, and reinvestment. deprecia-
tion bill and, frankly, T don’t seem to he uble to convinee anybody
nbout, the morits of my proposal.  But maybe the theory will go
through,

In line with this, however, there is one thing that has recently been
brought to my attention which is a little bit disturbing with regard to
the investment side.

Profits for buginess generally ave up considerably after taxes, isn’t
that true?

Seerotary Dinton, Compared to lust year, they are up,

Senator Hareke, Compared to Inst yenr?

Seeretary Dinron. Compared to any full previous year, they are up
congidorably. "They are not up compared to the total volume of busi-
nosy, total snles, and business as o whole feels they arve not operating
ona very profitable basis beeause of that.

But. in absolute vohume they certainly are up.

Senator Harrke, And profits are up, and as the net result those
profits can be handled basically in two ways, isn’t this true, either
s distribution to the stockholders or rel,uim-({us undistributed profits,

Secretary Dinton. Right.

Senator Harrke. Now, in this field, T have been informed, and I
don’t. know whether I am right or not, but the dividends have also
been increased substantially over any prior year?

Secretary Dinron, Dividends foy 1510 past few years have increased
regularly every year, and I think that trend is still contiauing.

Senator Iawrke. And the undistributed profits also have been
incrensed. But the percentage of undistributed profits in relation to
the percentage of dividends has been seve cely restricted.

Seeretary Dinron. Tt has gone down, yes. They are distributing—
I think it is quite true that teday Amei :an business s & whole -iswdis-
tributing— -in dividends to stockholder;; a substantially greater per-
confnfeofearnings than was the case 10 years ago, or 20 years ago, or
30 years ago.

enator IHarrke., And basically the investment of a corporation
comes from its undistributed profits?

Secretary Dinron, Undistributed profits and depreciation,

Sonator Harrke., Yes, That is right,

Secretary Dinron. Of course, this is one reason, T think, that this
situation has occurred: because depreciation accruals have increased
very greatly from what were clearly the inadequate levels immediately
after the war. That sives a flow of funds for investment that has
continued to grow and has been reasonably satisfactory.

Senator IHarrxe, As T understand the theory of the administration
and the Treasury Department in these recommendations on invest-
ment the idea is that there is a twofold advantage.

On the ore thing, for example. in machinery and ernipment, some-
body has to produce those items, if the money is invested in them.
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Seeretary Dinron. Right,

Senator Harrir, 'This creates jobs.

Secrotary Dinron. That isvight,

Senator Harrke. This in turn creates purchasing power, isn’t this.
the basic concept ¢ -

Secretary Dinron, Youare absolutely right, yes.

Senator IMavrkr. And this, in effect, does erente an incrense in the:
amount of this go-called—T have forgotten what. Senntor Gore called
it—this kind of a stream,

Secretary Dinton. Spending stream.

Senator Harrke, This increases the spending stream on one phase.
© Seeretary Dirron, Thatis right.

Senator ITakrke. Now, the indications are if there is n tax cut for-
individuals, this would increase the spending stream on the other.

Secrotary Dinron. That is right.

Senator Harrkr, And in line with this, although this is a policy
which is advoeated, some of our friends, more particularly those on
the other side of the line, indicate that this is because the administra-
tion is fearful of a recession at this time.

As Tunderstand it the administration has been snying this, “We are
not content. to have America be stagnant. 'We want to move forward,”
and the way to move forward is to go aheard and find out what has
kept us in the position of not moving as rapidly as other industrinl
nations in the world,

And in order to increase this, including the gross national produet,.
wo must go nhead and make these reforms in the fields of taxes as well
as other items in the field of administration.

Secretary DiLron. That is absolutely right. It is not for any fear
of imminent recession. It is rather because of a lack of satisfaction:
with the rate at which progress has been achieved,

Senator Harrke. And thei s has been evidently in the field, in the
minds of a lot of the consunung public the feeling that we are going'
to move forward because althoug*l you indicated 1955 was o big auto-
mobile year which was probably occasioned as the result of an unfilled
demand during the war, every indication is that this is going to be
either the second biggest automobile year or else the biggest one, isn’t
that true?

Secretary Dirron. Right close to 1955.

Senator Hartke. It seems the confidence of the people is pretty well
restored in the development of the Anierican economy and I for one
want to congratulate those people in the administration for creating
the confidence in the future of America.

Secretary DiLLon. Thank you,sir.

Senator Harrke. I have one other question very technical in nature.

The airlines have presented to me a situation concerning—I am not
sure whether it deals with this matter of taxes extension or not but
this is a question of the so-called oversea flights and over the so-called
polar routes. I suppose it has been presented to you. But this basic-
ally deals with a proposition of trying to be competitive and still have
to pay transportation tax here on flights which originate in the United
States, and end up overseas.
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I know it is 12:30 and in view of the time I would like to submit this
statement to you and ask the Treasury Department to give us their
opinion as to whether or not this can be corrected.

Secretary DiLron. I would be glad to do that.

(The foﬁ’owing was later received for the record :)

TAXATION OF TRANBPORTATION T0 OR IFROM IFOREIGN COUNTRIES

Transportation beginning in the United States and ending in foreign countries,
other than Canada or Mexleo, may be efther partially tuxable or wholly exempt.
Such trips are taxable on the portlon of the fare allocable to the trip from
the starting point to the last stop in the United Btates, If there is no stop in
the United States after the departure, the trip is entirely tax free. Trips to
Canada or Mexico are fully taxable if they terminate within 225 miles of the U.S.
border. If tho trip to Canada or Mexico terminates beyond the 225-mile zone,
the transportation is taxable only from the polnt of departure in the United
States to the last stop (if any) in the United States. These rules apply equally
to return trips from foreign arens. However, the rules are applicable only if
the transportation is paid for in the United States, If transportation is paid
for outslde the United States, it is taxable only if it begins and ends in the
United States,

The Cuuamsan. Have you concluded, Senator?

Senator Hawrks, That is all.

The Cirairman. Thank you very much, Mr, Secretary.

We will be seeing you aganin soon.

Secretary Diuron, All right.

The Cramrman. At the request of Senator Wayne Morse I submit
for the record a copy of a letter which he received from Portland In-
dustrial Traffic Club.

('The letter referred to follows:)

PPORTLAND INDUBTRIAL TrRAFFIC CLUB,
Portland, Oreyg., March 9, 1962.

Subject: Repeal of the 10-percent Federal excise tax on amounts paid for trans-
portation of persons.

Senator WAYNE 1., MORSE,
U.8. 8cnate, Washington, D.O,

My DeAr SENATOR Morse: The Portland Industrial Trafic Glub, whose mem-
bership i8 composed of leading trafiic managers in the Portland-Vancouver metro-
politan area and representatives of Oregon flrms who are large users of com-
mercial passenger transportation, urges your support of legislation which would
repeal the 10-percent Federal excise tax on the movement of people. Briefly, our
statement of position follows:

1. We helieve that the chapter of the Internal Revenue Code imposing the tax
and other parts of the code which refer to the transportation tax should be re-
pealed or amended in entirety such as proposed by 8. 2755 (Smathers) and,
no doubt, others which will be introduced at a later date. We do not believe
that any compromises should be made with respect to repeal such as proposed by
the President which would, in fact, retain a semblance of tax for airway user fees
or for other purposes. Our members feel usage fees, if appropriate, should be
treated separately and apart from transportation tax consideration.

2. Because of its natural geographic location, the Portland-Vancouver metro-
politan area is predominantly dependent upon long-haul transportation. To that
extent, the population and industry of the Portland-Vancouver metropolitan area
and, in fact, the entire Pacific coast is paying a disproportionate share of taxes.
The taxes presently imposed and the continuation as proposed ly the President
is and would be discriminatory as against the entire west coast.

3. Tourism is an important industry to Oregon and the Paciflc Movrthwest. The
10-percent transportation tax, coupled with the long-haul transpo tation factors,
are often an effective barrier to those considéring vacations and conventic's in
the Pacific Northwest., Convention business is exceptionally ctavetitive 'The
handieap of disproportionate transportation taxes should be removad.
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4. It is n matter of public information that the Nation’s common carriers of
passengers via all modes of transportation have reflected unsatisfactory profit
and revenue pictures during recent years. The IFederal excise tax on the move-
ment of people was installed as a wartime emergency measure in order to dis-
courage passenger travel. It has accomplished its purpose. The national de-
fense and welfare requires a strong national passenger transportation system,
Ivery effort should be made to encourage usage and further expansion of present
facilities. 'The repeal of the present tax which would, in fact, amount to a 10-
percent reduction in passenger fares, should stimulate a considerable amount of
additional revenue and profif, much of,which would be returned to the Govern-
ment in the form of additional income tax payments from the carriers.

5. Because n great portion of passenger travel today, particularly via the
Nation’s airlines and railroads, i8 business travel, the expenses are deductible for
tux purposes as an ordinary business expense. A good portion of revenues which
might be lost to the Government by repeal of the 10-percent Federal excise tax
on passenger transportation would, therefore, be replaced in part by increased
income tax payments from industry.

We earnestly solicit your serious consideration of the above points during
your deliberations on measures involving modification or repeal of the Federal
excise tax on amounts paid for transportation of persons.

Very truly yours,
Bent KELLEY, President.

(Whereupon, at 12:30 p.m., the cormmittee stood in recess.)
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