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TAX ADJUSTMENT ACT OF 1966

FRIDAY, FEBRUARY 205, 1966

U.S. SENATE,
CoMMmITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to the call of the chairman, at 9 aan,,
in rcom 2221, New Senate Office Building, Senator Russell B. Long
(chairman) presiding.

Present: Senators Long, Smathers, Anderson, Douglas, Gore,
Talmadge, McCarthy, Metealf, Hartke, Williams, Bennett, and
Dirksen.

Senator Lone., The hearing will come to order.

This hearing has been called for the purpose of receiving testimony
on the recommendations of the President for raising revenues to help
defray the rising costs of the Vietnam conflict.

Public notice of the hearing was made on February 17, and persons
desiring to testify were urged to submit their requests by the close of
business Wednesday, February 23. Only one request was received.

The President’s program, together with certain refinements made by
the Committee on Ways and Means of the House of Representatives,
and by the IHouse itself, is reflected in H.R. 12752, which passed the
House Wednesday.

Without objection, a copy of the bill before us, together with a sum-
mary of its provisions prepared by the staff of the joint committee,
and the committee announcement, will be made a part of the record
at this point,

(The documents referred to follow:)



TAX ADJUSTMENT ACT OF 1966

\,...‘lgo‘xjggmss H R 12752

IN THE SENATE OF THE UNITED STATES

. FEbRUARY 24,1066
Read twice and referred to the Committeo on Finance

AN ACT

To provide for graduated withholding of income tax from wages,
to require declarations of estimated tax with respect to self-
employment income, to accelerate current payments of esti-
mated income tax by corporations, to postpone certain exocise
tax rate reductions, and for other purposes,

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE, ETC.

(2) SmorT TITLE.—This Act may be cited as the “Tax
Adjustment Act of 1966”,
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TAX ADJUSTMENT ACT OF 1966

2
(b) AMENDMENT OF 1954 Cobi.—Excopt as otherwise

oxpressly provided, whenever in this Act an amendment or

ropeal is expressed in terms of an amendment to, or repeal

of, a scction or other provision, the reference shall he con-

sidered to bo made to a scction or other provision of the

Internal Revenue Codo of 1954.

TITLE I—ADJUSTMENT OF CERTAIN COLLECTION
PROCEDURES

SECTION 101. INCOME TAX COLLECTED AT SOURCE,

(a) PrropNTAGE METHOD OF WiTHHOLDING.—Sub-
section (a) of section 3402 (relating to requiremont of
withholding) is amended to read as follows:

“(a) REQUIREMENT oF WITHHOLDING.—Every om-
ployer making payment of wages shall deduct and withhold
upon such wages (except as otherwise provided in this sco-
tion) a tax determined in accordance with the following
tables. For purposes of applying such tables, the term ‘the
amount of wages’ means the amount by which the wages

excced the number of withholding exemptions claimed, multi-



4

TAX ADJUSTMENT ACT OF 1966

8
plied by the amount of one such exemption as shown in the

table in subsection (b) (1) :

“Table 1-—If the payroll period with respect to an employee is
WEEKLY

“(a) Single Person—Including Head of ITousehold:

If the amount of wages is: The amount of income tax to be
: withheld shall be:

Not over $4. e .. - 0
Over $4 but not over $18.._....... 14% of excess over $4.
Over $13 but not over $23___.__... $1.26 plus 15% of excess over $13.
Over $23 but not over $85_ - ... $2.70 plus 17% of excess over $23.
Over $85 but not over $169_...... $13.30 plus 20% of excess over $85.
Over $169 but not over $212........ $Sg.11é)9 plus 25% of excess over
Over $212 e $4g‘)8152 plus 30% of excess over

“(b) Married Person:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $4. e 0.
Over $4 but not over $238... ... 14% of excess over $4.
Over $23 but not over $85_ ... $2.66 plus 15% of excess over $23.
Over $85 but not over $169___..._._ $11.06 plus 17% of excess over $85,
Qver $169 but not over $340______ $26.24 plus 20% of excess over $169,
Over $340 but not over $423______ $60.44 plus25% of excess over $340,
Over $428. e $81.19 plus 30% of excess over $423.

“Table 2—If the payroll period with respect to an employee is
BIWEEKLY

“(a) Single Person—Including Head of Household:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $8 —— 0.
$8 but not over $27. oo ccamnan 14% of excess over $8.
(Over $27 but not over $46._ ... $2.66 plus 15% of oxcess over $27.
Over $46 but not over $169_.___._ $5.51 plus 17% of excess over $46.
Over $169 but not over $388....... $26.42 plus 20% of excess over $169.
Over $338 but not over $423.......... $60.22 plus 25% of excess over $338.

Over $428. e $81.47 plus 30% of excess over $423.

rn s e Sm—
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4
“(b) Married Person:
If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $8. o 0.
Over $8 but not over $46-........ 149 of excess over $8.
Over $46 but not over $160_.__.. $5.32 plus 18% of excess over $46.
Over $169 but not over $338.._____ $23.77 plus 17% of excess over $169.
Qver $838 but not over $681...... $52.60 3;1113 20% of excess over $338.
Over $681 but not over $84¢......... $121 10 plus 25% of excess over
Over $840. e $lg% 435 plus 30% of excess over

“Table 3—If the payroll period with respect to an employee is
SEMIMONTHLY

“(a) Single Person—Including Head of Household:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over @8, oo 0.
Over $8 but not over $29...... - 14% of excess over $8,

Over $29 but not over $50._...
Over $50 but not over $183..
Over $183 but not over $367

$2.94 plus 15% of excess over $29.
$6.09 plus 17% of excess over $50.
$28. 17% plus 20% of excess over

Over $367 but not over $458...__. $6g 569? plus 25% of excess over
Over $458 oo $8§425 plus 30% of excess over

“(b) Married Person:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $8_ e 0.
Over $8 but not over $50. . e o e 14% of excess over $8.
Over $50 but not over $183....... $5.88 plus 16% of excess over $50.
Over $183 but not over $367........ $2518833 plus 17% of excess over
Over $367 but not over $738....... 35; 117 plus 20% of excess over
Over $738 but not over $017__.._. $lg%3%1 plus 25% of excess over

Over $917 - oo e $lgg.l(?76 plus 30% of excess over
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“Table 4~—If the payroll period with respect to an employee is
MONTHLY

1 “(a) Single Person—Including Head of Household:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $17_ e 0.
Over $17 but not over $58...... - 14% of excess over $17.
Qver $58 but not over $100.. ... $5.74 plus 15% of excess over $38.
Over $100 but not over $367-_ - $I% 0610 plus 17% of oxcess over
Over $367 but not over $738......_ $57. 4g7 plus 20% of excess over
Over $733 but not over $917_..... $180.63 plus 28% of excess over
Over $917 $176.'6'8. plus 30% of excess over
$017.
2 “(b) Married Person:
If the amount of wages is: The amount of income tax to be
wlthheld shall be:
Not over $17. v ecceccccmmcecm
Over $17 but not over $100........—- 14% of excess over $17.
Over $100 but not over $367- ... $1é1602 plus 15% of excess over
0.
Over $367 but not over $788........- $51.67 plus 17% of excess over
Over $733 but not over $1,475..._ - $113.86 plus 20% of excess over
Over $1,475 but not over $1,883.... 3262.423.5})1“ 28% of excess over
Over $1,833 e ooeoememam $351.79 plus 80% of excess over
$1,838.
“Table 5—If the payroll period with respect to an employee is
QUARTERLY
3 “(a) Single Person—Including Head of Household:
If the amount of wages is: The amount of income tax to be
withheld shall be:
Not. over $80 0.
Over $50 but not over $175..... 14% of excess over $50.
Over $175 but not over $800.._... $l7.1§7% plus 18% of excess over
Qver $300 but not over $1,100....._ $86.25'plus 17% of excess over

Over $1,100 but not over $2,200..... $17%.¥go plus 20% of excess over

Over $2,200 but not over $2,750. .. 8892:25 .plua 28% of excess over

Over $2,750 $520.78 plus 80% of excess over
' $2,780.

[ p—
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“(b) Married Person:
If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $50 0.
Over $60 but not over $300... .. 14% of excess over $50.
Over but not over $1,100-... . sagao& plus 15% of excess over

Over $1,100 but not over $2,200.... $1566 plhs 17% of excess over $1,100.
Over $2,200 but not over $4,425_..... $342 plus 20% of excess over §2,200.
Over $4,425 but not over $5,500-._.  $787 plus 25% of excess over $4,425.

Over 88,500 oo oo e $1,0588.75 plus 80% of excess over
$5,600.
“Table 6—If the payroll perfod with respect to an employee is
SEMIANNUAL

“(a) Single Person—Including Head of Household:

If the amount of wages is: The amount of income tax to be
‘ withheld shall be:
Not over $100. v eeccaene 0.
Qver $100 but not over $360.... ... 14% of excess over $100.
Qver $350 but not over $600........ gszs.oo plus 18% of excess over $350.
Over $600 but not over $2,200__.. $72.50 plus 17% of excess over $600.

Over $2,200 but not over $4,400... $344.50 plus 20% of excess over

$2,200,

Over $4,400 but not over $5,500..... $784’.280 plus 25% of excess over

Over $8,500. . e cecveeeea $l,0!5’9.5(5 plus 80% of excess over
$5,500.

“(b) Married Person:
If the amount of wages is: The amount of income tax to be

withheld shall be:

Not over $100. v e 0.

Over $100 but not over $600........ 14% of excess over $100.

Over but not over $2,200....... $70 J)lus 15?& of excess over $600.

Qver §2,200 but not over $4,400...... 10 plus 17% of excess over $2,200.

Over $4,400 but not over $8,850_... $684 plus 20% of excess over $4,400,

Over $8,850 but not over $11,000_.. $1,574 plus 25% of excess over

850,
Over $11,000- - e oo $2,111.50 plus 80% of excess over

$11,000.
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“Table 7—If the payroll period with respect to an employee is
ANNUAL

1 “(a) Single Person—Including Head of Household:

The amount of income tax to be
withheld shall he:

0.
14% of excess over $200.

If the amount of wages is:

Not over $200. _ oo
Qver $200 but not over $700_ ...
Over $700 but. not over $1,200.___ ... $70 plus 15% of excess over $700.

Over $1,200 but. not over $4400____  $145 plus 17% of excess over $1,200,
Over $4,400 but not over $8,800__. $680 plus 20% of excess over $4,400.
Over $8,800 but not over $11,000___  $1,669 plus 25% of excess over

Over 811,000 o $2,1f0 J;lus 30% of excess over
$11,000,

2 “(b) Married Person:

If the amount of wages is: The amount of income tax to be
withheld shall be:
Not over $200. oo 0.

QOver $200 but not over $1,200.... li% of excess over $200.

Over $1,200 but not over $4,400__. $1é(: o lus 15% of excess over
Over $4,400 but not over $8,800.. $020’ &;ixs 17% of excess over
Over $8,800 but not over $17,700._.. $1,36’8 Oé;lus 20% of excess over
Over $17,700 but not over $22,000.. $3,1i1:§7 5@3113 25% of excess over
Over $22,000. oo over

,700.
$4,223 plus 80% of excess
522,000,

“Table 8—If the payroll period with respect to an employee is a
DAILY payroll period or a miscellaneous payroll period

3 “(a) Single Person—Including ead of Household:

If the amount of wages divided by The amount of income tax to he

the number of days in the pay-
roll period is:
Not over $0.50 e
Over $0.50 but not over $1.90____
Qver $1.90 but not over $3.30____.
Over $3.30 but not over $12.10_.__
Over $12.10 but not over $24.10__

Over $24.10 but not over $30.10_.
Over $30.100 - - oo

withheld shall be:

0.
14% of excess over $0.50.

$0.20 plus 15% of excess over $1.90,
$0.41 plus 17% of excess over $3.30.
$1.9l2 Iz)lus 2% of excess over

$12.10.

$4.31 plus 25% of excess over
$24.10.

$5.81 I)lus 80% of excess over
$30.10.
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1 “(b) Married Person:

If the amount of wages divided by The amount of income tax to be
the number of days in the pay- withheld shall be:
roll period is:
Not over $0.50. e 0.
Over $0.50 but not over $3.30.. 14% of excess over $0.50.
Over $3.30 but not over $12.10__...  $0.39 plus 18% of excess over $3.30.
Over $12.10 but not over $24.10..... $l.gll2 R)lus 17% of excess over

Over $24.10 but not. over $48.50...... &'3.75.]61.118 200 of excess over
1

QOver $48.50 but not over $60.30...... $8.088' piua 2% of excess over
50

Over 60,30 e oo $11.5§ 8'1115 30% of oxcess over
$60.30."

(b) AmouNT oF WiTHHOLDING EXEMPTION.—DPara-

graph (1) of section 3402 (D) (relating to percentage

2

3

4 method withholding table) is amended by striking out the
5 table set forth thercin and inserting the following table in
6

lieu thereof:

“Percentage Method Withholding Table

Payroll period Amount of one withholding
exemption:
WeeklY e mmeem $13.50.
Biweekly..- 26.90.
Semimonthly e ceeoaeean 29.20.
Monthly - 58.80.
Quarterly oocmmnceeneccccaaa. 178.00,
Semiannual e cca———— 850.00.
Al e 700.00.
Daily or miscellaneous (per day 1.90.”
of such period).
7 (c) Wage BrACKET WITHHOLDING.—Paragraph (1)

8 of section 3402 (c) (relating to wage bracket withholding)
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“If the payroll period with respect to an employee is weekly and

he is not married—
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TAX ADJUSTMENT ACT OF 1966

14
“If the payroll period with respect to an employee is biweekly and

he is not married—
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16
“If the payroll period with respect to an employee is biweekly and

he is married—
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TAX ADJUSTMENT ACT OF 1966

16
“If the payroll period with respect to an employee is biweekly and

he is married—
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TAX ADJUSTMENT ACT OF 19066
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17
“If the payroll period with respect to an employee is semimonthly

and he is not married—
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TAX ADJUSTMENT ACT OF 1966

18
“If the payroll period with respect to an employee is semimonthly

and he is not married-—
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TAX ADJUSTMENT ACT OF 1966

20

19
“If the payroll period with respect to an employee is semimonthly

and he is married—
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TAX ADJUSTMENT ACT OF 19066

20
“If the payroll period with respect to an employee is semimonthly

and he is married—
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22 TAX ADJUSTMENT ACT OF 1966

21
“If the payroll period with respect to an employee is monthly and
he is not married—
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TAX ADJUSTMENT ACT OF 1966
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28
“If the payroll period with respect to an employee is monthly and

he is married—
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TAX ADJUSTMENT ACT OF 1966

24
“If the payroll period with rgspect to an employee is monthly and

he is married—
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25

“If the payroll period with respect to an employee is a daily pay-
roll period or a miscellaneous payroll period and he is not married—
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TAX ADJUSTMENT ACT OF 1966

26
“If the payroll period with respect to an employee is a daily pay-

roll period or a miscellaneous payroll period and he is not married—
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TAX ADJUSTMENT ACT OF 1966

28

27
“If the payroll period with respect to an employee is a daily pay-

roll period or a miscellaneous payroll period and he is married—
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TAX ADJUSTMENT ACT OF 1966
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“If the payroll period with respect to an employee is a daily pay-

2
roll period or a miscellaneous payroll period and he is married—
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(d) DiscrLosURE OF MARITAL STATUS; DETERMINA-
TION OF MARITAL STATUS; TREATMENT OF SURVIVING
Srousk.—Section 3402 (relating to income tax collected at
source) is amended by adding at the end thereof the follow-
ing new subsection:

“(1) DETERMINATION AND DISCLOSURE OF MARITAL
STATUS,.—

“(1) DETERMINATION OF STATUS BY EM-
PLOYER.—Tor purposes of applying the tables in sub-
sections (a) and (c) to a payment of wages, the em-
ployer shall treat the employee as a single person unless
there is in effect with respect to such payment of wages
a withholding exemption certificate furnished to the em-
ployer by the employee after the date of the enactment
of this subsection indicating that the employee is
married. !

“(2) DISCLOSURE OF STATUS BY EMPLOYEE.—An
employee shall be cntitled to furnish the employer with
a withholding exemption certificate indicating he is mar-
ried only if, on the day of such furnishing, he is married

(determined with the application of the rules in para-
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graph (3)). An employes whose marital status
changes from married to single shall. at such time as the
Secretary or his delegate may by regulations prescribe,
furnish the employer with a new withholding exemption
certificate.

““(8) DETERMINATION OF MARITAL STATUS.—For

purposes of paragraph (2), an employee shall on any
day be considered—

“(A) as not married, if (i) he is legally
separated from his spouse under a decree of divorce
or separate maintenance, or (ii) either he or his
spouse is, or on any preceding day within the
calendar year was, a nonresident alien; or

“(B) as married, if (i) his spouse (other than
a spouse referred to in subparagraph (A)) died
within the portion of his taxable year which pre-

31

cedes such day, or (ii) hie spouse died during one .

of the two taxable years immediately preceding
the current taxable year and, on the basis of facts
existing at the beginning of such day, the employee

reasonably expeots, at the olose of his taxable year,

to be a surviving spouse (as defined in section 2

(b)).”

(e) WITHHOLDING ALLOWANCES FOR ITEMIZED DR~

20 pyorIONs.—
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(1) ArLLOwANOE.—Section 3402 (f) (1) (relating
to withholding exemptions) is amended—

(A) by striking out “and” at the end of
subparagraph (D),

(B) by striking out the period at the end of
subparagraph (E) and inserting in lieu thereof
“: and”, and

(C) by adding at the end thereof the follow-
ing new subparagraph:

“(F) any allowance to which he is entitled
under subsection (m), but only if his spouse does ‘
not have in effect & withholding exemption certifi-
cate claiming such allowance.”

(2) WITHHOLDING ALLOWANOCES BASED ON ITEM-
1ZED DEDUCTIONS.—Section 3402 (relating to income

..tax collected at source) is amended by adding at the
. end thereof the following new subsection:
“(m) WITHHOLDING ALLOWANCES BAsED ON ITEM-
1zZED DEDUOTIONS.— -

“(1) GENERAL RULE.—An employee shall be en-
-titled io withholding allowances under this. subsection
“with respect to a payment of wages-in a number equal
to the number determined by dividing by $700 the

exoess.of —
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“(A) his estimated itemized deductions, over
“(B) an amount equal to the sum of 12 per-
cent of the first $7,500 of his estimated wages and
17 percent of the remainder of his estimated wages.
If the number determined under the preceding sentence is
not a whole number, the fraction shall be disregarded ; ex-
cept that, if the number determined is one-half or more but
less than one, it shall be increased to one.
“(2) DEeriNiTIONS.—For purposes of this sub-
section—
“(A) ESTIMATED ITEMIZED DEDUCTIONS.—
The term ‘estimated itemized deductions’ means the
aggregate amount which he reasonably expects will
be allowable as deductions under chapter 1 (other
than the deductions referred to in sections 141 and
151 and other than the deductions required to be
taken into account in determining adjusted gross
income under section 62) for the estimation year.
In no case shall such aggregate amount be greater
than the amount of such deductions shown on his
return of tax under subtitle A for the taxable year
preceding the estimation year.

_“(B) EsTIMATED WAGES.—The term ‘esti-
mated wages’ means the aggregate amount which he -
reasonably expects will constitute wages for the
estimation year.- In no case shall such aggregate
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amount be less than the amount of wages shown
on his return for the taxable year preceding the
estimation year.

“(C) ESTIMATION YEAR.—In the case of an
employee who' files his return on the basis of a
calendar year, the term ‘estimation year’ means—

“(i) with respect to payments of wages
after April 30 and on or before December 31
of any calendar year, such calendar year, and

“(ii) with respect to payments of wages
on or after January 1 and before May 1 of any
calendar year, the preceding calendar year (or,
if the employee has filed a return for the pre-
ceding calendar year, and if he has in effect

a withholding allowance under this subsection

based on using the current calendar year as

the estimation year, such current calendar

year) .

In the case of an employee who files his return on
a basis other than the calendar year, his estimation
year, and the amounts deducted and withheld to be
governed by such estimation year, shall be deter-
mined under regulations prescribed by the Secretary
or his delegate.
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“(3) SPECIAL RULES.—

“(A) MARRIED INDIVIDUALS.—The number of
withholding allowances to which- a husband and
wife are entitled under this subsection shall be de-
termined on the basis of their combined wages and
deductions. This subparagraph shall not apply to a
husband and wife who filed separate returns for the
taxable year preceding the estimation year and who
reasonably expect to file separate returns for the
estimation year.

“(B) ONLY ONE CERTIFICATE TO BE IN
BFFECT.—In the case of any employee, withhold-
ing allowances under this subsection may not be
claimed with more than one employer at any one
time.

“(C) TERMINATION OF EFFECTIVENESS.—In
the case of an employee who files his return on the
basis of a calendar year, that portion of a withhold-
ing exemption certificate which relates to allow-
ances under this subsection shall not be effective
with respect to payments of wages after the first
April 80 following the close of the estimation year

- on which it is based.

“(D) LiMrraTIoN.—The Secretary or his
delegate may by regulations provide that one or

35
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more of the withholding allowances to which an
employee would, but for this subparagraph, be en-
titled under this subsection shall be denied because
such employee’s estimated wages are above the
level at which the amounts deducted and withheld
under this chapter are generally sufficient to offset
the liability for tax under chapter 1 with respect
to the wages from which such amounts are deducted
and withheld.

“(E) AUTHORITY TO PRESCRIBE TABLES,—
The Secretary or his delegate may prescribe tables
pursuant to which employees shall determine the
number of allowances to which they are entitled
under this subsection. Such tables may be based
on reasonable wage and itemized deduction brackets.

“(F) TREATMENT OF ALLOWANCES.—For
purposes of this title, any withholding allowance
under this subsection shall be treated as if it were
denominated a withholding exemption.”

(3) STATUS DETERMINATION DATE.—The last sen-

tenoe of section 3402 (f) (3) (B) is amended to read as
follows: “For purposes of this subparagraph, the term
‘status determination date’ means January 1, May 1,
July 1, and October 1 of each year.” '

. (4) CIviL PENALTY.—
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(A) Subohapter B of chapter 68 (relating to
assessable penalties) is amended by adding at the
end thereof the following new section:
“SEC. 6682. FALSE INFORMATION WITH RESPECT TO
WITHHOLDING ALLOWANCES BASED ON
ITEMIZED DEDUCTIONS.

“(a) CiviL PeNALTY.—In additioni to any criminal
penalty provided by law, if any individual in claiming a
withholding allowance under section 3402 (f) (1) (F) states
(1) that the wages (within the meaning of chapter 24)
shown on his retufn for any taxable year were less than
such wages actually shown, or (2) that the itemized deduc-
tions referred to in section 3402 (m) on the return for any
taxable year were greater than such deductions actually
shown, he shall pay a penalty of $50 for each such state-
ment, unless (1) su;zh statement did not result in a decrease
in the amounts deducted and withheld under chapter 24, or
(2) the taxes imposed with respect to the individual under
subtitle A for the succeeding taxable year do not exceed
the sum of (A) the credits againsv such taxes allowed by
part IV of subchapter A of chapter 1, and (B) the pay-
ments of estimated tax which are considered payments on
account of such taxes.

“(b) DerromeNoY ProoEpURFS Nor To APPLY.—
Subchapter B of chapter 63 (relating to deficiency pro-

37
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cedures for income, estate, and gift taxes) shall not apply
in respect of the assessment or collection of any penalty
imposed by subsection (a).”
(B) The table of sections of such subchapter
B is amended by adding at the end thereof the

following:

“Sec. 6682. False information with respect to withholding
allowances based on itemized deductions.”

(5) CRIMINAL PENALTY.—Section 7205 (relating
to fraudulent withholding exemption certificate or fail-
ure to supply information) is amended— ,

(A) by striking out “section 3402 (f)”’ and
inserting in lieu thereof “section 3402”, and

(B) by striking out “any penalty otherwise
provided” and inserting in lieu thereof “any other
penalty provided by law (except the penalty pro-

vided by section 6682)”.

(6) ErreECTIVE DATE.~—The amendments made by
paragraphs (1) and (2) of this subsection shall apply
only with respect to remuneration paid after Decem-
ber 31, 1966, but only with respect to withholding
exemptions based on estimation years beginning after
such date.

(f) TRANSITIONAL DETERMINATION STATUS DATE.—

Notwithstanding section 3402 (f) (8) (B) of the Internal
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Revenue Code of 1954, a withholding exemption certificate
furnished the employer after the date of the enactment of
this Act and before May 1, 1966, shall take effect with
respect to the first payment of wages made on or after
May 1, 1966, or the 10th day after the date on which such
certificate is furnished to the employer, whichever is later,
and at the election of the employer such certificate may
be made effective with respect to any payment of wages
made on or after the date on which such certificate is
furnished.

(g) ErrecTIvE DATE.—The amendments made by
this section (other than subsection (e)) shall apply only
with respect to remuneration pa.id'a.fter April 30, 1966.
SEC. 102. ESTIMATED TAX IN CASE OF INDIVIDUALS.

(a) INOLUSION OF SELF-EMPLOYMENT TAx IN EsTI-
MATED TAx.—Section 6015 (c) (relating to definition of
estimated tax in the case of an individual) is amended to
read as follows: '

“(¢) EsTiIMATED TAX.—For purposes of this title, in
the case of an individual, the term ‘estimated tax’ means—

“(1) the amount which the individual estimates as
the amount of the income tax imposed by chapter 1
for the taxable year, plus

“(2) the amount which the individual estimates

39
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as the amount of the self-employment tax imposed by
chapter 2 for the taxable year, minus

“(8) the amount which the individual estimates
as the sum of any credits against tax provided by
part IV of subchapter A of chapter 1.”
(b) AppitTioN T0 TAX FOR UNDERPAYMENT OF

EstiMaTED TAX.-- |

(1) Section 6654 (a) (relating to addition to the
tax for underpayment of estimated tax by an individual)
is amended by inserting after “‘chapter 1” the following:
“and the tax under chapter 2",

(2) Section 6654 (d) is amended to read as

follows:

“(d) ExceprioN.—Notwithstanding the provisions ot . -

the preceding subsections, the addition to the tax ‘with're-
spect to any underpayment of any installment »'sﬁ;n not be
imposed if the total amount of all payments of estimated tax
made on or before the last date prescribed for the payment -
of such installment equals or exceeds the amount which
would have been required to be paid on or before such date
if the estimated tax were whichever of the following is the
least—

“(1) The tax shown on the return of the individual

for the preceding taxable year, if & return showing a
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liability for tax was filed by the individual for the pre-
ceding taxable year and such preceding year was a
taxable year of 12 months.

“(2) An amount equal to 70 percent (66§ percent
in the case of individuals referred to in section 6073 (b),
relating to income from farming or fishing) of the tax
for the taxable year computed by placing on an annual-
ized basis the taxable income for the months in the
taxable year ending before the month in which the
installment is required to be paid and by taking into
account the adjusted self-employment income (if the
net earnings from self-employment (as defined in sec-
tion 1402 (a)) for the taxable year equal or exceed
$400). Tor purposes of this paragraph—

“(A) The taxable income shall be placed on

an annualized basis by—

“(i) multiplying by 12 (or, in the case
of a taxable year of less than 12 months, the
number of months in the taxable year) the tax-
able income (computed without deduction of
personal exemptions) for the months in the tax-
able year ending before the month in which the
irfsta,llment is required to be paid,

41
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“(ii) dividing the resulting amount by the
number of months in the taxable year ending

before the month in which such installment date

- falls, and

*“(iii) deducting from such amount the de-
ductions for personal exemptions allowable for
the taxable year (such personal exemptions
being determined as of the last date preseribed
for payment of the installment).

“(B) The term ‘adjusted self-employment in-

come’ means—

“(i) the mnet earnings from self-employ-
ment (as defined in section 1402 (a) ) for the
months in the taxable year ending before the
month in which the installment is required to
be paid, but not more than

“(ii) the excess of $6,600 over the amount
determined by placing the wages (within the
meaning of section 1402 (b) ) for the months in
the taxable year ending before the month in
which the installment is required to be paid on
an annualized basis in & manner consistent with

clauses (i) and (ii) of subparagraph (A).
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“(3) An amount equal to 90 percent of the tax
computed, at the rates applicable to the taxable year,
on the basis of the actual taxable income and the actual
self-employment income for the montks in the taxable
year ending before the month in which the installment
is required to be paid as if such months constituted the
taxable ycar.

“(4) An amount equal to the tax computed, at the

rates applicable to the taxable vear, on the basis of the

taxpayer’s status with respect to personal exemptions

undor section 151 for the taxable year, but otherwise on
the basis of the facts shown on his return for, and the
law applicable to, the preceding taxable year.”

(8) Section 6654 (f) (relating to definition of tax
for purposes of subsections (b) and (d) of section 6654)

is amended to read as follows:

43

“(f) Tax COMPUTED AFTER APPLICATION OF

CrEDITS AGAINST TAX.—For purposes of subsections (b)

and (d), the term ‘tax’ means—

“(1) the tax imposed by this chapter 1, plus
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*(2) the tax imposed by chapter 2, minus
“(8) the credits against tax allowed by part IV
of subchapter A of chapter 1, other than the oredit
against tax provided by section 31 (relating to tax

‘withheld on wages).”

(4) Section 7701 (a) (relating to definitions) is
amended by adding at the end thereof the following
new paragraph:

“(84) EsTIMATED INCOME TAX.—The term ‘esti-
mated income tax’ means—

“(A) in the case of an individual, the esti-
mated tex as defined in section 6015 (c), or
“(B) in the case of a corporation, the esti-

mated tax as defined in section 6016 (b).”

(5) Section 1408 (b) (cross references) is
amended by adding at the end thereof the following new
paragraph:

“(3) For provisions relating to declarations of esti-
mated tax on self-employment income, see section 6015.”

(¢) MiNiSTERS, MEMBERS OF RELIGIOUS ORDERS, AND

19 CHRISTIAN ScCIENCE PRACTITIONERS.—Section 1402 (e)
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(3) (relating to effective date of waiver certificates) is

amended by adding at the end thereof the following new

subparagraph

“(E) For purposes of sections 6015 and 6654,
a waiver certificate described in paragraph (1)
shall be treated as taking effect on the first day of
the first taxable year beginning after the date on
which such certificate is filed.”
ErrrcTive DATE.—~The amendments made by sub-

(a), (b), and (c) shall apply with respect to tax-

11 able years begianing after December 31, 1966.

12 SEC. 103. UNDERPAYMENT OF INSTALLMENTS OF ESTI-

13
14
15 (a)

MATED INCOME TAX IN CASE OF INDIVID-
UALS.
IN GENERAL.—~Section 6654 (b) (relating to

16 amount of underpayment), and section 6654 (d) (relating

17 to exception) as amended by section 102 (b) (2) of this

18 Act, are amended by striking out “70 percent” each place

19 it appears and inserting in lieu thereof “80 percent”.

20 (b)

59-598 0—66-——4

Erreorive DaTe—The amendments made by
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subsection (a) shall apply with respect to taxable years
beginning after December 31, 1966.
SEC. 104, INSTALLMENT PAYMENTS OF ESTIMATED IN.
COME TAX BY CORPORATIONS,

(a) IN GENERAL.—Subsection (a) of section 6154
(relating to installment payments of estimated income tax
by corporations) is amended to read as follows:

“(a) AMoUNT AND TIME FOR PAYMENT OF EACH
INSTALLMENT.—The amount of estimated tax (as defined
in section 6016(b)) with respect to which a declaration
is required under section 6016 shall be paid as follows:

“(1) TAXABLE YEARS BEGINNING IN 1966.—

With respect to taxable years beginning after Decem-

ber 31, 1965, and before January 1, 1967, such esti-

mated tax shall be paid in installments in accordance
with the following table:

The following percentages estimated tax
-hn?on!dnmxuwm»—
“Ifthe declaration lstimely fled on or before the 15th
day of the—

#th month | 6th menth | Sth morth | 12th month

4th month of the tazable Year. . .oveeneoccanacacanans | 13 1 28
6th month of the unblo yur (but after the 15th day

of the 4th mont! 16 2
mg‘ 'ﬁ:ms'?h of the taxable year (but after the 15th day ”
12th manmolmzmbu Gt after the 16t

of the th m your oo

F2I8R

“(2) TAXABLE YEARS BEGINNING AFTER 1966.—

With respect to taxable years beginning after December
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81, 1966, such estimated tax shall be paid in install-

ments in accordance with the following table:

‘The following percentages of the estimated tax
h\lb?pddonthomhdud

"llthdedlnﬂonhi‘i:eob' filed on or before the 15th

Hh “@h 12h
menth month month month

4th month of the taxable year. .....cevmeuouceeonecn-.! 23 25 8 3
6th month of the taxable yur (but after the 15th dsy
of the dth month).. 3844 24 8
0'.2‘ l&mth of u:o. taxabie year (but afier the 18th dey ® ®
13
12th month onh mlblom but after the 16th da;
of the 9th ment ¢ A 100

“(3) TIMELY FILING.—A declaration is timely
filed for the purposes of paragraphs (1) and (2) if it is
not required by section 6074 (a) to be filed on a date
(determined without regard to any extension of time
for filing the declaration under section 6081) before
the date it is actually filed.

“(4) Late riLiNe.—If the declaration is filed after
the time prescribed in section 6074 (a) (determined
without regard to any extension of time for filing the
declaration under section 6081), there shall be paid at
the time of such filing all installments of estimated tax
which would have been payable on or before such time
if the declaration had been filed within the time pre-
seribed in section 6074 (a), and the remaining install-
ments shall be paid at the times at which, and in the
amounts in which, they would have heen payable if the

declaration had been so filed.”

47
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(b) EFFECTIVE DATE.—The amendment made by sub-
section (a) shall apply with respect to taxable years begin-
ning after December 31, 1965.

TITLE II—POSTPONEMENT OF CERTAIN EXCISE
TAX RATE REDUCTIONS
SEC. 201. PASSENGER AUTOMOBILES,

(a) PosTPONEMENT OF RATE REDUOTIONS.—Sub-
paragraph (A) of section 4061 (a) (2) (relating to im-
position of tax) is amended to read as follows:

“(A) Articles enamerated in subparagraph (B)
are taxable at whichever of the following rates is
applicable:

7 percent for the period beginning with the day
after the date of the enactment of the Tax
Adjustment Act of 1966 through March 31,
1968.

“2 percent for the period April 1, 1968, through
December 31, 1968.

“1 percent for the period after December 31, 1968."

(b) FLOOR STOOKS TAX.—Section 4226 (relating to
floor stocks taxes) is amended—

(1) By adding at the end of subsection (a) the
following new paragraph:

““(8) 1966 TAX ON AUTOMOBILES.—On any arti-
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cle subject to tax under section 4061 (a) (2) which on
the day after the date of the enactment of the Tax
Adjustment Act of 1966 is held by a dealer and has not
been used and is intended for sale, there is imposed a
floor stocks tax at the rate of 1 percent of the price for
which the article was sold by the manufacturer, pro-
ducer, or importer. Under regulations presaribed by the
Secretary or his delegate, the tax imposed under this
paragraph shall be paid by such dealer and shall be col-
lected from him by the manufacturer, producer, or im-
porter.”

(2) By amending subsection (d)—

(A) by striking out “and except” and insert-
ing in lieu thereof “‘except”, and
(B) by striking out “delegate.” and inserting

in lieu thereof “delegate, and except that the tax

imposed by paragraph (8) shall be paid at such

time after 60 days after the date of enactment of

the Tax Adjustment Act of 1966 as may be pre-

seribed by the Secretary or his delegate.”
(c) CONFCRMING AMENDMENTS.—

(1) Section 6412 (a) (1) (relating to floor stocks
refunds on passenger automobiles, eto.) is amended by
striking out “January 1, 1966, 1967, 1968, or 1969,”

49
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and inserting in lieu thereof “January 1, 1966, April 1,

1968, or January 1, 1969,”.

(2) Section 209 (c) (1) (&) of the Highway
Revenue Act of 1956 (relating to general provisions
for transfers to the Highway Trust Fund) is amended
by striking out “section 4226 (a)”’ and inserting in lieu
thereof “section 4226 (a) (other than paragraph (8)
thereof) ”’.

(d) Erreorive DATE.—The amendment made by sub-
seotion (a) shall apply with respect to articles sold after
the date of the enactment of this Act.

SEC. 202. COMMUNICATION SERVICES.

(a) PosTPONEMENT OF RATE REDUCTIONS.—Section
4251 (relating to tax on communications) is amended—

(1) By striking out subsection (a) (2) and in-
serting in lieu thereof:

“(2) The rate of tax referred to in paragraph (1)

is as follows:
“Amounts paid pursuant to bills

first rendered— Percent—
“Before April 1, 1068 10
%A fter March 31, 1968, and before January 1,1969_ .. 1~

(2) By striking out subsection (c) and inserting
in lieu thoreof:
“(o) SpEOIAL RULE.—For purposes of subsection (a),

in the case of communications services rendered before Feb-
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ruary 1, 1968, for which a bill has not been rendered before
April 1, 1968, a bill shall be treated as having been first
rendered on March 31, 1968. For purposes of subsections
(a) and (b), in the case of communications services ren-
dered after January 31, 1968, and before November 1,
1968, for which a bill has not been rendered before Jan-
uary 1, 1969, a bill shall be treated as having been first
rendered on December 31, 1968.”

(b) NonrroriT HosPITALS.—Section 4253 (relating
to exemptions from tax on communications) is amended by
adding at the end thereof the following new subsection:

“(h) NoneroFiT HosPiTALS.—No tax shall be im-
posed under section 4251 on any amount paid by a non-
profit hospital for services furnished to such organization.
For purposes of this subsection, the term ‘nonprofit hospital’
means a hospital referred to in section 503 (b) (5) which is
exempt from income tax under section 501 (a).”

(¢) EFrECTIVE DATE.—The amendments made by sub-
sections (a) and (b) shall apply to amounts paid pursuant
to bills first rendered on or after the first day of the first
month which begins more than 15 days after the date on
which this Act is enacted for services rendered on or after
such first day. In the case of amounts paid pursuant to bills

rendered on or after such first day for services which were
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rendered before such first day and for which no previous bill
was rendered, such amendments shall apply except with re-
spect to such services as were rendered more than 2 months
before such first day. In the case of services rendered more
than 2 months before such first day, the provisions of sub-
chapter B of chapter 33 of the Code in effect at the time such
services were rendered, subject to the provision of section
701 (b) (2) of the Excise Tax Reduction Act of 1965, shall
apply to the amounts paid for such services.

Passed the House of Representatives February 23, 1966.

Attest: RALPH R. ROBERTS,
Clerk.
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SUMMARY OF H.R. 12752
I. SUMMARY

The provisions of the bill are based upon recommendations made
by the President. They are grouped under two headings: (1)
Procedures which affect tax collections but leave tax liabilities un-
changed; and &2) A 2-year moratorium on rate reductions scheduled
under existing law for the excise taxes on passenger automobiles and
telephone service.

(1) Graduated withholding.—H.R. 12752 replaces the present
single 14 percent withholding tax rate with a series of six graduated
rates ranging from 14 to 30 percent which apply to the first $12,000 of
taxable income for single taxpayers and the first $24,000 of taxable
income for married persons. The 30-percent tax rate also will apply
to all higher levels of taxable income. The system takes account of
the minimum standard deduction or deductions of 10 percent of
wages, the taxpayer’s marital status and the statutory tax rates. A
provision is included in the bill to reduce overwithholding by per-
mitting taxpayers, whose itemized deductions (as a percentage of
their wages) are in excess of certain limits, to claim withh(ﬁding
allowances.

(2) Quarterly payments of estimated self-employment tax.—Self-
employed persons are to be required to file declarations with respect
to the total of their estimated income tax and self-employment tax
and to make quarterly payments based on this declaration.

(3) Underpayment of estimated tax by individuals.—A penalty
generally is to be incurred by a taxpayer when the total of the amounts
withheld from his wages and the amounts paid through quarterly
payments of estimated tax are less than 80 percent of the tax shown
on his return, an increase from the present 70 percent.

(4) Acceleration of corporation income tax payments.—The schedule
bringing corporation payments of estimated income tax liabilities
above $100,000 to a current basis is to be accelerated so that the
current payments basis will be reached in 1967 instead of 1970 as
scheduled under present law.

(5) Excise taxr on passenger automobiles.—The excise tax rate on
assenger automobiles is to revert to 7 percent (the rate before
anuary 1, 1966), from 6 percent, and there will be a moratorium on

further tax rate reductions scheduled under present law through March
31, 1968. A tax of 1 percent will be imposed on dealer stocks of
automobiles held on the day following the date of enactment,

(6) Excise tax on telephone service—The excise tax rate on general
and toll telephone and teletypewriter exchange services is to revert
to 10 percent (the rate before January 1, 1966), from 3 percent. It
is to be in effect through March 31, 1968, when the moratorium on
rate reductions scheduled under present law ends. Nonprofit hospi-
tals are to be exempt from the tax on telephone services.
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The President’s recommendations differ from the provisions of H.R.
12752 in three respects:

(@) The withholding allowances which reduce overwithholding were
not included;

(b) An increase in the 70-percent requirement for quarterly esti-
mated tax payments was not included;

(¢) The schedule of excise tax rate reductions which went into
effect on January 1, 1966, would be deferred until Junuurly 1, 1968,
when the phasing of reductions would begin again and follow at the
prescribed intervals.

II. REVENUE EFFECTS

As indicated in table 1, H.R. 12752 is expected to increase fiscal
year 1968 administrative budget receipts by $1,155 million and
fiscal year 1967 receipts by $4,765 million. This latter figure is slightly
below that recommended by the President. 1In addition, consolidated
cash budget receipts will be further increased by $200 million in the
fiscul year 1967. This increase differs from the recommendation of
the President only in that the $200 million under his recommendation
was spread over the fiscal years 1966 and 1967,

TasLe 1.—Estimated revenue tncrease under H.R. 127562 for the fiscal years 1966

and 1967
[Includes effect of Ways and Means Committee floor amendment)
fIn millions of dollars]
Fiscal year | Fiscal year
1966 1967
Excises:
CommuNICAtIONS. . e iractiiatciacrmcacaraceccanetnscosanfanmemacaanaan- 785
Automobiles. . ceuecmeeeiieccecnateiamaaremeteananneaa—n - 60 420
Total oxcises. ... o maeecmcssewsnmcmeesnannsanan 60 1,208
Corporate speedup...... e a—- 1,000 3, 200
QGraduated withholding 05 210
Increase in declaration requirement under individual income tax from 70 to 80
T S S Ry 180
Total, 8dmIniStrative BudRet .. ..o .oo oo oeseeiemeeeaeiaeann. "1,188 4,765
Sc‘lt-employmem tax, social security, quarterly payinents (goes into a trust 0
UNA) cuevemneennnmececcsaceeaercanaasatmnenanamseacnnacsaemnennsanacnns|sanetasoncanes
Total, cash BUROY . o e e n e aececaea. 1,168 4,965

The largest single source of additional revenue will come from
advancing the payment dates of the corporate tax. This is expected
to increase revenues in the fiscal year 1966 by $1 billion and revenues
in fiscal year 1967 by $3.2 billion. The excise tax reduction mora-
torium on automobiles and communications represents the second
major revenue source under the bill. It is estimated that this will
raise revenues by $60 million in the fiscal year 1966 and by $1,205

" million in the fiscal year 1967. Graduated withholding and the in-

crease in the decluration requirement under the individual income tax
from 70 to 80 percent of actual tax liability are expected to increase
revenues by $95 million in the fiscal year 1966 and by $360 million in
the fiscal year 1967. ‘

Table 2 shows the revenue impact of the graduated withholding

system and the declaration requirement change. Only the graduat
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withholding system has an impact in the fiscal year 1966. In the
fiscal year 1967 a graduated withholding system with no allowances
for excess itemized deductions would increase revenues by $400
million. The provisions for withholding allowances and the 80 percent
declaration reguirement; provids a net reduction of $40 million and
with graduated withholding give rise to an estimated revenue gain of
$360 million for the fiscal year 1967, or slightly less than that recom-
mended by the President. ‘

TABLE 2.—Revenue e{ect of provisions of H.R. 12752 relating to graduated with-
olding and declarations of eslimaled lax

{Includes effect of Ways and Means Committee floor amendment]

{In millions of dollars)
Change in recelpts
Effective Full year P
Provisions date effect
’ Fiscal year | Fiscal year
1066 . 1967
6-rate graduated withholding_ ... oo.oociaoooo. May 1,1966 +1, 240 95 +-400
Extra withholding allowance for excess deductions 1, .hm’.7 1, 1967 ~1,175 |oaecean i.... ~190
Increase requirement for estimated tax from 70 to 80
Percent. ... ceecel cecmecemcenecccsaamaneoa Jan. 11,1967 4300 joiemeonanas +150
Total for individuals_..... ——— - e +365 +95 +3680

1 Assumes 34 utilization by eligible taxpayers.

Table 3 presents a comparison of administrative budget expenditures
and receipts, with and without the revenue effects of H.R. 12752,
for fiscal years 1966 and 1967. It also shows the effects of this bill
upon the estimated budgetary deficits.

TasLE 3.—Comparison of administrative budget receipts and ezxpenditures with and
without H.R. 12752, fiscal years 1966 and 1967

{Includes effect of Ways and Means Committee floor amondment]

[In billions of dollars]
Change

Fiscal year | Fiscal year | fiscal year

1966 1967 1967 over

fiscal year

1066

Expenditures. ..o ecai e cvacmacoanan 100.4 112.8 +6.4
Receipts without bl L. oo ccceanaae 8.8 106. 2 +17.3
Deficit without bill. . oo reonac e 7.6 6.7 ~0.9
Increase inreceiptsunderbill. ... ... .. ..._... +1.2 +4.8 +3.7
Total receipts (including those under thisbill)_ ... ... ..__ 100.0 1110 +11.0
Deficit after taking account of revenues under this bill._ 6.4 1.8 -4.6

Nore.—Figures are based on President’s budﬁet message, and therefore totals include estimated effects
of proposed legislation other than H.R. 12752, Figures are rounded and will not necessarily add to totals,

III. GENERAL EXPLANATION

1. Graduated withholding (Sec. 101 of the bill and sec. 3402 of the code)

Present lgw.—Under present law, employers withhold Federal
income tax from wages and salaries at the rate of 14 percent after
recognizing the withholding exemptions claimed by an employee for
himself, his wife, and any dependents. The 14-percent rate is equiv~
alent to the average of the four tax rates which apply to the initial
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$2,000 of taxable income ($4,000 for married couples), reduced to
reflect the 10-percent standard deduction. To further reflect the
standard deduction, the value of exemptions is increased from $600
to $667 for withholding purposes. Employees claim withholding ex-
emptions by filing withholding exemption certificates with their em-
ployers. These certificates remain in force until superseded by the
submission of later ones.

Table 4 compares the effects on withholding of the present single
rate system, the 6-rate graduated withholding system recommended
by the President and the President’s graduated system including the
addition of withholding allowances.

TaBLE 4.—Effect of graduated withkolding provisions of H.R. 12768}
{Includes effect of Ways and Means Committee floor amendment]

Change resulting from—
Present Gradu-
14 percent al
with- Extraal-| Com- with-
holding | 6-rate | lowance | bined | holding
system provi- total
siop
All returns:
A. Number of returns (millfons): .
1. Overwithholding.__. 39.8 - -1.2 -7.5 32.3
2. Underwithholdin, 12.6 -3.5 +1.0 -2.5 10.0
3. Breakeven3..._. 10.8 +0.2 10.0 20.8
. TotaAl e oo iccccieaae 63.1 |.cecneas —e- 63.1
B. Amount (millfons of dollars):
1. Overwithholding._ ... coocmueoais 6,130 +50 -1,035 ~986 5, 145
2. Underwithholding. .......cccoooaoo.o. 2,700 { —1,190 +140 | 1,050 1,650
3. Total withholding_............... 36,440 | +1,240 | ~1,176 +65 36, 505
Under $5,000 adjusted gross income:
A. Number of returns (millions):
1. Overwithholding. .. .. . et 20.0 —-7.0 -0.2 -~7.2 12.8
2, Underwithholding . 3.0 Q] +0.2 +0.2 3.2
3. Breakeven? 8.4 +7.0 (U] +7.0 15.4
4. Total.... oo eocecimcccacnnananaan ) I 3 IR R E e 3.4
B. Amount (millions of dollars):
1. Overwithholding..........cc......... 2,130 - 500 ~165 ~065 1,465
2. Underwithholding.._..... . 340 O] +16 +15 358
3. Tota} withholding........ . 5,720 —500 ~180 —680 5,040
$5,000 to $10,000 adjusted gross income:
A. Number of returns (millions):
15.0 -1.4 -0.7 -2.1 129
5.7 -1.2 +0.5 -0.7 50
2.0 +2.6 +0.2 +2.8 4.8
5 Total.... . cceeemucarcnnanecnocnan b7 2 N IR PRI 2.7
B. Amount (millions of dollars):
1. Overwithholding. .. 8,000 —-20 —335 558 2,445
2. Underwithholding.. —~250 +55 ~195 565
3. Total withholding.._.._.......... 17,140 +230 —590 —360 16, 780
$10,000 and over adjusted gross Income:
A. Number of returns (millions):
1, Overwithholding. ... . c.cocoacaiaaos 4.8 42,1 ~0.3 6.6
2. Underwithholding.. 3.8 -2.3 4-0.3 -2.0 1.8
3. Breakeven?d_. ... ..cooeeieaen 0.4 +0.2 (O] 0. 0.6
B. A 4. £ ’ill‘ﬂtal i icitars) X1 1 OO AU PRI 9.0
. Amount (millions of dollars):
1. Overwithholding. .. 1,000 +570 -335 +235 1,235
2. Underwithholding.. 1,600 —~ 540 +70 ~870 730
3. Total withholdIng....ccceeeeeaees 13,580 | +1,610 [ —405 | 1,108 14, 685

1 Based on taxable and nontaxable returns with no declaration payments,
2 Assumes 34 utilization by eligible Yetsons.
.3 Breakeven defined as within $10 of the tax liability.

¢ Negligible.

“NotE.—Based on calendar year 1066 levels of income. The terms “gyerwithholding” and “underwith-
holding” in this table mean the difference between actual tax labilities (based on all types of incoms,
deductions, etc.) and the amount of tax withheld from wages and salaries.

Source: Office of the SBecretary of the Treasury, Office of Tax Analysis.
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Exzxplanation of graduated withholding genemlly.—-The bill substitutes
six graduated rates for the present withholding rate and incorporates
features designed to reflect the minimum standard deduction. More-
over, it permits employees who would otherwise be overwithheld to
make adjustments if their itemized deductions exceed specified
amounts.

The graduated rates, which range from 14 percent to 30 percent,
are included in two separate rate schedules, one for single persons and
heads of households, and the other, with wider brackets to take account
of statutory income splitting, for married persons and surviving
spouses. -

The minimum standard deduction is taken into account by raising
the value of the exemption to $700 for withholding purposes and by
establishing an initial band of wage income after exemptions, equal to
$200 on an annual basis, from which no tax will be withheld. This is
consistent with the provisions regarding the minimum standard deduc-
tion. The rate schedule also reflects an allowance for deductions of
a[;]proximately 10 percent of wage and salary income at wage levels
where the minimum standard deduction is not used. :

The withholding rate schedules for single persons and -married per-
sons as applied to an annual basis are as follows: '

SINGLE PERSON

If the amount of wages reduced by $700 times the ' C
number of exemptions fs: The amount of ncome 1az {o be withheld is:

Not over $200. .cce oo 0. .
Over $209 but not over $700.. ... 149, of wages in excess of $200.

Over $700 but not over $1,200..__ $70 plus 15% of wages in excess of $700.

Over $1,200 but not over $4,400.... $145 plus 17% of wages in excess of $1,200.
Over $4,400 but not over $8,800... $689 glus 209% of wages in excess of $4,400,
Over $8,800 but not over $11,000.. $1,569 plus 25%, of wages in excess of $8,800.
Over $11,000_ . ... oo ... $2,119 plus 309, of wages in excess of $11,000.

MARRIBED PERSON

If the amount of wages reduced by $700 times the . i
ptions fs: The amount of income tax (o be withheld la: '

numtler of exem
Not over $200.. - - o ceeeeeen 0. S . )
Over $200 but not over $1,200. ... 149 of wages in excess of $200. ' .

Over $1,200 but not over é4,400--- $140 plus 15% of wages in excess of $1,200.
Over $4,400 but not over $8,800... $620 plus 17% of wages in excess of $4,400.
Over $8,800 but not over $17,700_. $l,36§ plus 209, of wages in excess of $8,800.
Over $1"I,700 but not over $22,000. $3,148 plus 25%, of wages in excess of $17,700.
Over $22,000. .- oo $4,223 plus 309% of wages in excess of $22,000.
- As under present law, employers will be permitted to comput;
withholding by means of either wage-bracket tahles;or by means
a percentage method. Wage-bracket tables for:the various payyoll
eriods now recognized, as set forth in the bill, will bé. distributed
gy the Internal Revenue Service. Instruetions.for applying the
percentage method will also be supplied. RS ~ Lo
Employers are required to compute withholding pn the basis of
the rates applicable to single persons if an employee fails to submit: »
new withholding exemi(t)ion certificate. T T
Explanation of withholding allowances for lperapns with substantial
itemized deductions.—Taxpayers with relatively large-itamized deduc-
tions may claim withholding allowances in addition to -the regular
withholding exemptions. Each allowance will have the same effect
on withholﬁing from wages and salaries as a.claimed exemption; that
i8, it will exempt $700 from withholding on an appual basis.. .- "
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: “Taxpayers will be required to estimate their wage and salary income
-and the amount of their iteinized deductions. The amount of esti-
‘mated wa%e and salary income for this purpose, however, may not be
Jéss than the amount shown on the return for the previous year, while
ithe estimhted amount of itemized deductions may not exceed the
smount of such deductions claimed on the tax return filed for the
Prevxous year. ' . .

For those with estimated wage or salary incomes of $7,500 or less,

‘the number of withholding allowances will be based on the excess of
‘estimated itemized deductions over 12 percent of estimated wage and
salary income. For those with higher estimated wages, the allow-
ances will be based on the excess over the sum of $900 (12 percent of
$7,500) :and 17 percent of estimated wage and salary income above
$7,500. Withholding.allowances may be claimed one for each full
$700 of such excess, except that one allowance may be claimed when
‘the excess is greater than $350 but less than $700.
v Claims for withholding allowances will be filed by employees
with their employers on' withholding exemption certificates or similar
forms. The employer will then withhold tax on the basis of the
total of the claimed exemptions and withholding allowances. With-
holding allowances must’ be claimed anew each year. For calendar
year taxpayers, claims for withholding allowances will remain in
effect until May 1 of the following year when a new claim must be
filed. The fact that withholding allowances must be disregarded on
expired claims will not affect the number of exemptions for depend-
ents, etc., to be taken into account. - .

The Secretary of the Treasury or his delegate is authorized to
design and promulgate for the guidance of employers and their em-
ployees ready reference tables wl%i(:h will simplify the determination of
the hPel(llmber of withholding allowances to which an ‘employee is
entitled. ‘

The bill also provides for imposition of a civil penalty of $50 when a
taxpayer lists wage and salary income of less than the amount
received in the previous year or if he lists itemized deductions in
excess of the amount claimed in the previous year. The civil penalty
does not apply, however, if the misstatement does not result in reduced
withholding o1 the tax liability does not exceed the amount withheld
Plus the payments of estimated tax. :

.~ Effective, date.—Withholding. under the new graduated rates is to
apply to remuneration paid after April 30, 1966. The special relief
‘procedures for persons with substantial itemized deductions will
apply in years beginning after December 31, 1966.

; Revenue effect.—It is estimated that the proposals r.elatinﬁ to
graduated withholding will increase the amount of tax withheld by
$1,240 million at annual rates during the calendar year 1966. When
the procedures for claiming withholding allowances become effective,
this wmount will be reduced to $65 million, if two-thirds of those
eligible avail themselves of the procedure. Graduated withholding
will increase administrative bu get receipts by $95 million in the
fiscal year 1966 and by $210 million in the fiscal year 1967.
 Effect of graduated wnthholding at different income levels.—Table 5
compares tﬁe. average amount of overwithholding and underwith-
holding under present law and under the graduated withholding
‘system for all returns, for those with adjusted gross income under
$5,000, for those with in¢éome between $5,000 and $10,000, and for
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those with such income over $10,000. As is indicated in this table,
H.R. 12752 makes a substantial reduction in underwithholding, de-
creasing this in the average case from $151 to $81. In addition,
the bill, although primarily concerned with underwithholding, also
substantially decreases overwithholding as well. This is attributable
both to the provision for the minimum standard deduction in the
lower brackets and also to the provision for a withholding allowance
for those with substantial overwithholding,

Tables 6-A through 6-G show the tax liability for single persons,
married couples with no dependents, and married couples with two
dependents for several income levels. This tax liability is shown
for varying assumed levels of standard (or minimum standard) or
itemized deductions. The assumptions cover a 10-percent deduction,
a 15-percent deduction, a 20-percent deduction, a 22)%-percent deduc-
tion, a 25-percent deduction, a 27}-percent deduction, and a 30-per-
cent deduction. With the tax liability in each of these cases, there
is shown the amount withheld at the 14-percent flat rate of existin
law and also under the graduated withholding provided by this bill,
The special withholding allowance provided by the bill for substan-
tial itemized deductions begins to decrease overwithholding above the
15-percent level.! Thus the impact of this allowance is shown only
on tables 6-C through 6-G.

TABLE 5.—Comparison of average amounts of underwithholding and overwithholding
under present law and under H.R, 12762

[Includes effect of Ways and Means Committee floor amendment)

Present 14 gercent Graduated withholding includ.
withholding ing withholding allowances
Roturns !} Amount | Average | Returns!| Amount | Average
All roturns; Milllons | Millions Mil‘ons | Millions
Overwithholding 45.2 $6, 130 $136 42.7 $5,145 $120
Underwithhold 17.9 2,700 51 20.4 1,650 81
Under $5,000 ad{uste gross income
verwithholding . _.... 4.2 2,130 88 20.5 1,465 71
Underwithholding 7.2 340 47 10.9 355 33
$5,000 to $10,000 adjusted gross income:
Overwithholding. __.ceeveereucumnaens 16.0 3,000 188 15.3 2,445 160
Underwithholding 6.7 760 113 7.4 565 76
$10,000 and over adjusted gross incom
Overwithholding. 5.0 1,000 200 6.9 1,235 179
Underwithholding. ..o o...o...... 4.0 1,600 400 2.1 730 348

! Returns from the $10 tolerance breakeven class have been assigned cqually to overwithholding and
underwithholding.

1 Although itemized deductions are taken into account on the first $7.500 of irncome where they exceed 12
percent, this nevertheless does not result in the availabﬂit% of a special withholding allowance below the
15-percent level because this allowance is available only when {5 is a full $700 ahovo the 12 percent (over
$350 for a single additional allowance).
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TaBLE 6—-A.—Underwithholding and overwithholding under present law and under
H.R. 127562 for selecled laxpayers with deductions the greater of the minimum
standard or 10 percent of wage income

Amount of withholding Overwlthholdlnﬁ)(ﬂ or
underwithholding (-)
Wage income Tax liability

Present Under Present Under
M4 percent | IL.R.12762 | 14 pereent | H.R. 12752

SINGLE INDIVIDUAL

$16 7 $14 +$31 -~52
163 187 162 +-24 -1
320 327 332 -2 +3
671 607 672 —-64 +1
1,168 957 1,169 -211 +1
1,742 1,307 , —435 —48
2,398 1,657 2,359 —741 -39
3,154 2,007 3,100 -1,147 —45
4,918 2,707 4,600 -2,211 —-300
6,082 3,407 6,100 -3, 5678 —878
11,0627 4,807 9,109 -6,820 -2,518

MARRIED COUPLE, NO DEPENDENTS

$58 $03 $50 +$35 -$2
204 233 200 +20 —4
501 513 500 +12 -1
o4 863 900 ~51 -5
1,342 1,213 1,334 —129 -8
1,831 1,563 1,828 —268 -3
2,335 1,813 2,328 —422 -7
3484 2,613 3,373 —871 -1
4,706 3313 4,703 —1,483 -8
7,087 4713 7,703 —3,284 —294

$46 0 +$42 -$

200 326 $290 +36 0
688 676 671 ~10 +5
1,114 1,026 1,096 —88 —18
1,567 1,378 1,548 ~101 -19
2,062 1,726 2,048 ~338 -4
3,160 2,426 3,048 ~734 —112
4412 3126 4,283 ~1,286 —304
7,520 4,526 7,283 -3, —248

59-508 0— 66— —5
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TaBLE 6~-B.~—Underwithholding and overwithholding under present law and under
H.R. 127562 for selected tazpayers with deductions the greater of the minimum
standard or 16 percent of wage income

Amount of withholding | Overwithholding (4-) or
underwithhol (-)
Wage income Tax Hability
Present Under Present Under
14 percent | H.R. 12752 | 14 percent | H.R. 12752
SINGLE INDIVIDUAL

1,000. . $16 $47 $14 4831 —$2
,000. . 161 187 162 120 +1
802 327 332 25 30
624 607 672 -17 48
1,080 057 1,169 -123 89

1,605 1,307 1,604 -208
2,198 1, 657 2,359 —B41 161
2,884 2007 {. 3,100 —~877 225
4,498 2,707 4,600 -—1,791 111
8,382 3,407 6,100 -~2,975 —273
10, 700 4,807 9,108 -5,803 ~1,51

MARRIED COUPLE, NO DEPENDENTS
$93 $56 4435 -~$2
192 233 200 1 +8
458 513 500 55 +42
843 863 909 20 166
1, 247 1,213 1,334 —34 87
1,604 1,583 1,828 -131 +134
2,161 1,013 2,328 —~248 +167
3,210 2,613 3,373 - 507 4163
4,396 3,313 4,703 ~1,083 307
7,314 4713 7,708 —2, 601 +2%9
T
MARRIED COUPLE, 2 DEPENDENTS

$4 $46 ] +-$42 —$4
268 328 $200 58 122
616 676 671 60 55
1,019 1,028 1,008 “+7 +77
1,430 1,378 1,848 —54 +118
1,897 1,728 2,048 -171 4151
2,910 2,428 3,048 —484 138
4,068 3,126 4,283 ~032 225
6, 4,526 283 —2,340 +417
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TABLE 6-C.—Underwithholding and overwithholding under present law, under H.R.
12762 as reported by the Ways and Means Commiltee, and under the Ways and
Means Commitlee floor amendment; selected laxpayers with deductions the greater
of the minimum standard deduction or 20 percent of wage income

Amount of withholding Overwithholding (4) or
underwithholding (~)
. Tax Under 1. R. 12752 Under H.R. 12752
Wage income liability —
Present 14 | Before Lifter Present 14 |  Before After
percent floor floor percent floor floor
amend- amend- amend- amend-

ment! ; ment? ment ! ment 3

SINGLE INDIVIDUAL

$16 #“7 $14 $14 +$31 -$2 -$2
146 187 162 162 +42 +17 +17

(4 327 332 +51 +4-56 +5

576 607 672 563 +31 +-96 -3
957 1,169 1,029 —41 +171 +31

1,480 1,307 1,094 1,529 -173 +214 -+-49
2,022 1,657 2,149 2,149 ~365 +127 +127
2,638 2,007 2,809 2,809 —631 +-281 1261
4,006 2,707 4, 4,390 —1,389 -+303 303
5, 800 3,407 5,899 5,800 —2,303 +99 +99
9,772 4,807 | 9,100 9,100 —4,965 3 —663 3 —663

MARRIED COUPLE, NO DEPENDENTS

$03 $56 $56 +$37
170 233 200 200 463 +$30 +$30
418 513 500 395 +95 -+ -23
72 863 909 790 +91 4137 +18
1,152 1,213 1,334 1,216 +61 +182 63
1,558 1,563 1,688 1,688 +7 +132 4132
1,908 1,013 2,188 2,188 -83 +192 +192
2,960 2,613 3,198 3,198 —347 +238 4238
4,044 , 313 4,493 4,403 ~731 449 449
6,668 4,713 7,283 7,283 ~1,955 +615 +615
MARRIED COUPLE, 2 DEPENDENTS
0 $46 0 0 +846

$230 328 $200 $185 496 + 4-$60
552 676 671 560 +124 +119 +8
924 1,026 1,006 977 102 4172 +53
1,304 1,378 1,408 1,408 +72 +104 +104
1,732 1,726 1,908 1,908 —6 +176 176

2,660 2,428 2,908 2,908 ~234 +248

3,708 3,126 4,008 4,008 ~582 +390
6,236 4,526 6,863 6,863 -1,710 +627 +627

1 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
37&50081 estimated wages plus 17 percent of the remainder of estimated wages exceeds estimated itemized

uctions.

2 With an extra $700 tion for withholding purposes for each $700 by which 12 percent of the first
$7,500 of estimated wages plus 17 percent of the remainder of estimated wages exceeds estimated i
deductions, except that a single additional allowance is allowed where the itemized deductions above the
floor exceed $350 rather than $700.

3 Allowance does not increase underwithholding because of limitation provided by the bill,
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TABLE 6-D.—Underwithholding and overwithholding under present law, under
H.R. 12762 as reported by the Ways and Means Committee, and under the Ways
and Means Commitlee floor amendment; selected taxpayers with deductions t%e
greater of the minimum standard deduction or 22% percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (=)
Tax Under H.R. 12:52 Under H.R. 12752
Wage income lability

Present 14 | Before After Present 14 | Before After

percent floor ficor percent floor floor
amend- amend- amend- amend-

ment ! ment 2 ment ! ment 3

SINGLE INDIVIDUAL

$16 $47 $14 $14 +331 —~$2 —$2
1 187 162 162 49 +24 +2u
552 i P 3 -;ﬂ +120 "ﬂ
957 957 1,020 1,029 2
1,418 1,307 1,529 1,520 ~111 +111 +111
1 1,657 2,149 2,149 -8 +214 +214
2,518 2,007 800 ~511 4381
3,90 2,707 4,189 4180 | —1,194 238
5,519 407 5,680 5680 —2112 +170 +170
9,308 4,807 9,109 9,100 | —4501 s 109 2109

MARRIED COUPLE, NO DEPENDENTS8

$49 $03 $56 $56 +$44 +8$7 +$7
159 200 200 +74 -{-41 +41
3 513 305 +115 +-102 -3
736 863 790 +127 +54 +-54
1,104 1,21R 1,215 1,218 +109 +1i1 <4111
1,487 i, 563 ) 1,688 +76 +201 4201
1,914 1,013 2,188 2,188 —1 274 +274
2,835 2,613 3,048 3,048 -222 213 213
3,869 3,313 4,283 4,283 - 556 +414 414
6,353 4,713 7,073 7,073 ~1,640 +720 +720
MARRIED COUPLE, 2 DEPENDENTS
$46 0

$211 326 $200 $185 +115 +$79 ~$26
520 676 560 4166 ~+40 440
876 1,026 977 977 +150 +101 101
1,245 1,376 1,408 1,408 -+131 +163 163
1,650 1,7 1,908 1,908 +176 +-258 +-258
2,535 2,428 2,768 2,768 —109 +233 +4-233
3,533 3,126 3,023 3,023 —~407 +390 +390
5,921 4,526 6,653 6,653 ~1,395 +1732 +732

| With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
37.&500 3( estimated wages plus 17 percent of the remainder of estimated wages ds estimated itemized
eductions.

2 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first
$7,500 of estimated wages plus 17 percent of the reinainder of estimated wages exceeds estimated itemized
deductions, except that a single additional allowance is allowed where the itemized deductions above the
floor exceed $350 rather than $700.

3 Allowance does not increase underwithholding becauss of limitation provided by the bill,
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TABLE -6~E,—Underwithholding and overwithholding under present law, under
H.R. 18762 cx reported by the Ways and Means Committee, and under the Wa%s
and Means Corvmittee floor amendment; selected tarpayers with deductions ¢
greater of the minimum standard deduction or 26 percent of wage tncome

A t of withholdi Overwithhold or
mons o8 underwi thholdfng’g-)

Tax Under H.R. 12752 Under H.R. 12752
Wage income labllity

Present 14 | Before After Present 14 | Before After
floor floor

- percent floor, floor percent
amend- amend- amend- amend-
ment ! ment $ ment ! ment 3

SINGLE INDIVIDUAL

$14 $14 +$31 -~$2 —~$2

$47

130 187 162 162 +57 1-82 +82
250 327 332 213 +77 82 ~37
528 e 672 553 ™ +144 +25
916 957 1,029 1,029 41 13 +113
1,858 1,807 1,620 1,520 48 1| . 41
1,847 1,687 2149 2149 —~100 302 +302
2598 2,007 ” 689 2,680 —391 201 +2
3,708 2,707 4189 4,180 — +483 4483
5,238 3,407 5,470 5479 —1,831 +241 +241
8,858 4807 8,899 8800 —4 048 [ v LTy

MARRIED COUPLE, NO DEPENDENTS

$42 $03 $56 $56 +$51 +$14 +814
148 23 98 85 +52
378 813 500 395 +185 +122 17
701 863 790 790 162 -89
1,087 1,213 1,216 1,216 166 +168 +188
1,418 1,663 1,688 1,688 145 270
1,881 1,013 2,048 2,048 82 12!7 +217
2,710 2,613 3,048 3,008 -97 338
3,694 3,313 4,098 4,008 -381 +404 +404
6,038 4,713 6,863 6,863 -1,828 +825 +825

MARRIED COUPLE, 2 DEPENDENTS

0 $46 0 0 —$46 0 : 0
$102 826 $200 $185 184 +$08 -$7
488 676 560 560 ~+72 +72
820 1,026 o7 red 1148 148
1,188 1,378 1,408 1,408 ilﬁl 223 223
! 1,728 1,768 1,768 201 201
2, 2,428 2,768 2,768 -HB . 358
38,388 8,128 3,748 3,748 +800 +-300
5,612 828 6,443 -l, oae +831 +881

1 With an extra $700 oxemption for wnhholdln urpoaes fot each 3700 by which 12 percent of the first
3’53‘”@8' estimated wages m& 17 percent of Fomn esti y per imated itemired

. $With anextramo exem] Ption for withholding purposes for each $700 by which 12 peroent of the first
$7,500 of eatima nt of the remainder of estimated wi exceods estimated ftemized
gedumons. axcex)t.a the' sinslo ditional allowance is allowed where the itemized deductions above the
seed $350 rat n $700.
3 Allowance does not resu.lt in underwithholding because of umitatlon provided by the bill,
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TaBLE 6-F.—Underwithholding and overwithholding under present law, under
H.R. 12762 as reported by the Ways and Means Commillee, and under the Ways
and Means Committee floor amendment; selecled taxpayers with deductions tZe
greater of the minimum standard deduclion or 27Y% percent of wage income

Amount of withholding Overwithholding (+) or
underwithholding (~)
Tax Under H.R. 12752 ‘Under H.R. 127562
Wage income Hability

Present 14 Before After Present 14 Before After

percent floor floor percent floor floor
amend- amend- amend- amend-
ment ! ment 2 ment ! ment 3

SINGLE INDIVIDUAL

$16 $47 $14 $14 +$31 -$2 —$2
122 187 162 162 -+-65 +-40 +40
238 327 332 213 +89 4904 -25
505 607 6563 553 +102 +-48 448
874 967 1,029 1,029 +83 +165 +1656
1,292 1,807 1,389 1,389 +15 +97 497
1,760 1,857 1, 969 1,060 ~103 209 4200
2,278 2,007 2, 689 2,689 -271 411 -4-411
3, 514 2,707 3,979 3,979 —807 485 465
4,970 3,407 5, 269 5,269 -1, 563 -}-209 200
8,418 4,807 8,479 8,479 -3,611 3461 3461

MARRIED COUPLE, NO DEPENDENTS

$35 $03 $56 $56 +-$58 +$21 +8$21
136 233 200 08 +97 +-64 -
513 396 395 +155 -4-37 +-87
665 863 780 790 168 +125 +125
1,010 1,213 1,000 1,006 +-86 +86
1,354 1, 563 1,548 1,548 4194 +194
1, 1,013 2,048 2,048 165 -+300 4300
2, 585 2,613 2,908 2,008 Ii% +32
3,619 3,313 3,923 3,023 - 04 +-404
5,728 4,713 6,653 6,653 —-1,010 +930 +930

MARRIED COUPLE, 2 DEPENDENTS

0 $46 0 0 1346 0 0
$174 326 $185 $185 1562 +$11 $11
456 676 560 560 220 +104 104
782 1,026 858 858 244 +76 -4-78
1,126 1,376 1,283 1,283 250 +167 +157
1,484 1,728 1,768 1,768 242 +284 284
2,285 2,426 2,628 2,628 4141 +343 343
3,101 3,126 3,573 3,673 -8 +-382
5,332 4,526 6,233 6,233 -806 901 901

1 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first

(sl’le,dwo t?‘ estimated wages plss 17 percent of the remainder of estimated wages exceeds estimated itemized
uctions.

s With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first

$7,500 of estimated wages plgs 17 percent of the remainder of estimated wages exceeds estimated iteinized

deductions, except that a single additional allowance is allowed where the itemized deductions nbovq the

floor rather than $700.
3 Aﬁ:wanesesgow not result ?n underwithholding because of limitation provided by the bill, v
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TABLE 6-G.~—Underwithholding and overwithholding under present law, under
H.R: 12762 as reported by the Ways and Means Commillee, and under the Wags
- and Means Commattee floor amendment; selected taxpayers with deductions the

greater of the minimum standard deduction or 30 percent of wage income

Amount of withholding

o thholdin, [+
Undarwitbholding (-3

Tax
Wage income liability

Under H.R. 12752

Under H.R. 12762

Present 14 Befors After Before After
percent floor floor floor floor
amend- amend- amend- amend-
ment § ment 3 ment 1 ment ?
SINGLE INDIVIDUAL
$14 "7 $14 $14 0 0
116 187 162 56 $47 -~59
2256 327 332 213 107 -12
481 607 853 553 +72 +-72
833 957 1,029 1,029 +-106 4198
1,230 1,307 1,380 1,389 +159 1159
1,672 1,657 1,089 1,969 +207 207
2,162 2,007 2,479 2,479 +317 +317
3,334 2,707 3,769 3, 769 +-435 +435
4,708 3,407 5,050 5,080 +351 +$:351
7,980 4,807 8,059 8,059 3470 3479
MARRIED COUPLE, NO DEPEN
$28 $93 $56 0 +$28 —$28
126 233 200 $98 +74 -~28
338 513 396 395 +-57 +57
630 863 790 790 4160 +160
962 1,213 1,008 1,006 +134 +134
1,204 1,563 1,548 1,548 -+254 +-254
1,663 1,913 1, 008 1,908 4242 +242
2,460 2,613 2,768 2,768 -+-308 -+-308
3,344 | 3,313 3,748 3,748 +1-404 +404
5438 | - 4,713 , 233 6,233 +797 +797
MARRIED COUPLE, 2 DEPENDENTS
0 $46 (4 0 0
$155 326 $185 $185 +$30 $30
426 676 560 560 +134 134
34 1,026 858 858 +124 124
1,066 1,378 1,283 1,283 +217 217
1,402 1,726 1,628 1,628 1228 226
2l im| ml i el e
5,052 4,526 5,813 5,813 +761 4761

1 With an extra $700 exemption for withholding purposes for each $700 by which 12 perbent of the first

870,300 of estimated wages plus 17 percent of the remainder of estimated wages exceeds estimated ite:
deductions

u 3
3 With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first

$7,500 of estimated wages plus 17 peroent of the remainder of estimated wages exoceeds estimated

gzg:u:xlons except that a single additional allowance is allowed where the itemized deductions above the

rather than

00.
3 Allowanoe does not result in underwithholding because of limitation providead by the bill.
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2. Payments of estimated social security and hospital insurance taxes b

self-employed persons (sec. 102 of the bill and sec. 6015 of the code?{
 Present law.—Under existing law, self-employed persons are re-
-quired to pay their social security tax and their tax for the hospitsl
-insurance program when they file their final income tax return for a
given year. However, they may voluntarily pay this tax quarterly
‘with their estimated income tax payments.

The tax, now based on the initial $6,600 of net earnings from self-
-employment, is imposed on self-employed individuals who have net
-earnings from self-employment which total $400 or more. When
:an individual also has covered wage income, this is subtracted from
the $6,600 maximum earnings base, and the self-employment tax is
computed on the lesser of this amount or net earnings from self-
-employment. A taxpayer who has $400 of net sel{-employment
income must file a final return and pay self-employment tax even if he
is not required to file an income tax return. :

Explanation of provisions.—Under the bill, a self-employed person
will be required to file a declaration of estimated tax whenever the
combined total of his estimated income tax liability and his estimated
social security and hospital insurance tax liability exceeds $40. Pay-
ments of estimated tax will be made as at present with the exception
that the amount paid will include both the estimated income tax and
the estimated self-employment tax. That is, calendar-year tax-
payers will have to file the declaration by April 15 and quarterly
payments will be required on April 15, June 15, and September 15
of the current year and on January 15 of the suc‘ceedixgﬁ year.

Tables 7 and 8 show the maximum dollar amount of self-employment
tax and tax liability since 1951.

TABLE 7.—Mazimum dollar amount of self-employment taz for individuals,
1961 to 1987

Maximum Maximum
Year net earnings | Tax rate tax
base ! per person
Percent

1051-53.. . $3, 600 225 $81.00
1054, - 3,600 3.0 108. 00
1 4,200 3.0 126.00
1057-58.. . 4,200 3.378 141.75
1050 _ 4,800 3.7 180.00
1060-61_ . oo 4,800 4.5 216,00
1062_ . 4,800 4.7 225.60
1063-85. . 4,800. 5.4 259. 20
1066_ _ 6,600 16.15 408,90
1067-68.. . 6, 600 6. 40 422.40
1960-72. . 6, 600 7.10 468. 60
1073-76. . 6,600 7.58 408, 30
1976-79. 6,600| . 7.60 501. 60
1880-86. 4, 600 7.70 608, 20
10874-. 6,600 7.80 514.80

1 The minimum net earnings subject to the self-employment rate has been $400 sinoe 1961,
3 Includes OASDI (social security) tax rates and HI (hospital insurance) tax rate of 1068 and all following

years,
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TanLe 8.—Self-employment tax liability, 1961 to 1966

Selfemployment tax
Number of
Year . income tax | Amount of
returns self-employ- | Average tax
reporting ment tax per return !
self-employ-
ment tax

951 M{Iuo*n‘: 1 Mllll'o”nll 3 $51.90
1951..... X . .
1062, - 4.1 27.5 53. 60
1053 4.2 226.6 83.70
1054 4.2 301.5 71. 60
1955, - 8.6 463.2 60. 70
1956, 7.4 533.1 72.50
by 7.0 581.2 83.10
1958... 7.0 589.2 84.00
1959, - 7.0 701.5 99. 70
1960. 6.9 833.8 121. 00
1961 6.7 840.1 124. 50
1962, 6.7 887.2 182.90
1963 6.5 1,002.2 154.60
1964 (PrelimiNAry) . ..cccoceccavccececaacrencccacerermancasnen 6.3 1,000.0 160. 00
1065 (eaumate; 3 6.2 1,050.0 169. 00
1006 (estimate) 2. 8.3 1,500.0 238.00

1 Avel computed from unrounded figures,
# Includes d of medicine newly oovered by the Bocial Security Amendments Act of 1065,

Persons who derive at least two-thirds of their total estimated
gross income from farming and fishing activities will not be required
to make quarterly payments of estimated self-employment tax.
This treatment conforms to the present Xrovisions for the payment
of estimated income tax for farmers and fishermen. Such persons
will have until January 15 of the year following the taxable year to
file a declaration of estimated tax, and need not file a declaration at
all if they choose to file their final tax return by February 15.

A penalty will be imposed for underpayment of estimated tax when a
quarterly payment falls below 80 percent of the combined income
and self-employment tax liability estimated at that time. The
penalty is computed separately with respect to each quarterly install-
ment. However, no penalty is imposed, even if the 80-percent rule is
not met, when the estimated tax payment conforms to the exceptions
2',urren(t.il5y4 (adl)))plicable to quarterly estimated income tax payments

sec. 6 .
- Effective date.—This provision is effective for taxable years beginning
after December 31, 1966.

Revenue effect.—This provision is expected to increase fiscal year.
1967 trust fund revenues, which are not reflected in the administrative
budget, by $200 million. It will have no effect on revenues in the
fiscal year 1966.

3. Underpayment of installments of estimated income tax by individuals
(sec. 103 of the bill and sec. 6664 of the code)

Present law.—Under existing law the penalty for underpayment of
estimated tax is restricted to the difference between the amount of
tax paid through withholding, quarterly installments of estimated tax,
or both, aud 70 percent of the final liability for the taxable year.
This penalty is computed on a quarterly basis. It is a charge equal
to 6 percent per year on the amount of underpayment and is not a
deductible expense for tax purposes.
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Ezxplanation of provisions—H.R. 12752 increases the proportion of
the final liability which is to be paid currently from 70 to 80 percent.
Tlis amendment restores the pre-1954 requirement.

The bill also modifies to 80 percent the one alternative exception
to the penalty which contains a percentage test. This is the income
test that calls for annualizing the taxu%le income rveceived in the
months prior to the month when a particular installment is due.

Effectwe date—This provision will apply with respect to taxable
years which begin after December 31, 1966.

Revenue effect.—I1t is estimated that the larger estimated tax pay-
ments required under this rule will result in a temporary increase in
tax collections that will add $150 million to revenues 1n fiscal year 1967,

4. Acceleration of payment of estimated tax by corporations (sec. 104 of
the bill and sec. 6164 of the Code)

Present law.—Corporations with an estimated tax liability in excess
of $100,000 presently are required to maxe partial payments during
the current tax year of their estimated tax in excess of $100,000.
Under the provisions of the Revenue Act of 1964, calendar year
corporations make payments on estimated tax liability on April 15,
June 15, September 15, and December 15,

Under the present schedule, these corporations file an initial declara-
tion and pay 9 percent of their estimated 1966 tax liability in excess of
$100,000 on April 15 and on June 15 of this year. They pay install-
ments of 25 percent each on September 15 and December 15 and the
remaininﬁ 32 percent of the tax liability is paid in equal installments
on March 15 and June 15, 1967.

In 1967, the April and June estimated taxpayments are each
scheduled to be 14 percent of the estimated tax liability above
$100,000. The payment schedule under present law for a calendar-
year cozporatiorn 12 summarized in table 9.

TaBLe ¢.—Payment sched le for calendar-year corporations under present law
showing percziniage of estimated taz to be paid

Current taxable year Following year
Calendar year

Apr.18 | June 15 | Sept. 15 | Dec. 16 | Mar. 18 | June 18

9 9 28 25 16 16
14 14 25 25 11 n
19 19 25 25 6 [
y7] 22 25 28 3 3
28 25 25 b1 7 [ FOes
2 25 28 b 2 ORI, R,

1 Tax in sxceas of $100,000,

Explanation of provisions.—H.R. 12752 accelerates the transition to
full current payment of corporate tax liabilities in excess of $100,000
which will be completed in 1967, instead of 1970 as provided under
existing law. .

lCo}l)‘;ﬁ)rate tax liabilities remain unchanged by the provisions of
this bill.

Under the bill, 12 percent, rather than 9 percent, of the tax in
excass of $100,000 is to be payable by a calendar-year corporation in
April and June 1966, and 1n 1967 and thereafter 25 percent will be
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payable on each of these two dates. Table 10 shows the schedule of
ayment dates grovided under the bill for a calendar-year corporation
for 1966 and subsequent years.

‘TABLE 10.—Payment schedule for calendar-year corporations under bill showsng
percentage of estimated tax to be.paid?!

Current taxable year Following year
Calendar year
' Apr.18 | June 16 | Sopt. 15 | Dec.15 | Mar. 18 | June 18
1968.c.ccnnruecraccncernrresmccsonaasnnnses 12 12 25 25 13 13
517 PR 28 25 25 b7, ) PR P,
1968 and subsequent years. .. 28 28 28 28 leameces e

1 Tax {n excess of $100,000.

Corporations affected by this provision will not be put on a fully
current basis with respect to their total tax payments, since only the
estimated taxes in excess of $100,000 are affected. In additon, the
various provisions in existing law that limit the imposition of penalties
“ﬁlen o(aistimated payments fall short of actual liabilities are not
changed. ) :

Accelerating the corporate tax payments schedule to complete the
transition to the current payments basis in 1967 will produce larger

ayments in 1966 and 1967 than would be made under present law.
t also means that the tax payments in 1968, 1969, and 1970 will be
lower than those scheduled under present law.

Effective date.—The revised schedule for corporation tax payments
will apply to taxable years beginning after December 31, 1965.

Revenue effect.—Administrative budget receipts will be increased
b{ $1 billion in fiscal year 1966 and by $3.2 billion in 1967 as a result
of enactment of this provision.

5. The excise tax on passenger automobiles (sec. 201 of the bill and
sec. 4061 of the code)

Present law.—Prior to the passage of the Excise Tax Reduction Act

-of 1965, a tax of 10 percent was imposed on the manufacturer's price

for passenger automobiles, Under that act, the rate was reduced to 7
gercent, for the period June 22, 1965, to December 31, 1965. On
January 1, 1966, the tax rate was reduced to 6 percent, and it is
-scheduled to fall to 4 percent on January 1, 1967, and to 2 percent on
.January 1, 1968. On January 1, 1969, the tax is to be reduced to a
permanent level of 1 percent. Refunds will be paid to dealers with
respect to automobiles held in inventory on any date on which the
tax rate is reduced.

Explanation of provisions.—The bill restores the excise tax rate on
assenger automobiles to the 7-percent rate applicable last December.
he restoration of the 7-percent rate is for a 2-year gzriod beginning

the day after the date of enactment and ending on March 31, 1968.
“The excise tax rate on automobiles then will become 2 percent, as
sch%duled under present law for 1968 and 1 percent on January 1,
1969.

Ataxof 1 ﬁercent, of the manufacturer’s (or importer’s) J)rico is im-

‘posed upon all new automobiles held in stock by dealers or distributors
-on the day when the 7-percent-tax rate becomes effective. The tax is
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to be paid by the dealer and is to be collected from the dealer by the
manufacturer (or imgort,er). The Secretary of the Treasury will pre-
scribe regulations which will instruct the dealer to prepare for the
manufacturer (or importer) a list of the cars in his inventory on the
day when the 7-percent tax becomes effective together with any other
information needed by the manufacturer (or importer) to determine:
the sales price. The manufacturer (or importer) then will prepare a bill
for the dealer on which he itemizes the floor stock tax upon each of.
these automobiles. The dealer then is to pay this tax to the manu-
facturer (or importer) who transmits it to the Government. In
addition, the manufacturer (or importer) is to provide the dealer with
information the dealer can use to show the customer a close approxima-
tion of the floor stock tax on each car. This is to be made available on,
or shortly after, the date the floor stock tax applies. The floor stock
tax of 1 percent will be paid on a date not earlier than 60 days after
the date of enactment as indicated in regulations prescribed by the
Secretary or his delegate. )

Effective date.—The tax rate will be restored to 7 percent effective
with respect to sales by manufacturers, producers, and importers
beginning with the day after the date of enactment. The floor stocks
tax is to be effective on the same day.

Revenue effect.—This provision will increase revenues by $60 million
in the fiscal year 1966 and by $420 million in the fiscal year 1967.

6. The excise tax on telephone service (sec. 202 of the bill and sec. 4251
of the code) '
Present law.—Under the law in effect prior to January 1, 1966, a
10-percent tax was levied on amounts paid for general and toll tele-'
phone and teletypewriter exchange service. This rate was lowered to
3 percent effective as of January 1, 1966, under the provisions of the
Excise Tax Reduction Act of 1965. As presently scheduled, the tax
rate will fall to 2 gercent on January 1, 1967, to 1 percent on January’
1, 1968, and will be repealed on January 1, 1969.

Ezxplanation of provision—The bill restores the.10-percent excise
tax rate on telephone service, including teletypewriter service, and
postpones further reduction in the tax rate until April 1, 1968. On
that date, the tax rate is to fall to the 1-percent rate scheduled under
present law to be effective in 1968. Then (as under present law) the
tax is repealed on January 1, 1969.

Ezemptions for hospitals.—The bill provides an exemption from
the excise tax for telephone services furnished to nonprofit hospitals
exempt from income tax. 'This is to accord such hospitals the same
treatment accorded Government hospitals under present law.

Effective date.—The 10-percent rate on telephone and teletypewriter
service is to become effective with respect to bills rendered on or after
the first day of the first month which begins more than 15 days after
the effective date of this legislation. The exemption for nonprofit
hospitals is to go into effect at the same time.

evenue effect.—This provision will increase revenues by $785
million in the fiscal year 1967.

Table 11 presents a comparison of the effective dates for scheduled
reductions in the excise tax rates applicable to automobiles and tele-
phone and teletypewriter services under present law and H.R. 12752.
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TasLe 11.—Effective dales for scheduled excise laz reduction., under present law
and H.R. 12752

{In percent]
Excise tax rate under—
Excise tax and date
Present law | H.R. 12752
Automobiles:

........... LI P,
L PN,
Day alter enac 6 27
Jan. 1, 1967 14 7
Jan. 1, 1963 12 7
2 12
11 11
- 3 IR,
3 10
Jan. 3, 1087 . et imcmcenecccnacas ceseenes 2 10
Jan. 1, 1968 1 10
Apr. 1, 1968 1 1
RE:1 N TR0 11 . IO Repeal Repesal

Ppropriaw floor stocks tax refunds for dealers’ inventories.
oor stocks tax of 1 percent applied to dealers’ inventories.

Table 12 lists the effective dates for each provision of H.R. 12752.
TaBLE 12.—Effective dates for each provision of H.R. 18762

Provision

Effective date

Graduated withholding schedul

ation pald after Apr. 30, ¥

Withholding allowances. .....c...oceencmieacacconcana.

Querterly payments of selt-employed social security
and hospital insurance taxe:

Underpayment on estimated indivldual income and
self-employment taxes.

Aceeleratwd payment of estimated corporation in-
come

Excise tax and floor stocks tax on passenger auto-

raobiles
Exclse tax on telephone and teletypewriter services. .

R
'l‘ax?;)lo years beginuning after Dec 31, 19686,

Do,
Taxable years beginning after Dec. 31, 1965,
The day after date of enactment.

Bills rendered on 1st day of the month beginnin;
more than 13 days after enactment. ¢
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CHAIRMAN RUSSELL B. LONG (DEMOCRAT, OF LOUISIANA), COMMITTEE ON FINANCE,
ANNOUNCES HEARINGS ON THE PRESIDENT'S 1966 TAX PROPOSALS

[For the press for immediate release Feb. 17, 1968]

Russell B. Long, chairman of the Committee on Finance, announced today that
the committee would begin k>arings on Friday, February 25, 1966, with respect to
H.R. 12752, the Tax Adjustment Act of 1968. The Secretary of the Treasury,
Hon. Henry H. Fowler, is to be the first witness.

Persons desiring to be heard on the proposals contained in H.R. 12752 should
submit requests to Tom Vail, chief counsel, Committee on Finance, not later than
Wednesday, February 23, 1966. In order to facilitate committee consideration of
this important legislation, those with similar interests are urged to designate
a single spokesman to present their testimony.

Witnesses who are scheduled to appear are further urged to make their state-
ments as brief as possible to conserve the time of the committee. In order to
further conserve the time of the committee, the committee will be pleased to
receive from any interested person a written statement for inclusion in the
printed record of the hearings in lieu of a personal appearance. These state-
ments will be given the same full consideration as though they had been delivered

orally. .

Allystatements should include a summary sheet and subject headings.

The chairman further announced that the committee would proceed to execu-
tive consideration of the President’s tax proposals promptly upon completion of
the hearings.

Senator LoNg. Our first witness this morning is the Secretary of the
Treasury, the Honorable Henry H. Fowler.

Mr. Secretary, we are happy to welcome you to the committee.

I might point out, Mr. Secretary, that this hearing is beginning an
hour earlier than our usual meeting time because I was fearful an ob-
jection might be made later in the day to the committee meeting while
the Senate is in session. I will invite you to read your prepared state-
ment and I hope we can withhold questions until after your statement
has been presented. ~

I would suggest that we proceed this morning with the rule that we
have been using on the Foreign Relations Committee that each Sena-
tor, on _the first round, limit his interrogation to 10 minutes. There-
after, I would place no limit on the amount of time each Senator
might need for his questions.

You may proceed, Mr. Secretary.

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT

SECRETARY FOR TAX POLICY

Secretary Fowrer. Thank you, Mr. Chairman.

I have with me today Assistant Secretary Stanley S. Surrey, the
Assistant Secretary of the Treasury for Tax Policy. He will assist
me in dealing with questions of the committee on technical aspects
of the bill before you.

Senator Lone. Mr. Secretary, would you like to summarize this
statement or do you want to present the whole statement ?

Secretary Fowrer. Mr. Chairman, I would like to read the early
part of the statement completely, and then more or less summarize
the technical provisions—unless the committee wishes to have the en-
tire statement read.
befSemator WiLriams. We have not had a chance to see your statement

ore.
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Secretary FowLer. PerhapsI should read it in full.

Senator WiLriams. That would be better.

Senator Long. Mr. Secretary, I certainly don’t want to proceed too
expeditiously, although I do believe in (Froceeding expeditiously.
Might I ask what pages you had in mind reading ?

Secretary FowrLer. Through page 7.

Senator Lona. Fine. At that point, you can decide whether you
want to summarize the remainder or read every word of it.

Secretary FowLer. Thank you, Mr. Chairman.

I thank the committee for the promptness of this hearing on the
tax changes embodied in H.R. 12752, which has been passed by the
House of Representatives. This bill essentially embodies the Presi-
d%r;t’s tax program. We urge that it be approved as quickly as pos-
sible.

There are times when rapid action on tax legislation is needed.
This is particularly true in the present case. Rach passing day makes
it harder for us to reduce the deficit in fiscal year 1966, and much
delay could lower our ability to reduce the deficit in fiscal year 1967.

Briefly, H.R. 12752 involves (a) temporary restoration of the rates
of excise tax on automobiles and telephones that were in effect at the
end of 1965 and (b) the adoption of certain collection procedures
which will put income and self-employment taxpayments closer to a
pay-as-you-go system, thereby increasing current revenues without
changing income tax rates and without changing anyone’s final tax
liabilities.

The main budgetary fact behind this program is that increased spe-
cial costs associated with Vietnam will add $4.7 billion in fiscal year
1966 expenditures over the amount originally estimated in the budget
for that year presented in January 1965 and an additional $5.8 billion,
for a total of $10.5 billion in fiscal year 1967. 4

The increased cost of Vietnam with its economic and psychological
uncertainties came at a time when the success of a balanced and ex-
pansionary mix of fiscal and monetary policies, combined with wise
practices In a dynamic private sector, had brought the Nation close
to the achievement of many of its most impertant economic goals—a
healthy rate of growth (the highest of any of the larger industrialized
nations) in a full employment economy with a balanced budget, ac-
companied by price stability unparalleled in the industrialized world,
and an equilibrium in our balance of payments. '

Past tax reduction actions of the Congress, recommended or approved
by this committee—the investment credit in the Revenue Act of 1962,
the tax reduction program in the Revenue Act of 1964, the Excise Tax
Reduction Act of 1965, and the administrative depreciation reforms of
1962 and 1965—madse a signal contribution to this achievement.

Despite tax reductions that have cut the burden of taxes by some
$20 billion at this year’s income levels, revenues under present law will
be $21 billion higher in fiscal year 1966 than they were in fiscal year
1961. This contrasts with a growth in receipts of only $10 billion in
the 5 years preceding 1961, a period in which there was no significant
tax reduction. L o

Our fiscal policy has been successful. Had our defense commitments
remained unchanged, the rise in receipts without the current tax bill
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would have produced a budget surplus in fiscal year 1967 with room
for increases in Federal civilian expenditures or further tax reductions
or debt retirement.

In this situation we face the current problem of meeting the added
costs of our southeast Asia operations. We are better prepared to meet
these costs because of the 25-percent increase in real GNP in the last
5 {ea.rs. We must recognize, owever, that new problems call for new
solutions.

The immediate response of this administration to the problem pre-
sented by the increased Vietnam expenditures in a nation nearing full
employment was a maximum of economy in the preparation of budget
expenditure proposals, consistent with recognition of clear interna-
tional and domestic needs. Elimination of unnecessary activities and
1i:helreduction in the cost of continuing activities were pursued ruth-
essly.

TKere was still a dilemma which President Johnson clearly de-
scribed in a letter of January 19 addressed to Chairmen Long and
Mills as coming down to three choices :

A deficit in excess of $6.5 billion, which would require the Government to bor-
row the additional money.

An increase in corporate and personal income tax rates, or other new taxes.

Temporary restoration of certain excise taxes, and adoption of graduated
withholding of individual income taxes and current payment of corporate income
taxes—to put the American people on a pay-as-you-go basis without increasing
the total tax bill due,

b ggr;a;or WiLLiams. Mr. Secretary, are you speaking of the 1967
udget ¢

Secretary Fowrer, Yes.

Senator%mmxms. Thank you.

Secretary Fowrer. In the President’s words, “First, we could raise
revenue or borrow it. I chose to raise the money.” This decision recog-
nizes that our fiscal policy over the last 5 years has substantially re-
duced the level of unused plant capacity and unused worker skills.
With the Vietnam commitment superimposed on the robust private
demands, a moderate and balanced shift away from the stimulative
policy of the last 5 years is called for.

In the light of the uncertainty about the duration of the increased
expenditures for Vietnam, a solution which involves predominantly
temporary and passing changes largely in the timing of taxpayments
without increasing income tax fiscal liabilities fs a first preference to
increasing personal and corporate income tax liabilities. This makes
the last of the presidentially stated alternatives clearly preferable.

On the need for this bill, let me reemphasize first my point that for
the most part the provisions of H.R. 12752 represent structural im-
provements in the tax law and the increased receipts are primarily
associated with the transition. This means that it involves less of a
burden than one would normally associate with an increase of revenues
of 84 billion in 1 fiscal year. Nevertheless, could even this be avoided
by expenditure cuts? .

First as to timing—here, Senator Williams, I refer to fiscal 1966—
the bill in part is intended to deal with the budget problem in fiscal year
1966. These expenditures are based on programs that have been voted
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and are in operation. They cannot be cut back materially. We need
the bill to reduce the deficit in fiscal year 1966 by $1.2 billion.

In assessing expenditure reduction possibilities for fiscal year 1967
as a substitute for this bill, it should be noted that the 1967 budget pro-
vides for an increase of only $600 million over the expenditure levels
in the non-Vietnam sector of the 1966 budget. Moreover, this minor
increase in expenditures, apart from the requirements of Vietnam,
comes after several years in which expenditure totals in the adminis-
trative budget have been held down.

This requires a summary examination of the record on expenditure
control under President Johnson which is set forth on chart 1 attached
to nﬁstatement.

(The chart and explanatior. follow:)

Chart 1
EXPENDITURES 1964-1967
8L J#BH.
Viet Nom
doaron 128
100 100
75 75
50 80
25 25
o 0
Silex of Do howwiry of e Jesnwy L2 )

EXPLANATION OF CHART 1

The increase of $0.6 billion in budget expenditures, outside of special Vietnam
costs, between 1966 and 1967, reflects many increases and decreases. For ex-
ample, the 1967 budget provides for $5.3 billion of expenditure increases. These
increases include (1) $3.2 billion for Great Society programs, primarily in edu-
cation, health, and the war on poverty; (2) $0.8 billion for higher interest costs
and $0.4 billion for the added costs over 1966 of the military and clvilian em-
ployee .pay raises enacted last October; and (3) $1 billion for other unavoidable
workload and contractual commitments, such as expenditures for construction
projects started in earlier years, L . .

Agalinst these increases there are reduction of $4.7 billion included in the 1967
budget. - These consist partly of (1) $1.6 billion in defense activities exeluding
the added Vietnam costs and (2) $1.5 billion in savings through pruning lower
priority programs, management improvements, and the nonrecurrence of certain

59-598 O—66-——8
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costs. The remaining $1.8 billion reduction stems from increased sales of mort-
gages and other financial assets or conversion of direct Federal loans to guar-
anteed private loans—the substitution of private for public credit.

Former Budget Director Maurice Stans has estimated that nondefense ex-
penditures can be expected to rise by $2 to $2% billion each year due to the
growing workloads which accompany increasing population and incomes. A
net increase of only $0.6 billion in fiscal 1967, therefore indicates extraordinary

stringency.

Secretary FowLer, 1. The President cut the original estimated ex-
penditure level of $98.8 billion for fiscal year 1964 by $1.1 billion to
an actual $97.7 billion,

2. He cut the original estimated vxpenditure level of $97.9 billion
for fiscal year 1965—ending last June 30—by $1.4 billion to an actual
$96.5 billion.

3. The expenditure target for fiscal year 1966 was fixed last Janu-
ary at $99.7 billion. But accelerated military activity in Vietnam
required extra expenditures of some $4.7 billion. In addition, uncon-
trollable or legislated expenditures required another unavoidable in-
crease amounting to a net figure of some $2 billion. These
expenditures included $740 million of military and civilian pay in-
creases voted by Congress in excess of Presidential recommendations,

:an additional $288 million increase in veterans’ pensions, a $500 mil-
lion increase in interest charges on the debt and two further increases
of $500 million each as a result of payments required by law under the
space program and $462 million under the commodity credit program.
All of these increases more than wiped out economies realized since
the original budget estimate for fiscal year 1966.

What all this adds up to is the striking fact that, had it not been
for these unavoidable increases as a result of Vietnam and these other
uncontrollable increases I have cited, the President in nearly 3 years
in office would have held expenditures in the administrative budget
to a total increase of less than $1 billion over the amount estimated
for the fiscal year in which he assumed office.

We can gain some idea of what a remarkable achievement this is
when you compare it with the average increase of $3 billion per year
over the previous 10 years.

The program that we are urging meets the immediate and clearly
foreseen needs, but this does not foreclose future dealing with longer
lf*un ﬁroblems or new developments. The President in his letter stated

urther :

If our needs in Vietnam require additional revenues, I will not hesitate to
request them. On the other hand, if our efforts for a peaceful resolution of the
Vietnam situation are successful-—and those efforts will continue day and night—
then your Government’s need for revenues will be sharply reduced, thus permit-
ting downward tax revisions as we had following Korea.

In his budget message, he clearly committed himself to recommend
additional measures in either of two contingencies. Hesaid:

If, on the other hand, events in southeast Asia so develop that additional
funds are required, I will not hesitate to request the necessary sums. And should
that contingency arise, or should unforeseen inflationary pressures develop, 1
will propose such fiscal actions as are appropriate to maintain economte stability.

_Insofar as inflationary pressures are concerned, the President stated
his position concerning these tax proposals as recently as January 27
in his economic message saying: :
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To insure against the risk of inflationary pressures, I have asked Americans to
pay their taxes on a more nearly current basis, and to postpone a scheduled tax
cut. If it should turn out that additional insurance is needed, then I am con-
vinced that we should levy higher taxes rather than accept inflation—which is
the most unjust and capricious form of taxation.

Taxation is an effective and flexible instrument of economic policy.
It can be adapted to the needs of the present circumstances without
changing basic policies alread incoxl?)orated in our tax law.

The tax changes in HL.R. 12752 will : ‘

Balance the cash budget.

Reduce the deficit in the administrative budget to the lowest
level in 7 years.

Help maintsain economic growth and reduce the risks of infla-
tion, ‘

The si)eciﬁc sources of increased budget receipts under H.R. 12752
for fiscal year 1966 and 1967 are shown in the following table:

(The table referred to follows:)

Estimated revenue increase under H.R. 12752 for the fiscal yeare 1966 and 1967
{In millions of doliars)

Fiscal year | Fiscal year
1966 1067
Exoiges:
Communications...... . ———- - RN 785
Automobiles. . ..... - - 60 420
c T«igal Lo " ogg g.g&ﬁ‘
'orporate 8peedup. - -« oooo.. . -
Graduating Withhoiding. ..o o i1 1T "o8 1210
Increase in declaration requirement under individual inocome tax from 70
POXCRNL. . e vnnacmacnaanecccacamcn e e cseeasasamanan . 160
Total, administrative budget. ... ..o.ucoiomunoo o aacaccnecannan 1,188 14,765
Selt-employment social security tax, quarterly payments (goes into s trust
5T ) D . 200
Total, cash budget. . 1,185 4,065

! Prior to the House floor amendment, the gain in fiscal year 1967 from graduated withholding was
$275,000,000; the total administrative budget was $4,830,000,000; and the total cash budget was $5,030,000,000.
The floor amendment reduced each figure by $85,000,000.

Secretary FowrLer. I will not recite all the figures, except to indicate
that, in total, there will be an addition of $1,155 million to both the
administrative and cash budgeting receipts in fiscal year 1966.

Senator LoNg. Would you pause there just a moment, Mr. Secretary,
while the committee digests that chart?

Some of us want to study that a little bit.

I think Senator Williams was perhaps right, Mr. Secretary, your
statement is so thought provoking, I think it might be well for you to
go ahead and read the remainder of it. A

Secretary FowLer. Thank you, Mr. Chairman.

To complete my cominent on the table, the proposals would add, as
you see in the last column, $4,765 million to administrative budget
receipts in fiscal 1967. In addition, the bill wonld add an additional
$200 million to cash budget receipts in fiscal 1967, for total cash budget
receipts of $4,965 million.  ’ .

Now, I would like to turn to the individual items contained in the
bill before you, H.R, 12752,
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EXCISE TAXES

HL.R. 12752 would restore promptly the 7-percent rate of the manu-
facturers excise tax on automobiles, which was reduced to 6 percent on
January 1, 1966, and the 10-percent tax rate on local and long-distance
telephone and teletypewriter service, which fell to 3 percent the same
date. The automobile tax would be restored on the day after enact-
ment, and the telephone tax would be restored for bills rendered on
and after the first day of the first month beginning more than 15 days
after the legislation is enacted. Those pre-January 1 rates would
remain in effect until April 1, 1968, when they would revert to the level
that would prevail at that time under present law, that is, 2 percent
on the automobile tax and 1 percent on the telephone tax.

The question arises naturally, why are the rates restored on these
two excises only? Why not restore some of the taxes that were re-
pealed last June or last December?

Part of the answer to this question is that in the Excise Tax Reduc-
tion Act of 1965 it was recognized that these two taxes involved such
large amounts of revenue that their ultimate reduction had to be
scheduled gradually in the light of economic and budget conditions.
Another way of saying the same thing is to point out that a large
number of excise taxes would have to be restored to match the revenue
involved in the continuation of the automobile and telephone excises.

Another reason for this particular excise tax program is that the
restoring of taxes that have been completely repealed in contrast to
continuing taxes still being levied would impose substantial compli-
ance and administrative burdens. The whole series of accounting and
reporting nrocedures associated with payment of the taxes which
disappeared when the taxes were renealed would have to be reconsti-
tuted. With regard to the automobile and telephone taxes, however,
only a change in rate is involved—not a restoration of an entire tax.
No additional accounting and reporting are involved, and there is
no reintroduction of the compliance and administrative difficulties
involved in the various smaller taxes. Nor is there a reintroduction
of all the comnetitive and other distortions that were involved in the
various selective excise taxes that were repealed in 1965.

In fiseal vear 1967, the increase in revenues would be $420 million
from the automobile tax and $785 million from the telephone tax,
a total of $1.2 billion.

A floor stocks tax of 1 percent would he imposed on all new auto-
mobiles held in stock by dealers or distributors on the day the 7-per-
cent rate becomes effective. Under the bill, this tax is to be paid by
the dealer, but, it is to be collected by the manufacturer and paid over
by it to the Treasury. This procedure, which parallels that for the
floor stocks refunds under this tax, was chosen in the House bill to
assure that the dealers will have the correct information as to the tax
base for the cars affected.

I~ the legislation is enacted by March 15, 1966, excise tax revenue in
fiscal year 1966 would be increased by $60 million, all of which would
com from the automobile tax. There are, as you realize, lags between
the time the taxes are collected and when they are paid into the
Treasury. '
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The increase in cash payments by consumers reflecting these tax
changes in calendar year 1966 would be $200 million from the auto-
mobile tax and $570 million from the telephone tax. .

The bill differs somewhat from the administration recommendations
as to the period after 1967. We had proposed that the whole schedule
of automatic reductions of the automobile and telephone taxzes begin-
ning with the January 1, 1966, reductions be moved later by 2 years so
that the reductions previously scheduled for January 1, 1966, through
January 1, 1969, would take place instead from January 1, 1968, to
January 1, 1971.

Under H.R. 12752, the restored rates would be carried to April 1,
1968, and then the rates would revert to the level that they would have
been on that date under present law, that is, 2 percent on the auto-°
mobile tax and 1 percent on the telephone tax. e final reduction of
these taxes to 1 percent and zero, respectively, would take place on
January 1,1969. H.R. 12752 would provide as much revenue from the
excise provisions as the administration proposal in fiscal years 1966
and 1967, just slightly more in fiscal year 1968, and less in fiscal years
1969 and 1970. We have no objection to the method of treatment in
H.R. 12752 for these excise tax rates on automobiles and telephones
after the temporary postponement period is ended.

GRADUATED WITHHOLDING

A most important part of the administration program as well as
H.R. 12752 is the provision for graduated withholding.

In evaluating these withholdmfg changes, it is important to note that
a very substantial proportion of our citizens regard a pay-as-you-go
tax system as a convenience, not as a penalty. Further, I believe, since
the withholding system cannot be perfect, most taxpayers prefer some
overwithholding with a refund on April 15 to underwithholding,
which means a final tax bill due in April.

Many wage and salary earners, for example, voluntarily under-
state the number of exemptions to which they are entitled for with-
holding purposes in order to have their withholding more closely ap-
proximate their tax liability or even to result in overwithholding.
A withholding system shouldy not, of course, seek to create unnecessary
overwithholding. But as a practical matter, taxpayers with the
same amount of wages will very often differ in other respects. A with-
holding rate that would cause overwithholding for one taxpayer would
therefore underwithhold on the other. Thus a taxpayer might have
income from nonwage sources that is not subject to withholding;
or have actual deductions that are more or less than the assumption
used in the withholding system ; or the taxpayer may not be employed
continuously durini the year. All of these factors—and others—af-
fect the amount of his final tax liability and thus the relationship be-
tween the amounts withheld and that liabilitg.

Under the present law, a flat 14 percent of an employee’s earnings is
withheld for income tax purposes, while final tax liability is computed
under a series of graduated rates. Consequently, many taxpayers are
faced with large, and frequently unanticipated, unpaid tax liabilities
gt the end of the year. The burden to taxpayers of these year-end
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ﬁ:yments as well as the collection problems imposed on the Internal
venue Service, warrants a system of withholding from wages on a
graduated basis that will more effectively synchronize withholding
with actual tax liability.

Moreover, the present withholding system takes into account the 10-
percent standard deduction, but not the minimum standard deduction
added by the Revenue Act of 1964. This omission results in over-
withholding for many low-income employees. Additional overwith-
holding occurs under the present system for single employees with
taxable incomes of less than $2,000 and married employees with taxable
incomes of less than $4,000. This results from the use of a flat with-
holding rate which is an average of the rates for the first four income
tax brackets, adjusted for the 10-percent standard deduction.

The basic graduated withholding system in H.R. 12752 is designed
to minimize these problems. '

(1) First, in place of the present flat 14-percent withholding rate,
the proposed system would provide for withholding at six graduated
rates ranging from 14 percent to 30 percent. This would closely re-
late the amount of withheld tax with the actual tax due for single
people with taxable income up to $12,000 and for married couples with
taxable income up to $24,000, whose deductions are approximately 10
percent of income. For people above this income level with deduc-
tions of approximately 10 percent of income, withheld and actual taxes
would be more closely related than under the present system.

(2) Second. the minimum standard deduction would be reflected in
the new withholding system through an increase to $700 in the value
of the personal exemptions for withholding purposes, and through a
zero withholding rate on $200 of wages on an annual basis. This
change would appreciably reduce overwithholding for those employ-
ees who use the minimum standard deduction. The use of the mini-
mum standard deduction in combination with graduated rates would
also eliminate the overwithholding that presently exists in the first
four income tax brackets.

The six-rate graduated system, proposed in the administration pro-
gram and adopted in H.R. 12752, is designed to produce the correct
amount of withholding for an individual whose deductions were
either the standard deduction, including the minimum standard de-
duction, or 10 percent of his wage income, whichever was the larger,
who had no nonwage income, and who worked a full year. If a tax-
payer has no nonwage income, and has itemized deductions in excess
of the standard deduction or 10 percent of his wage income, it is quite
likely that there would be some overwithholding under the administra-
tion proposal.

While modest overwithholding is not a significant hardship for the
wage or salary earner, there could be cases of large overwithholding
both under present law and under the basic graduated withholding
system. The bcsic graduated system by itself would in many cases
tend to aggravate the situations of large overwithholding. For this
reason, a provision was added to the bill in the Ways and Means Com-
mittee that would make it possible for individuals, who would expect
to be overwithheld due to high itemized deductions, to avoid or mini-
mize large overwithholding by claiming additional withholding allow-
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ances. The withholding system heretofore has permitted each tax-
payer to declare to his employer the number of income tax exemptions
to which he is entitled, for himself and his dependents. These are
taken into account in the graduated withholding formula and in the
withholding tables, through permitting the taxpayer to earn free of
withholding $700 (on an annual basis) for each exemption to which he
is entitled. H.R. 12752 would simply expand this technique to deal
with employees with high itemized deductions by affording additional
withholding allowances (in $700 multiples) because of those deduc-
tions. '

Specifically, H.R. 12752 permits the taxpayer to state his estimated
deductions for the current year. These cannot exceed his actual item-
ized deductions for the previous year. He can also put down his esti-
mated sa..ry or wages for the current year, which cannot be less than
his salary or wages for the previous year. These ceiling and floor
limitations are necessary to prevent serious abuse of the new allowance.
HLR. 12752 then allows the taxpayer to compute his excess deductions,
that is, his deductions in excess of a base line which is made up of 12
percent of the first $7,500 of his salary or wages and 17 percent of the
balance. The tax%ayer is given an additional withholding allowance
for each full $700 by which the excess deductions exceed the base line.
Under an amendment added on the House floor, the taxpa,{ler would
be allowed the first additional withholding allowance if his excess
deductions were equal to at least $350.

As respects the operation of this additional allowance system, the
employer would treat these claims for additional withholding allow-
ances in exactly the same way as a claim for additional exemptions,
so basically the procedure will not complicate the withholding system
for employers. So far as employees are concerned, the provision for
extra withholding allowances does involve some complication. It is,
of course, optional with the emgloyee whether or not he wants to
claim an additional allowance. But an option itself is a eom})lexity
since a taxpayer may feel he ought to find out what it is before he
decides whether or not to use it. Because of this complexity, it is
the course of wisdom to use this technique initially to deal only with
the relatively large overwithholding situations. This is the reason
for the particular decision in H.R, 12752 to measure excess deductions
over a line which is higher than the 10 percent of deductions
built into the withholding system. We believe that the basic tech-
nique of additional allowances which the Ways and Means Committee
ado is appropriate to moderate overwithholding where it may be
too large. However, there are problems associated with the variation
in that technique introduced by a committes floor amendment which
we will be glad to discuss in your technical sessions, That variation
involves added complexity, and also produces underwithholding in
some situations. 7

. The additional allowance system would be applicable for the first
time in 1967. Taxpayers would file claims for additional withholding
allowances with their employers on the basis of their estimates for
1967 and their actual tax returns for 1966. The new withholding
allowances would go into effect in the spring of 1967. Thereafter
the taxpayer would continue to use the additional withholding al-
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lowance until May 1, 1968, although it could be terminated at his
option earlier. The taxpayer could file another claim for additional
withholding allowances on the basis of his 1967 return, which would
take effect May 1, 1968.

This timing is necessary in order to develop the required forms and
to provide the necessary information program, so that people will
know how to operate the system. Also important is the fact that
graduated withholding would start only in May of this year and
hence overall overwithholding will not be as significant in 1966 as
it would be if the six graduated rates were in effect. for a full year. Ths
additional allowance provision will thus not affect the expected in-
crease of $90 million in budget receipts from the introduction of
graduated withholding as proposed in the administration program
for fiscal year 1966. It would also have no impact on the calendar
year 1966 effect of graduated withholding. Thus it will nct reduce
ﬁh?ds_horbterm economic impact of the adoption of graduated with-

olding.

Under the House bill the net increase in budget receipts in the
fiscal year 1967 from the adoption of graduated withholding is es:i-
mated to be $210 million. Due to the additional withholding aliow-
ance under H.R. 12752, there would be a decline in budget recsipts in
the fiscal year 1968 estimated at $290 million.

To describe the economic impact of the whole withholding provi-
sion, it is useful to use calendar year totals. In round numbers, the
oraduated withholding provision in the six-rate system would have
involved an increase in withholding on a full-year basis of $1.2 billion.
Because of the date of introduction, the increase in withholding re-
ceipts will be only $0.8 billion in 1966 (although it will be at an
annual rate of $1.2 billion).

In calendar year 1967, the increase in withholding receints from the
six-rate system will be offset by two things: (1) the smaller yearend
payments on 1966 returns filed in the spring of 1967 as people take
credit for the prior year additional withholding and (2) the begin-
ning of the additional allowance system by May.

INDIVIDUAL ESTIMATED TAX

H.R. 12752 adds a provision. which originated in the Ways and
Means Committee, which would modifv the monetarv penalty provi-
sion with respect to payments of individual estimated tax on declara-
tions. Under present law, a taxpayer who is required to file a deciara-
tion of estimated tax is subject to a monetary penalty of 6 nercent per
annum for underpayment of estimated tax unless his estimatec tax
meets one of five alternative tests. Three of the tests remain un-
changed. These are that the estimated tax must be at least as high as
the tax paid last year or at least as high as the tax that would be naid
on the basis of last year’s income and this year’s tax rates or af least
90 percent of the tax liability based on the actual taxable income to
date. Ifthe taxpayer does not meet these tests with his estimated tax,
he mav under present law still avoid the penaltv if his estimate is at
least. 70 nercent of his final tax liability or 70 percent of the tax
liability that would emerge if he annualized the income that he has
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earned to date. Annualizing means multiplying the income of the
first quarter by 4, or multiplying the income of the first half year by
2, or multl?l ing the income of the first three-quarters by 114.

Under H.R. 12752, the 70-percent provision, which relates to the
actual tax liability or the annualized tax liability, is changed to 80
percent. The requirement was originally set in 1948 at 80 percent and
was reduced to 70 percent in 1954. At a time when we are, by gradu-
ated withholding, making most wage earners more current with respect
to their payment of tax liability, 1t is reasonable to ask that people
with nonwage income also pay an estimated tax which is closer to
their final tax liability.

The 80-percent requirement on estimates of individual tax would
come into effect with respect to estimates filed in the calendar year
1967. It is expected that this would increase budgetary receipts in
fiscal year 1967 by $150 million and in fiscal year 1968 by $150 million.

CORPORATE ACCELERATION OF CURRENT TAXPAYMENTS

. The provision for acceleration of corporate taxpayments is the same
in H.R. 12752 as it was proposed by the administration. This change
would leave the basic tax limgility unchanged.

Under present law, by 1970, corporations will pay, with respect to
their estimated tax in excess of $100,000, quarterly payments of 25
percent in Aﬁril, June, September, and December. ,

In 1963, these corporations paid during the current year only two
quarterly payments, those in September and December. The Revenue
Act of 1964 required these corporations to begin to make quarterly
payments on a current basis in April and June. These April and June
payments were scheduled to increase gradually up to the 26-percent
level in 1970, At present they must be 9 percent each in 1966 and
14 percent each in 1967. Under H.R. 12752 these figures would be
}'ailwg7to 12 percent in 1966 and to the permanent level of 25 percent
n 1967,

The only change from present law is in the timing of the additional

ayments. If,in 1971, a corporation reviewed its financial experience,
1t would find that its payments of taxes in that year were exactly the
same as they would have been if the current proposal for speeding up
the acceleration had not been adopted. If it added up all of its cor-
porate taxpayments from 1964 through 1970, it would still find that the
total of those payments was exactly the same as it would have been
under present law,

At 8 time when we are close to full employment and full utilization
of capacity, a sizable Federal budget deficit could have inflationary
implications. For this reason, it is desirable to absorb some of the
additional liquidity in the economic system that could otherwise be
used in bidding up the prices of capital goods. We believe that our
proposed sgmedup of corporate tax payments would remove some of
this excess business purchasing power. L.

In recent years, corporations have reduced their holdings of liquid
assets relative to current liabilities. An accelerated ;;layments regmre-
ment would make some corporations reexamine their expenditure
plans. They might give second thoughts to some marginal investment
projects, deferment of which might ease pressures on costs and prices
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today and, incidentally, leave more investment possibilities for the fu-
ture when the expenditures could be more easily accommodated. The
tlfghtr}ess in the credit markets that already exists would reinforce the
effectiveness on business expenditures og tho accelerated payment
pr?ilqsal. :

This proposal on corporate taxpayments would increase budget re-
ceipts in fiscal year 1966 by $1 billion and, in fiscal year 1967, by $3.2
billion. It would increase total taxpayments in calendar year 1966 by
$1.1 billion (incuding fiscal year corporations).

SELF-EMPLOYMENT TAXES

To round out the program to make taxpaying 1aore current, H.R.
12752 provides that social security taxes of the self-employed be paid
on an estimated basis.

The present law re%uires a self-employed individual to estimate and
make quarterly, installment payments of his income tax if the esti-
mated tax is at least $40. There is no logic in applying this require-
ment only to income taxes and not to self-employment taxes.

Under present law, however, for a self-employed individual, the
requirement for current payment bears only on >he past of his end-of-
the-year tax liabilities represented by the income tax. In some cases
this income tax liability may be only a small part of the final total
liability for income and self-employment taxes; in others it may be a
large part. Since the taxes relate to the same type of income, it would
be appropriate for the entire liability to be subject to the same require-
ment of estimated payment.

The estimated tax system would have the double purpose of making
taxpayment more convenient for individuals and providing some
equality between people with nonwage income and )t]»eople with wage
income who are subject to withholding. Since employee social secu-
rity taxes are withheld, it is appropriate to include the self-employ-
ment tax in the estimated tax base. '

In a tentative General Accounting Office report recently submitted
for Treasury Department comments, the GAO recommended an iden-
tical proposal. We understand that the GAQO will issue a formal
report shortly which includes this recommendation.

H.R. 12752 provides that the requirement for current payment of
zelf-t;niployment tax would come into operation in 1967, sterting

I'i 50 '

Tnder H.R. 12752, this provision would increase revenue collections
in fiscal year 1967 i)y $200 million. Under the original proposal,
which would have commenced the current payment system on June 15
of this year. this increase would have occu as follows : $100 million
in fiscal year 1966 and $100 million in fiscal year 1967.

We will develop a procedure for crediting the estimated quarterly
deciaration payments of self-employment tax to the social security
trust fund as these payments come into the Treasury. For this reason
the provision will affect only cash budq;,t receipts and not administra-
tive budget receipts. Under H.R. 12752, these increased payments
would be $300 million in calendar year 1967—$400 million if the Jan-
uary 15, 1968, payment is included.
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CONCLUSION

The particular measures involved in H.R. 12752 are designed to
have minimum long-range impact on tax burdens and to achieve desir-
able structural changes. They are appropriate to the fiscal problem
at hand. They deal almost entirely with matters on which there has
been study in the past. I am hopeful that they may be acted upon
promptly. R

Senator Long. Thank you, Mr. Secretary.

I will ask the staff to keep time on me, as well as on all other
Senators.

Senator SmaTHERS. What do you mean, “keep”

Senator Loneg. I propose that each Senator be limited to 10 minutes
during the first round of questions and, thereafter, I would impose
no limit on Senators, feeling that it would probably not be necessary
thereafter.

Mr. Secretary, what is the relative weight that you place on these
two objectives which are (1) to balance the budget, and (2) to resist
inflation ¢

Do ly]'ou give them equal importance, or is one more significant than
the other?

Secretary FowrLer. The more significant one is that this bill moves
the budget toward a balanced condition. We also try, through this
%qrgf.ular bill, to pay for the additional costs of the conflict in South

ietnam.

In doing this there is a moderate movement in the direction of
moderate restraint from a posture of budgetary stimulation. This
is appropriate to the time in which we find ourse!ves—with unem-
ployment at its lowest level, and the utilization of plant capacity at
1ts highest level, in many years.

Senator Long. Well, we have about 4 percent unemployed right
now. I just wondered if {ou feel that now is the time in which to
bsg'er; to step hard on the brakes of economic expansion.

retary FowLer. I certainly do not feel this is the time to step
_ hard on the brakes. I think we should continue to try to achieve
# mix of fiscal and monetary policy that will permit, in particular,
continued attacks on structural unemployment. In this effort the
job creating potential of the private sector that come out of the job
training activities of private companies should be correlated with
the manpower retraining and job training efforts of the Federal
Government. .

Senator Lone. Now, you speak of fiscal policy—that is, tax policy—
as being a very fine weapon to achieve economic objectives, both in
balancing the budget and in resisting inflationary pressures.

Before you were able to bring this message down here, the Federal
Reserve moved shead of you and proceeded to use what they regarded
as economic policy to raise interest rates.

Now, what is that going to do to your budget in fiscal 1967—this
one-half of 1 percent increase in interest rates they gifted us with?

Secretary FowrLer. The first and most immediate effect will be to
increase the cost of carrying the public debt. The increase in the
estimate of interest charges contained in the budget message of the



88 TAX ADJUSTMENT ACT OF 1966

President reflects to some degree increased interest rates that the
Government will have to pay for the money it borrows.

Senator Lone. What will that mean in fiscal 1967 ¢

Secretary FowwLer. Actual interest charges in fiscal 1965 were
$11.4 billion. The estimate for fiscal 1966 is $12.1 billion. The esti-
mate for the fiscal year 1967 is $12.9 billion.

Senator MoCartHY. Mr. Chairman, may I ask at this point-—how
much of this is the result of an increase in debt and how much is a
consequence of the increase in the interest rates ?

Secretary FowLer. Some minor portion of it is the result of the
increase in debt. But the preponderant portion of it is due to the
increase in the cost of money.

Senator Lone. About 10 percent of it being an increase in the cost
of debt, or 5 percent—would it be nearer 5 than 10%

Secretary FowLer. I would prefer to give you an exact calculation,
Mr. Chairman.

Senator Lone. I wish you would provide it for the record.

(The information follows:)

That part of the interest estimate reflecting interest on the public debt was
$12 billion for 1966 and $12.750 billion for 1967. Of the $750 million difference
between 1966 and 1967, $550 million is attributable to higher rates to be paid in
1967 than in 1996 and $200 million is attributable to more debt in 1967 than in
1966. Not all of the higher costs in 1967 over 1966 due to higher rates are
attributable to the December 6 increase in the Federal Reserve rediscount rate;
a large share of the increase is due to the general rise in rates before the redis-
count rate increase and the necessity of refinancing debt issued at much lower
rates. And not all of the increased interest cost for 1967 over 1966 due to more
gegziis attributable to the 1967 deficit; the larger part of it is due to the 1966

e .

Senator LoNg. Now, this works out to be a bigger item than those
you mentioned. That works out to be about $1.4 billion of additional
expenditure that we are going to have to pay because of what the
Federal Reserve Board has heen able to do for us.

Secretary Fowrer. Mr. Chairman, I should say that interest rates
wers going up——

Senator Lone. May I just modify my statement. I said what they
have been able to do for us. I mean what they have been able to
do to us.

Secretary FowLer. I would like also to note that interest rates were
going up. Some part of the amount we have labeled as additional cost
of money is undoubtedly due to the market forces that existed prior to
December 6. I have not made a breakdown of the increase in the cost
of carrying the debt on the basis of interest rates before and after
December 6. The figures I have given you reflect the impact of rate
changes over both periods.

Senator Lone. The Federal Reserve Board does not have control
over the demand for money, but they do have pretty effective control
over the supply of it, do they not ¢

Secretary FowrLer. That is true. )

Senator Lone. Now, from the hearings we had on the fiscal policy
back 7 or 8 years ago, I once had the naive impression that when a large
corporation paid interest charges that they were taking it on tbe chin
just like a poor man when he buys something on installment. But I

ave subsequently realized that when these large concerns and most
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rich people pay interest, they are soon passing it on to the little fellow
on down the line. As a matter of fact, most of my close banker friends
have advised me that they are now adjusting their affairs so that when
they have to pay more for money, they can pass it on to the little fellow.
Isn’t that correct—when you impose higher interest rates on the major
corporations, their competitor has the same problem, and both of them
put that in their cost of business, and add that to the cost of the product
that the public buys?

Secretary FowrLer. The cost of money is just like any other cost.

It enters into the cost of the finished product just like many of the
other things—like taxes—that we do not normally think of as being
additions to material or labor costs.

The low cost of money is like the low cost of any material or facil-
ity—and, is important to a business.

Senator Long. Isn’t it somewhat like the social security tax? We
like to think of an employer as paying social security tax, but that is
a cost he bears. His competitor has the same cost. YWhen we raise that
tax and they pay it, they simply add it to the cost of the product, and
pass it on to the consumer of the product.

Secretary FowrLer. To the extent they can pass it on, that is per-
fectly true.

Senator Lone. As a practical matter, aren’t those who succeed in
staying in business passing it on ¢

ecretary Fowrer. Ithink that could generally be so.

Senator Long, Well, now, the point that occurs to me is that against
a public and private debt of $1.4 trillion, an increase in interest rates
of one-half of 1 percent when passed on, means about a $7 billion tax
on the rank and file for the beunefit of those who are in a position to
invest.

Now, as between the two methods, which, in your judgment, would
he better-—for us to tax it away from people, with a direct tax, or to let
the Federal Reserve tax it away for tﬁe benefit of those who are bene-
fiting from these high interest rates?

Secretary Fowrer. Well, Mr. Chairman, I think that in dealing
with problems of excess demand, both fiscal and monetary policies,
have their value. I would not want to be in the position of excluding
recourse to either one.

Once you have reached the decision that some restraint is desirable
to moderate the rate of expansion, I do not believe you should pre-
clude recourse to either monetary or fiscal policy. Some mix of both
of them is probably the desirable thing to do.

Senator Lowe. Well, Mr. Secretary, one of the first actions of this
committee was to agree that we would go along with an increase in
veterans benefits which exceeded the President’s recommendation.

Now, if the Congress is going to vote more spending than the admin-
istration recommends—and we have already started along that line—
would you have any objection if we put more revenue in this bill than
vou are asking for?

Secretary FowLer. I would hope that the Congress would exercise
a sense of priorities in the appropriation process this year. I hope the
ultimate balance will come out pretty close to the totals reflected m the
President’s budget when a balance is drawn reflecting congressional
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ac{;ion in reducing some proposals of the Executive and in increasing
others.

I don’t know whether that is a vain hope or not. But if it is a vain
hope, and Congress adds very substantially to the expenditure totals
that were submitted in the budget, then we will have to look for addi-
tional revenue—just as the President indicated in his budget message,
and I quote—

If, on the other hand, events in southeast Asia so develop that additional funds
are required, I will not hesitate to request the necessary sums. And should
that contingency arise, or should unforeseen inflationary pressures develop, I
I will propose such fiscal actions as are appropriate to maintain economic
stability.

Senator Lone. My time has expired, Mr. Secretary.

Senator Smathers.

Senator SmaTuers. Mr. Secretary, first I would like to commend
you for the manner in which you have been handling your very diffi-
cult job, meeting the challenges asthey arise.

It seems to me that you have met each one that has arisen with
great fortitude and great dexterity and great accomplishment except
one-—and it seems to me the last one occurred the other day when you
were asked by Carol Channing to do the frug—it seemed to me you
should have responded to her more appropriately by saying, “I will
accept if you will do the Charleston.”

Secretary Fowrer. It was the Charleston. The press modernized
my step.

ySena[.’tor SaraTuers. From the picture, it looked as though one of you
was doing one and one the other.

Mr. Secretary, how do you describe at the moment the state of our
economy with respect to inflation? Are we in it, are we on the edge
of it, are we approaching it, or are we not concerned about it?

Secretary FowrLer. There is, of course, a great difference of opinion
about the relationship of the economy to inflation which grows out of
a difference in the definition of the term “inflation.”

My own view is that the economy is not in a condition that I would
define as inflation. However, I can readily see that there would be
room for argument with persons who had a different definition of
inflation.

I am very much concerned and disturbed—and I think the Presi-
dent is concerned and disturbed, as his economic message and other
utterances have reflected—that in the last year there has been a
move away from the almost unparalled record of price stability which
characterized the American economy since 1958.

While the recent increases in the wholesale price and the consumer
price indexes are not of a magnitude or duration that I would char-
acterize as inflation, they are nonetheless a sufficient departure from
the previous pattern to put us all on notice that we should watch them
very carefully and try to modify the 1policy mix to the moderate type
of expansion that we have had for the last 5 years.

However, I would not characterize what we have today as inflation.

Senator SmatuEers. Last night’s Evening Star had an article by
Sylvia Porter with respect to the Consumer Price Index in which she
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stated in effect that 2 percent annual rise was totally acceptable and
proper in a dynamic economy such as ours, but 3 percent reached the
danger line, and 4 percent was totally unacceptable.

Do you have or does the administration have a precise figure which
if reached, would indicate that we are in an inflationary period an
thataaddit.ional action would be taken or should be recommended by

ou? :

Y Secretary FowLer. No, Senator; there is no precise figure. I think
there are two elements involved. One is the sharpness of the increase
in the price level and the other is the duration. For example, you
could have a fairly sharp increase for a short time that might be a
statistical aberration or the result of some crop failure or something of
that sort. Both elements enter in, the sharpness of the rise—and the
causes of the rise as they are analyzed—and whether they are tempo-
rary or promise to have an effect over a long period of time.

Senator SmatHERS. Do you consider the increase in prime interest
rates which Federal Reserve put into effect on December 6—do you
consider that as having an inflationary or deflationary effect upon
the overall economy ¢

Secretary FowLer. It is too early to determine its overall effect since
it usually takes about 6 to 9 months for a move like that to really have
its full effect.

I would judge its effect, when fully realized, would probably be
deflationary.

SenatorIgMAmERs. You would think it would be deflationary. Cer-
tainly that was intended.

Secretary Fowrer. That was the intent and its stated purpose.

Senator SmaTHERs. Isn’t it a fact that the Consumer Price Index in
December rose to 111 percent above the 1957-59 average, up 2 percent
from December 1964? That is the biggest calendar rise in 7 years.

Now, hasn’t there been a recent sufficiently significant rise in the
business inventory accumulations that reasonable men might conclude
that we need to take additional steps other than those which have
thus far been recommended by the administration in order to combat.
inflation ?

Secretary Fowrer. I do not believe that the rise in inventory has
been that disturbing, Senator, although in the fourth quarter last year
there was a fairly substantial rise. I%lave had my staff prepare, and I
would like to suﬁmit it for the record if you don’t mind, an analysis
of the relatior.shin of inventory levels today to sales levels.

(The following material was submitted for the record:)

THE FOURTH QUARTER 1965 INVENTORY SITUATION

A sizable increase in business inventories at the close of 1965 has attracted
attention to inventory behavior as a potential disturbance to balanced growth
in the economy. The book value of business inventories (manufacturing and
trade) rose $2.7 billion in the fourth quarter of 1965, compared with $2 billion in
each of the two preceding quarters. Each 1965 quarter registered a larger rise
in total business inventories than in the corresponding 1964 quarter, as shown
in table 1. This sharper 1965 growth also has characterized most components
of manufacturing and trade inventories—with the major exception of durable
goods manufacturing where the special factor of steel liquidation limited the
advance. '

Despite the heavier accumulation of inventories in the fourth quarter of 1965,
however, little evidence exists of any genersl distortion in the relationship of
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stocks to production and sales requirements, The downtrend in the overall busi-
ness stock-sales ratio in the current expansion extended into the fourth quarter
of 1965. As shown in table 2, the business inventory-sales ratio at 1.44 compared
with 1.456 a year earlier and 1.50 in December 1963. Both in oversll manufac-
turing and in trade, these ratios at the cose of 1965 were equal to or lower than
a year earlier.

The major exception to this pattern emerged in durable goods manufacturing
where the stock-sales ratio among these industries averaged 1.91 in December
1965, compared with 1.87 a year earlier. The significance of the recent higher
ratio is uncertain because it reflected increases in goods-in-process inventories—
rather than higher purchased materials or finished goods stocks. This rise in
goods-in-process stocks may merely reflect increased work on defense goods
involving long leadtimes. Developments in this and other inventory areas obvi-
ously must be folllowed very closely in the veriod ahead.

TasLE 1.—Changes in business inventories, 1964 and 1965
{Billions of dollars, seasonally adjusted)

Change during quarter ending—

March | June | Sep- |[Decem-| March | June | Be Decem-

1064 1964 |tem ber 1965 1965 |tember| ber

1 1964 1965 1965
Manufacturing and trade............ 0.9 1.2 1.2 2.0 2.5 2.0 1.9 2.7
Manufacturing, total..........._. .2 .1 6 1.9 .8 9 1.6 1.6
Durable %oods industries.. .. .1 .4 5 1.4 .6 1.0 1.3 .9
Nondurable goods industries. 1 -3 1 .6 .2 -1 .3 .7
Retail trade, total. ._.._......... .6 .8 4 -1 L1 8 0 .9
Merchant wfwlosalers, total.._... .1 .3 2 2 .6 3 .2 .2

TABLE 2.—Manufacturing and trade stock-sales ratios

December—
1061 1062 1063 1964 1965

Manufacturing and trade. . ... ... . ... ..o ..., 1.50 1.53 1.50 145 1,44
Manufaciuring. ... ..o, 1.69 L7 1.67 1.60 1.60
Durablegoods. ... ... ... ... 1.95 2.05 1.95 1.87 191
Nondurable goods. ... . - 1. 41 1.45 1,37 1.31 127
Retalltrade. ... ... .. ... 1.39 1.38 1.40 1,37 1.35
Wholesale trade.... ... ..o 1.19 1.19 1.20 116 1,18

fource: Office of the Secretary, Office of Financial Analysis, Feb. 28, 1966,

Secretary Fowrer. If you look at it in those terms, taking into ac-
count the 1ncreased volume of business that is being done as against
the levels of inventory, you find that during the past 3 or 4 years, and
right up to the present, there has been on a fairly regular relation-
ship. So the larger inventories when related to larger sales do not
as yet disturb me.

However, your question is very well taken because any tendency
toward rapidly increasing inventories out of relation to the volume
of business would be a disturbing sign.

Senator Smatuers. In this matter of meeting the twin problems of
inflation on the one hand and paying for the increased expenditures in



B T U U P

e TN e S P Svinn

[ I

R

R

TAX ADJUSTMENT ACT OF 1966 93

Vietnam on the other, why didn’t you consider recommending the
elimination of the investment tax credit?

Secretary Fowrer. We did consider the question of the investment.
tax credit at some length back in December. As a matter of fact, we
considered the whole range of tax measures that might have been em-
ployed under the circumstances to raise revenue. This question of the
imvestment credit came up in the House Ways and Means Commit-
tee hearings and I dealt with it at length there. I will try to deal with
it in a summary fashion here.

There were three principal reasons why we rejected suspension or
repeal of the investment credit.

First, we feel the investment credit is a sound, long-range measure
in that its basic purpose was to produce an incentive to increase pro-
ductive capacity. An increase of productive capacity, and an in-
crease in supply, is one of the best answers to increased demand or
inflationary tendencies.

Secondly, we felt the investment credit will induce more eflicient
processes resulting in an increase in the rate of productivity. This will
not only produce overall efficiency to the system, but it will also enable
us to provide regular wage increases that are characteristic of our
system without inducing price increases that might undermine our
competitive position in dealing with our balance of payments.

For those two long-range reasons, we felt a retention of the invest-
ment credit was desirable.

Looking at the investment credit on a short-term basis, we felt that
suspension or repeal of it was not particularly useful as a short-term
restraint. The credit, as you will remember, becomes available when a
project is completed. Therefore, if Congress moved to suspend or
eliminate it, in good faith and fairness it would have to make some
exception for projects that have been initiated in reliance of the
availability of the investment credit. .

Therefore, the impact in terms of revenue, assuming provision would
be made to exempt those projects already underway, would be very
much delayed. Moreover, the impact in terms of current activity
would not be nearly as great as one would anticipate and it would
probably hit us some time next year or so rather than today.

Senator Smarrers. Mr. Secretary, my time is up.

Senator Loxa. Senator Williams. L

Senator WirLiams. Mr. Secretary, in reference to your earlier dis-
cussion with the Senator from Louisiana about the interest rates, when
did Mr. Martin make his decision of raising the prime rate? .

Secretary Fowrer. Of course, the prime rate is a private decision
by the banks. The rediscount rate, which I think your question refers,
was a decision made by the Federal Reserve Board on Friday,
December 3.

Senator WirLiams. December of last year.

Secretary Fowrer. Yes, sir. )

Senator WirLiams. Do you agree with that decision or do you dis-
agree with it?

Secretary Fowrer. Well, I don’t think it is necessary for me to
cither agree or disagree with it, Senator Williams. e have accepted
that as a fact of life. We developed a budgetary program, and we
developed the tax program that is in front of you, accepting the in-

59-593—-66—7
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crease in the rediscount rate as a part of the general atmosphere. In
no sense are we here today to pass further judgment on that particular
matter,

I think you are aware that at that time I publicly stated—as I
had privately stated to Chairman Martin and had publicly stated,
sta,teg in advance of the action, for example in an address I made on
November 30—that I thought it was premature and unwise for the
Board to act until all the facts concerning the new budget were col-
lected and available so that decisions could then be made as to what
would be the most appropriate mix of fiscal and monetary action.
With the full facts about the new budget and the military situation,
implicit in it, the proper mix.of the fiscal and monetary natures could
be taken together rather than in isolated form.

- Senator WirLiams. Those facts are all before you now.

Secretary FowrLer. They are before me now.

Senator WirLiams. Now, what is your appraisal of the decision?

Secretary FowrLer. I have not determined what particular choice
would have been an appropriate one on December 3 or on January 10.
»  That is something that is behind us. As the President said at the

ranch when we met with him on the following Monday : “We are not

-here to have postmortems”; and I do not wish to indulge in one now.

Senator V\};LmAMB. I can ap}ilrecinte that. DBut since you do not
Lave any recommendations in the light of all the existing facts we
would have to assume that had he waited, he would still have acted on
his own initiative.

Now, to what extent do you attribute this $800 million extra interest
charge for the next fiscal year to that decision ?

Secretary Fowrer. It’s very, very difficult, as I said in answer to
Senator Long, to separate the causes. Certainly one cause is the
large demand for money and credit.

Senator WiLLiams. Isn’t the latter the big cause?

Secretary Fowrer. That’s certainly a big cause.

Senator WrLriams. And that is here regardless of any decision that
may have been made either by the Treasury or the Federal Reserve
Board when you had this demand for money.

Secretary FowLer. I do have with me,and can supply for the record,
tables of short-term, medium-term, and long-term interest rate move-
ments, prior to December 3, and after December 8. I think anyone
reading those tables can q‘retty much make his own judgment as to
what extent the action of the Federal Reserve Board is responsible for
the increased cost of carrying the debt. It isa very hard t’i)ling to say.

(The following material was submitted for therecord:)

-
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Senator WirLiams. I was not trying to reactivate the argument. I
am just seeking information. I notice your comment, first that interest
rates are going to raise about $800 million next year for all concerned,
but I also notice that in fiscal 1963 the interest was approximately an
$800 million increase over fiscal 1962.  Again in 1964 interest charges
increased ahent £230 million over fiscal 1963. Fiscal 1965 jumped
$700 million over fiscal 1964,

Now, these were annual increases that took place prior to this Decem-
ber 1965 decision.

If we attribute to Mr. Martin the responsibility for this one—the
1965 increase——who is responsible for the ones in those years?

Secretary Fowrrr, Of course, there have been two previous in-
creases in the discount rate in the years you refer to. The rate went
up one-half percent in 1963 and it went up another half percent in
1964 at the time of the British crisis.

I think it is fair to say that both of those decisions were decisions
which the administration and Secretary Dillon, my predecessor, fully
conenrred in atthe time.

These decisions, together with the market forces during the years
indicated, greatly increased the cost to the Government, particularly
of Treasury bills and other short-term issues.

For example, in early June 1963 the 3-month bill yielded 2.99 per-
cen*. In the week ending November 27, 1965, prior to the recent
Federal Reserve move, the yield was 4.11 percent. On February 19
it was 4.66 percent. And while the increase in rates was much more

ronounced in the short-term money field, there was also an increase
1n long-term rates prior to December 6.

However, there has recently been a significant increase in long-term
rates from approximately 4.35 percent on November 27 to 4.65 percent
now.

It is very hard to relate the exact cause and effect of the three in-
creases in the rediscount rate over the past 3 years.

Senator WirLiams. I appreciate that, but as you pointed out, the
first two changes were with the full concurrence of the Department.

And T noticed yesterday you sold some 1-year bonds for 4.95.

Secretary FowrLer. Yes, sir.

Senator Wirriams. That raises the question: Aren’t you in effect
monetizing the debt by concentrating all of your refinancing charges
now in periods of less than 5 years, due to the fact that you have a
41 -percent legal ceiling? I am asking what your recommendation is
in that connection.

Secretary Fowrer.. I expect to have specific comments about that
at the time it appears before the Congress in connection with the debt
limit legislation. But I have made no decision as of now as to what
the nature of those requests will be. ’

Senator WirLiams. Will you be asking for a repeal or raising of
this 414-percent legal ceiling ?

Secretary FowrLer. I have not arrived at any decision on that,
Senator. o ,

Senator WirLiams. As of the moment, is it handicapping you in the
refinancing of your debt? , :

Secretary FowLer. As of the moment, taking into account the ad-
vance refunding of a few weeks ago, we are in relatively good shape
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for this fiscal year. We sold, as you know, an issue maturing in 434
years. That meant that the debt 1s roughly at about a 5-year average
maturity. We are in no current difficulties that require me to come,
as of now, to the Congress for help.

Senator WirLiams. During the year 1967, or the fiscal year, how
much refunding operation do you have ahead of you? Isn’t it about
$80 or $90 billion over the period that will be maturing in short-term
securities and so forth?

Secretary Fowrer. 1 will give you the exact figures for that. There
will be substantial turnover, as there always is each year.

However, with the successful advance refunding of a few weeks ago,
we consider our debt management problems for the remainder of this
fiscal year, and into the summer, as not terribly pressing.

(The following material was submitted for the record :)

Marketable seourities maturing in fiscal year 1967 as of Jan. 81, 1966
[In millions of dollars)

Held by~
Total
Foderal
Reservo All other
and GIA
CERTIFICATES, NOTES, AND BONDS
1966—Aug. 15:
3percont bond 1. iiaeial. 699 48 651
4percontnote ... .__ . 8,441 5,875 2, 568
(I\)th. 1 1 51% porcent exchange note. . - 357 e iaee 357
ov, 15
3% percent bond.._.. ... ... - 1,851 238 1,813
4 percentnote_ . _.._.__. - 2,254 566 1,688
434 percent certificate._. ... ... .. ... .. ... .. 1,662 1 1,651
1967—TeD. 16: .
3% percent note 2,358 313 2,045
4porcont note. ... ._....... 5,151 3,222 1,020
Apr.1: 1 reent exchange note 270 (oo o 270
May 15; 434 percent note__.__._. 9,748 6,788 2,960
Juno 15: 214 percent hond 1,430 152 1,278
Subtotal 34,211 17,203 17,008
16, 024
, 026 9,443 44,614
12,008
1Y SR 88,268 26,646 61,622

! Adjusted for Feb, 15, 1966, exchanges,
Source: Office of the Secretary of the Treasury, Office of Debt Analysis, Feb. 28, 1966,

Senator Wirriams. I understand that; but I was raising the ques-
tion primarily on the 12 months ahead of us. I understand that you
would have——

Secretary Fowrer. That is a subject and an area which certainly
we are very intensively examining now. I just did not want to be at
all premature in my comments I might make here today.

Sgnator WirLiams. My time is about up, and I will pursue this fur-
ther. I did not want to press you prematurely, but it is a problem
with which you are confronted and with which the committee is going
to have to deal. I think it is one we should be studying and arriving
at a decision before we get caught in an emergency to act perhaps in
24 or 48 hours.
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Seeretary Fowrer, T would certainly hope to be up here well in
advanee of any deadline. 1 fully recognize this question is one of pay-
ticular difliculty for the Congress,

Senator Winnians, Frhink my time is up.

Senator LoNa. Senator Anderson,

Senator AnpersoN, You read from the President’s budget how
much this intervest inerease is going to cost. . Was that hudget. prepared
hefore or after the inerense granted by the Federal Reserve Bonrd ¢

Seeretary Fowrer, Prepared after,

Senntor Axpersox, On page b, Mr, Sceeretary, you have a lot of
figures about inereased activities and uncontrollable legislative ex-
penditures-$710 million for military in excess of the President’s
recommendation, Ml these were signed by the President, were they
not ?

Secretary Fowrer, Yes, indeed.

Senator AnpersoN. Toinerense ¥500 million enche - - -

Seeretary Fowrer, That should he one of $500 million for the spacee
progeam, and $162 million for the Conmodity Credit. program,  ‘'hat
15 simply the conteaetual obligation of the Government to pay its hills,
The spaee conteactors performed ahead of sehedule last yenr, ns you
undoubtedly remember, so $500 million more was owed by the Gov-
ernment to these contractors than had been nnticipated,

Nenator Anprrson. T was questioning the two $500 million in space,

Seceretavy Fowrer, Nos just the one,

Senntor AnpersoN. On page 7 vou have a tigure ol corporate speed-
up of K1 billion in fiseal 1966, Does that come oftf of 1967 revenues?

Secretary Fowrer, Under present law, this years April and June
payments for corporations would ench be based on 9 percent of 1966
income,  Under the proposal, the April and the June panyments would
be inerensed to 12 pereent,

Senator ANperson. Isit on taxes for 19667

Necretary Fownrr, Yes, sir,

Nenator Anverson, Then those figures won't be in for 1967, will
they?

Secretary Fowrer, They won't have to make their final payments
on calendar yenr 1966 estimates, of course, until 1967, Bat they follow
the snme practice they arve following under present law, except their
estimated payment is to 12 peveent rather than 9 pereent of the esti-
mated tax,

Senator Anperson. T am wondering about this floor amendment. in
the ITouse,  Didn’t the bill come out under n closed rule?

Secrvetary Fownkr, The commitiee offered the amendment on the
floor.

Senator Anperson. T don’t think T am going to have any defniled
questions. T think weall would have felt better i f some of these things
had been postponed--sinea T offered a committee amendment. to with-
hold the full veduetion on the automobilo taxes and others, T am
pleased tosee yonu baek heve again at this time,

Seeretavy Fowner, Welly T think, Senator, yvou will veeall that we
had reservations on some of the reductions when we were here Inst.
vear. 1 think T should state for the record that the President, when
he signed the Exeise Tax Reduetion Aet, noted, and T quote him:
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“The only major change Congress made was the additional reduction
in the automobile tax in later years. T had recommended u B-point
reduction in the tax and Congress decided to inerease this to 9 points.
But by postponing the additional f-point. reduction, the Congress
allowed time for possible moditieation it future developments should
indieato that this sﬁmuhl he desirnble.” .

The faet that Congress decided to remove the exeises on antomobiles
and telephones in a graduated manner gives us the option we have to-
day to have n moratorium, as it were, on that elimination.

That's the essence of the bill,

Senator ANpersoN. ‘Thank you.

Sennfor Loxa, Senator Douglas, .

Senator Dovaras. Me, Seervetary, I think perhaps the immediate
proposals that you are making are the least objectionable to the public
of any that would be made.  But you are efleeting a very tenuous
Inlance in the budget.  If the war in Vietnam should intensify, as is
quite possible, and which if we were greatly provoked I would support
within limits, your expenditures will increase.  On the other hand
most of the inerensed revenue which you are going to get. by speeding
up colleetions are in the nature of a one-shot afair,

Seeretary Fowrinr., Yes, sir,

Senator Dovaras, Oneo realized, they will not be continued: isn't
that true?

Seerefary Fowrer. Yes,

Senator Dotvanas, And o in a sense we arve skirmishing now, T think.
Wo have no immediate power to determine what is going to come
afterward,

Now, wo hear stories in the press that if, as, and when you propose
a larger and more permanent. increase in revenues, that. you are going
to favor merely raising vertically the rate of taxation upon incomes
and corporate profits.

1 hope this is not all that yon will recommend because there ave
tremendous injustices in the existing tax system. Some of us have
put in the Congressional Record—and T would like to ask you if our
faets are not correct-—the fact that in the year 1960 there were ap-
proximately 20 individuals in the United States with incomes over
FH00,000 a year who did not pay a single cent in taxes,

Seeretary Fowrer, T think that is correct, Senator Douglas,

Senator Dovaras. Tive of these had incomes over $3 million and
paid no taxes, is that correet.?

Seeretary FPowrer, T think that. is corveet,

Senator Dovaras, That there was one man who had an income of
over a million dollars every year from 1948 to 1960 who during that
whole period never paid any tuxes.  Isthat correet.?

Seeretary Fowrer, T think that is corveet.,

Senator Dovaras, And that there was one man with an “economic”
income---and T put “economie™ in quotatioin. marks—of $23 million in
I year, who did not. pay a cent in taxes,

Seeretary Fower, [ think those are facts that were supplied for
the record,

Senator Dovaras, Tam glad to have that for the vecord.

Now, Mr. Seceretary, during a period of war we ask for greai saeri-
fices on the part. of young men, not only service to their country, but
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wounds and death. Unfortunately those of us who vote for that
cannot accompany them to danger, generally because of age.

Don’t you think that in this period that we should try to cure some
of those abuses instead of merely raising the rate for everyone? Do
you think people can be asked to give their lives for this country when
you have these conditions existing at home ¢

Secretary FowrLer. Senator Douglas, I would like to break my an-
swer into two parts. One, with reference to this particular bill, this
is clearly and designedly a bill designed for quick action and quick
acceptance, hopefully.

Senator Doucras. I understand. Iintend to vote for thisbill. But
1 do want to raise this issue in advance of the new bill which I am
afraid you will have to introduce in the spring.

Secretary Fowrer. Well, as to that possibility—as you know, I

remarked at the Joint Economic Committee hearing—I believe you
were present—that while we do not feel that additional measures are
prompted by the present situation, we do welcome the putting forward
of specific proposals which will add to what I have chosen to call con-
tingency planning, in which we are ourselves currently engaged.
" Senator Dovueras. Well, I want to serve notice here and now that
when it comes to a permanent tax bill, I will move to diminish the de-
pletion allowance on gas, oil, and sulfur, and net approximately at
east a half billion dollars more in revenue. But also I think the
present capital gains provisions are defective in many respects, one of
which is that if a person inherits an asset where there has been a large
capital gain upon which no tax has been paid—inherits a potential
capital gain upon which no tax has been paid by his father or the
deceased—if he sells the asset he subsequently pays no capital gains
on the original gain. This provision suggests a tremendous amount
in lost revenues. :

Now, my friend and colleague, Senator Gore, has been crnsading
for years on stock options and has become, T think, the ereatest author-
ity in the Senate on that subject. I won’t intrude on his territory, but
it’s quite possible he may have something to say on the subject of stock
options.

]plI hope that the Treasury, instead of opposing these measures, will
help us.

Secretary Fowrer. I am glad to have your comments, Senator
Douglas,

Senator Axperson. I hope you won’t,

Senator Saatiers. Fle’s trying to pass this bill at this time.

Senator Dovaras. Well, we can always put. off until tomorrow.

Senator Wirriams. Will the Senator vield for a point ?

Senator Dovaras. No—excuse me, Senator. I want to take some
time on other subjects. .

Now, on the question of expenditures. This is a time for scrutiniz-
ing the expenditure side of the budget in order to reduce the amount
to be borrowed which would have to be financed possibly by the crea-
tion of bank credit with a resultant inflation. )

The Postal Department is really operating at a deficit of $750 mil-
lion a year. This may go to a billion dollars. The deficit is not on
first-class mail which vields a surplus—the deficit is on second-class
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mail—newspapers and magazines, who denounce subsidies and deficits,
but are themselves the recipients of one of the largest subsidy. I
want to exempt from this a newspaper which has not been amongst
my warmest admirers, the Chicago Tribune, because hitherto they
have supported me in this measure, almost uniquely.

But there is a deficit of at least $350 million on second-class matter,
a deficit of an equal amount on third-class matter, which is called junk
mail, used by the direct mail advertisers, who meeting in advertising
clubs denounce subsidies and Government deficits. And there is a
deficit, I understand, of around $125 million in its failure to increase
parcel-post rates.

Now, it seems to me that these advocates of a balanced budget and
opponents of subsidies should come forward with an offer to have
their rates increased to reduce the deficit, particularly in a time of
national emergency.

Secretur’y FowrLer. The observation I would make is that the word
“priorities” has a different meaning to different people.

Senator Doucras. Priority is always somebmgr else.

Secretary Fowrer. I have, of course, encountered a great deal of
comment about some of the measures in the President’s budget. Most
of the time I have listened to my colleagues, the Director of the Budget,
try to answer questions dealing with—why did you cut down on item
1,2, 3, and 4, and why did you increase item 5, 6,7, and 87 This was
an exercise of a judgment on the part of the President as to where the
national priorities are.

Senator Dovgras. I understand. But if an increase in postal rates
is proposed, won’t you be asked to testify on that?

}S)ecretary FowLERr. According to the budget message, expenditures
for postal service in fiscal year 1967 are estimated to exceed postal
revenues by an estimated $755 million.

Senator Dovgras. I was only $5 million off. As a matter of fact,
I think it would be nearer a billion dollars—because there are a lot of
items charged as public services which are really private benefits.

Secretary Fowrer. I will be glad to relay this to the Director of the
Budget and the Postmaster (eneral.

Senator Dotaras. T would like your moral support.

Now, there is another item—I seem to be in a minority on this also.
But, T think it should be considered. We are spending $5 billion a
vear, we have already spent well over $20 billion in an effort to put a
man on the moon. I have never seen any scientist who could argue
convincingly that there was any real scientific value to putting a man
on the moon and getting him back—and I have talked with a number
of knowledgeable military experts who say there is no military value
to this.

Now, we do it for prestige reasons, in order to get there ahead of
Russia. What is the advantage of getting to the moon ahead of
Russia when there is no advantage to either Russia or ourselves in
getting there? We've got from 1714 to 20 million people living in abject
noverty in this country—families with incomes of 1inder $2,000 a year.
We have all kinds of unmet needs. Yet we are fascinated by this moon
business. .And this is only the prelude, because then we will want to
oo to the planets.
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Well, I invite you, Mr. Secretary, to turn your attention to the
depletion allowance, to eapital gains, and to listen to Senator Gore
when he talks on stock options. And there are many other things.

I don’t know whether you have read Philip Stern's book “The Great
Treasury Raid" or not.

Seeretary Fowrer. Yes, sir.

Senator Doucras. I will now make an offer. I will buy a paper-
back copy for every official in the Treasury Department with a salary
over $15,000 a year, if they will promise to read it. I will ask M,
Surrey to turn 1n a list of people making over $15,000 and I will send
them a 50-cent copy, provided they agree to read it.

Secretary Fowrek. I think a great many of them perhaps contrib-
uted to Mr. Stern’s knowledge in preparation of that book. I suspect
most of it canme——-

Senator Dovaras. Mr. Stern drew a lot of his material from data
which Senator Gore and 1 have introduced into the record.

Secretary Fowrer. Haven't we supplied you with considerable
material?

Senator Douvaras. Upon my request—yes; upon my request. And
I am going {0 request more material.

I want to know how much my plan for veducing depletion allow-
ances will bring into the Treasury.

Senator Lonag. Well———

Senator Dovaras. 1 know this will get the support. of my dear
friend from Louisiana.

Senator Lona. Senator, I'm not worried about those proposals that
can’t get votes; I'm worried about those that can,

As a member of the Foreign Relations Commiittee, I demanded that
the witness be permitted to answer the question. On this comnittee
T hope the members will go along with a rule that the witness should
be able to answer the question. We had turns on that situation before
television where a single member would make a 10-minute speech
and refuse to let the witness answer a question. So I am going to
accord the Secretary the opportunity to respond to Senator Douglas’
last question.

Senator NDovaras. Thank you very mueh, Mr. Chairman,

Senator Loxc¢. Do you want to comment or not comment? What
is the witness’ position ?

Secretary Fowrer. The witness’ position is that he is being informed
about the views of the members of the committee on various subjects.
He finds a considerable interest in them. They will all be studied
very carefully, But at the moment, just as I did not choose to com-
ment. on Senator Williams’ invitation to discuss doing away with
41/ -percent ceiling, I think I will not pass comment on some of Sen-
ator Douglas’ proposals.

Senator Loxa. If the witness wanted to answer the question, T
wanted him to have the opportunity. Senator Gore.

Senator Gore. Mr. Chairman, T will forgo the privilege of inter-
rogating the Secretary, but T would like to inform the committee that.
T expect to offer in executive session, and hope to obtain adoption
by the committee—if not successful in the committee, then I will make
a determined effort on the floor of the Senate—of an amendment to
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substitute a 2-year suspension of the investment tax credit for the
excise tax increases on automobiles and {elephone service.

The investment credit was recommended on the basis that it was
needed to stimulate the economy. I know of nothing that is less
needed now than artificial stinmfution of the economy. The invest-
ment, credit was of dubious validity, even when offered. It is down-
right inflationary and harmful now,

Suspension or repeal of the investment credit would produce reve-
nue of $2 billion per year. The revenue is needed, the investment
credit is not needed—indeea 1t. is harmful now,

So instead of a regressive tax on the workingman who must buy
an automobile to earn a living, and on telephone service which every-
body in the country must use, I propose a suspension of the investment
eradit for an equal period.

Now, the Secretary has given in advance reasons, both long range
and short range, as to why this should not be done. T will demonstrate
later that in both vespects the Secretary’s position is ill founded in
both philosophy and éau't.

Thank you.

Senator Loxa, Well, might T ask the Seeretary’s response—he’s the
witness, What's the position of your Department on tLat, Mr. Secre-
tary? Frankly, I find some appeal to it.

Secretary Fowrer., I have covered it as fully as needed today in
answer to a question by Senator Smathers. 1 know it is a controver-
sial question. I don't believe I have anything to add to my answer to
Senator Smather's question.

Nenator Lonxe. Mr. Secretary, I want to talk about the Federal
Reserve a little more.

Wlio does the Federal Reserve work for?

Secretary Fowrer., The Congress,

Senator Lonxa. Now, we have heard a lot about the independence
of the Federal Reserve Board. It is true that that Board is named by
the President. But as I understand it, that Board is supposed to be
independent of the President, in position to make its own judgment.

Nevertheless the Board is responsible to the Congress that created
it, is it not ?

Secretary Fowrer. That is correct.

Senator Loxa, So that in the last analysis, if those of us in Con-
aress don't like what that Federal Reserve Board is doing, they are
responsible to us, is that correct?

Secretary Fowrer. That is correct.

Senator Loxa, T once discussed this with a previous President. I
did not like the interest rates the Board was maintaining at that time.
The President on that occasion informed me that the trouble was that
the Board was not responsible to him, they were responsible to us, that
wo were the culprits. Now if we don't like what the Board does, what
can we do about it?

Secretary Fowrrr., T think the normal function of the Congress in
this, as in all other areas where it creates agencies with regulatory aun-
therity, is to define the policies that it wishes the body that it has
created to carry out.

Insofar as T know the policies of the Congress, it directs the attention
of the Federal Reserve Board to those set forth in the Federal Reserve
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Act, and as many will contend, and 1 think the Board members would
aecopt, the policy stated in the Kmployment Act of {946, which is a
general declaration of a policy of Congress for the exercise of all forms
of Foderal authority in dealing with the economy. It has v number of
ingredients—to act in coordinated fashion, promote the private com-
petitive enterprise system, and enable that system to funetion so as to
maximize employment. and purchasing power and related matters.

Senator Lona, Well, if wo think that that. Bonrd is not corvectly
construing these acts of Congress, and is not acting in the national
interest ns wo interpret those laws, do we have the power (o instruet
that Board what it shall do?

Secretary Fowrer., Yes: I think that is implicit,

Senator Lona, And does the President have that power?

Secretary Fowrer. Noj he certainly does not.

Senator Lowa, Is that Board independent of the Congress?

Secretary Fowrkr. T don’t see how it could be argued under our sys-
tem of government. that any body created by the Congress and dele-
aated authority by the Congress, which authority in turn is confined
under the Constitution to the Congress, that. that body is independent
of the Congress,

Senator Lona, May T say, Mr. Secretary, some people would like to
assume that that Board just opeartes out there in a vacuum, that. they
just are not subject to influence of any sort whatever. T don’t know
any other body in Government of whom that has been said.  Some
might contend it for the judiciary. But my impression has been every-
body T have ever known in Government is subject to influence one way
or another by somebody. If the Executive does not seek to use some
influence in the national interest on them, then private intorests will,

Now, T guess T know some of the influence that Board is subject to.
Since becoming ranking member on this committee, and particularly
since becoming chairman, I have been invited to attend meetings of
business people. T nust say that I gained some impression of how the
Master must have felt. when he was led to the top of the mountain and
shown the world below. When T met some of those important people
that one meets in positions of responsibility—just for a smalltown
boy from Louisinna—it. impressed the daylights out of me.

must say that some fellow appointed to that Board, when he meets
with people that can sign a check for a billion dollars, must be very
tmpressed.

Tf wo think that Bonrd has heen overawed by those with whom they
associate, it seems to me that those of us who now and then have to go
back and shake hands with a guy in overalls onght to tell that Board
what we think about their policies. T don’t have any illusions ahout
the matter. My feeling is that we have some responsibility ourself.
When we see that Board impose a high interest rate policy on the peo-
ple of this country, which in general terms is an attack on the poor for
the henefit of the well to do, it seems to me we have the burden ourselves
to suggoest alternates, and 1o suggest that that policy be changed. I
am not advoeating that we not have interest, but when interest. hecomes
unnecessarily high. We should voice our objections,

As T understand it, Mr. Secretary—1I just want to get this clear.
That is our responsibility, and we have a perfect right to snggest a
change in that policy if we wish to.



TAX ADJUSTMENT ACT OF 1066 105

Seeretary Fowner. 1 would think that is very, very clear. This is
a body of Congress and it so far as I know, is answerable to no one
but the Congress aid through the Congress,

Senator Loxa, I thank you,

Senator Smathers,

Senator Smarners, Mr. Seeretary, T want to briefly question you
about just two subjects

First, the balance of payments,

What is our situation with respeet. to balance of pnyments today as
relnted to lnst year and the year before?

Sceretary Fowrer. The most up-to-date fizures, Senator Smathers,
are for the ealendar year 1965, 'They indicate that the 1965 deficit on
the so-called overall or liquidity basis was £1,200 million. That com-
pares with a 19614 deficit of $2,800 million.

I think 1965 was the most. successful year we have had up to now in
reducing the deficits which first. beeame a matter of alarm in 1058,
1959, and 1960—when on this basis they approximated $3 billion.

The deficit in 1965, while it was $1.3 billion, was the smallest overall
balance-of-pnyments deficit since 1957, It was less than half the size
of our deficits in 1964 and 1963, and it compares with average deficita
on this same accounting basis of $3 billion a year in each of the 7 pre-
ceding years, 1958 through 1964,

Senator Saarieks. You don't have any figures with respect to re-
cent months which suggest that our balance-of-payments position is
worsening ?

Seceretary Fowrer. No, sir. The figures that. we get. on a weekly or
monthly basis are so fragmentary and unreliable that T have always
found it very misleading to relate them publicly,

Wo will have our first good picture of the 1966 situation in May
when the first. quarter figures become availablo.

Senator Smariers. We still have a deficit, but it is diminishing, is
that right?

Secretary Fowrer., The 1965 deficit was, as 1 said, less than half of
the deficits in each of the preceding 2 years. Moreover, we have devised
substantinl improvements in the balance-of-payments program to help
us achieve our objective of equilibrium in 1966—a {)alnnco in 1966
within the range og a quarter of a billion dollars surplus or a quarter of
a hillion dollars deficit.

Whether or not wo are going to be able to achieve equilibrium, as we
see it now, depends primarily on two factors, One-—what the rising
balance-of-payvments cost. in southeast Asin will be, as a result of our
increased military and aid programs there, and, two, the other impon-
derable, what happens to our trade balance in 1966,

You recall that in 1964 we had a very substantial balance-of-trade
surplus, approximately $6.7 billion. TLast year, due to what we hope
are nonrecurring factors, it was reduced to approximately $4.8 billion.
We ave hopeful that those nonrecurring factors, or their equivalents,
will not recur, and that the trade balance ean be brought back up
toward a $6-billion surpluslevel.

The voluntary program, both with reference to direct investment
overseas and with reference to bank lending, is working admirably.

Senator Smarnrrs, How is the voluntary program working with
respect to tourist travel? :



106 TAX ADJUSTMENT ACT OF 1066

Secretary Fowrer. Not well,

Senator Smarners, What happened—iwhat were the figures on that ?

Secretary Fowrer. We had a tourist. deficit in 1964 of $1.6 billion,
In 1965 the net deficit increased to $1.8 billion.

Senator Saariers. So rather than the tourists responding to the
plea of the Secretary of the Treasury and others, they traveled morve
than ever before.

Secretary Fowrer. I think they traveled and spent more than ever
before. I tiiink it should be said, however, that the program of en-
couraging domestic travel by Americans and encouraging foreign
travelers to come to the United States got underway fairly late in the
spring. Perhaps its true effectiveness can be better assessed in 1966,

Nenator Symarners. Do you have any idea as to how many tourists
last year went to Europe, ap!)roximutely how many ?

Secretary Fowren. T don’t have those figures with me, Senator, but
we do havethem. They ave readily obtainable.

Senator SyaTHers. Would you supply them for the record?

(The following tables were submitted for the record :)

Expcnditures for foreign travel by U.S. residents, 196064

[Millions of dollars}
1960 4 1961 1 19621 1063 1 1064 1
B 2, 597 2, 600 2,875 3.195 3,381
Transportation .. ... oo 865 8656 990 1,108 1,165
Forelgn-fag carrlers. . ... ... 505 507 875 815 635
U.S.-flag carriers 360 358 415 400 530
Expenditures abroad. . 1,732 1,735 1,886 2,090 2,216
CanAA e em el - 380 425 470 522 550
Persons staying less than 24 hours. ........_. 48 47 55 ) ®
X100 e 365 370 395 448 480
Persons visiting Mexican border only.... ... 245 254 280 322 340
OVerSOms ATeAS. o« oo e oocoaicaeac e e nann 087 040 1,011 1,120 1,186
Eurtl)}mn and Mediterranean. _......._... .- 602 618 662 735 815
nited Kingdom. ... ... ... ........ 114 105 113 119 132
Treland ... 11 12 15 16 20
France. ..o ool 116 103 113 124 127
Benelux. ool 32 26 26 32
Gorman 82 62 64 5 79
Augtria 22 24 21 24 20
Switzerl 46 44 55
Italy. 120 110 118 138 148
Spain... 25 24 28 38 47
Israel.. 18 19 22 28 25
\irecco.. 15 16 17 26 26
Denmark. 23 19 18 21 23
Norway... 1 12 11 13 15
Sweden....oeoeoooo .. 14 13 11 13 14
Waest Indies and Central America ... 166 160 178 180 190
Bermuda.....ccoooaiiiiiiai o, 28 31 30 32 33
Bohamas.. 42 45 48 48 55
Jamaiea . . ceeeieeieaa. 28 30 38 40 45
Other British West Indies.. 18 18 18 19 20
Netherlands West Indles 10 11 10 10 12
South Amevica........ 45 48 55 56 57
Other oversea areas. 84 114 126 120 124
Japan._. ..o 36 46 50 52
Hong Kotug.aan.oooo 18 24 23 24 25
Australia-New Zealand ® 11 12 13 14
1T . 30 41 40 31

! Revised.
2 Not available,
Note.~For coverage, see table 1.

Jd?oulr&aé U.8. Department of Commerce, Office of Business Economics, Survey of Current Business,
ane 1965,
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Numbers and expenditures of U.S.-born and foreign-born U.S. residents traveling
in EKurope and the Mediterrancan arca, selected countrics, uas acvailable,
196364

Number of travelers Totua! expenditures Average expenditures
(in thousand s) (in milllons of dollars) (in dollars)
U.s.- | For- U.S.- | For- U.8.- | For-
born | elgn- | Total born | efgn- | Tota)l | born | elgn- | Total
born born born
Furope and
Mediterranean:
1064 983 287 1,250 081 134 185 704 403 049
838 204 | 1,102 616 139 765 730 520 680
163 60 223 163 39 204 985 632 838
178 76 254 173 48 21 972 637 850
800 2271 1,027 518 05 013 048 420 897
660 188 848 443 a1 534 6L 474 6830
532 88 020 113 10 132 213 213 213
471 83 554 99 20 19 211 236 215
88 26 114 14 (] 20 150 230 175
62 18 80 1 3 106 175 280 200
563 71 634 1% 12 127 203 176 200
% 1) D, 518 7 597 110 14 124 212 177 208
Belglum-Luxembourg:
1984, .l 160 21 181 9 2 11 55 75 01
1 aee 128 21 149 8 2 10 60 81 07
Netherlands:
1 245 30 278 19 3 22 77 103 80
203 32 235 18 4 22 89 17 04
381 92 473 0 19 79 160 7 167
333 81 414 54 21 ki) 163 255 181
219 37 250 25 4 29 116 115 118
178 35 213 19 5 24 109 155 113
349 53 402 47 9 56 135 165 139
330 53 383 47 8 85 142 151 144
470 7 548 124 24 148 204 206 268
424 79 503 113 25 138 205 311 274
105 20 215 43 4 47 220 201 219
163 18 171 34 4 38 217 243 222
166 23 189 19 4 23 115 164 122
157 20 177 18 3 2 1z 161 19
o1 13 104 11 3 14 125 205 128
78 1 89 10 3 13 134 256 146
68 20 88 10 5 15 146 270 170
@ ™ 70 O} ® 13 (0] (D] 186
92 7 109 19 7 20 211 306 238
80 16 96 18 8 20 231 421 271
61 23 84 i8 7 25 278 303 286
52 24 70 16 9 25 300 353 328

1 Revised.

2 Not avajlable.

Norte.—For coverage sce table 1: includes the expenditures but not the number of cruise travelers. Aver-
age expenditures of foreign-born U.8. residents are higher than those of U.8.-born travelers in some countries,

though they are lower for the area as a whole, because forelgn-born travelers visit fewer countries, and stay
longer than the U.8.-born travelers, who visit more countries on each trip.

Source: U.8. Department of Commerce, Office of Business Economics, based on data of U.8. Departinent
of Justice, Immigration and Neaturalization Service.

Senator Samarners. Would you also show how many of those went
to France and how much they spent in France?

Senator Doueras. Would the Senator yield for a minute?

I also think that southern Florida is as attvactive as the Riviera.
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Senator Loxc. The beaches are a lot better.

Senator SaaTHEeRs, There are many advantages—plus the fact that
apparently Mr. De Gaulle does not want our soldiers there. He
apparently doesn’t want anybody there except the tourists.

Why would it not be a good idea to eliminate some of this deficit, in
the light of the fact that De Gaulle does not seem to want us under
any conditions, by limiting our tourist travel to France? Would not
that have a tendency to improve our balance-of-payments deficit?

Secretary Fowrer. It certainly would.

Senator Smatuers. Then you would have no great objection if
somebody on this committee offered such an amendment.

Secretary FowrLer. An amendment to do what?

Senator SmaTuEers. If somebody—we have seven or eight members
of the Foreign Relations Committee on this committee. So this is
sort of a joint Foreign Relations-Finance Committee.

Senator Doueras.” You are facing the power structure. :

Senator SmaTHERs. In the light of the fact that we continue to have
this balance-of-payments deficit, in the light of the fact that our im-
balance with respect to tourist travel is worsening, and in light of the
fact that Mr. De Gaulle apparently does not want our soldiers there—
my question was, Would the Secretary have any objection if some
Senator should offer an amendment which would temporarily pro-
seribe our citizens from traveling into France?

Senator McCarruy. If the Senator will yield——

Senator SmaTuers. Let him answer the question.

Secretary FowrLer. I think that proscription or prohibition of travel
is a very serious thing, and I would not——

Senator Smaruers. I will withdraw that word. That’s a bad word.
I would like to suggest that we put a tax on them if they travel to
France, in order to discourage traveling, comply with the apparent
wishes of Mr. De Gaalle, and at the same time 1mprove our balance of
payments.

Senator Gore. I would be more interested in a little subsidy to go to
Florida.

Senator SmaTrEers. I am always interested in that.

Secretary Fowrer. This is a matter which I would like to discuss
with my colleague, the Secretary of State. I don’t know what the
restrictions are on discriminatory treatment of other countries in con-
nection with travel and trade. I do know that it’s currently the policy
of the administration to try to deal with the travel deficit primarily
through encouraging, by voluntary means, travel by Americans in the
ISJnited States and encouraging travel by foreigners to the United

tates,

I might suggest in that connection that we could use some help in
the appropriation in connection with the U.S. Travel Service. It has
always been substantially cut back in its requests for appropriations.
I think that whatever the U.S. Travel Service could do to encourage
foreigners to come to the United States and see the sights that are here.
this would be the quickest and the most effective help we could get
from the Congress in this area.

Senator Smaturrs. It has been suggested that a better method
would be to put a tax on the passport as it relates to visiting in France.
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Now, on one other matter.

Senator WirLiams. Before the Senator leaves that, would he allow
for just one observation? As we get a report from the Secretary on
that proposal, would you give us the effect it would have on the budg-
etary expenditures if in enacting that tax we did not exclude public
officials who would likewise go there? If that tax were applied to
public officials traveling in Paris, including the executive and con-
gressional trips, I wonder how that would affect the budget.

Secretary Fowwrer. I think it would be a substantial element in it.

Senator Smarmers. I would like——

Senator McCarray. Would the Senator yield to me before you
leave this subject.

I think perhaps we might have a voluntary program. We could get
Conrad Hilton to build a Hilton Rome in Miami and a Hilton Athens
in St. Petersburg, and a Hilton Istanbul in Fort Myers, and then the
Commerce Department could run a program to persuade Americans
that they ooulg have all of the joys of Rome, Athens, and Istanbul by
going to Fort Myers, St. Petersburg, and Miami.

Senator Smatuers. I would be all for that, That’s one of the most
constructive suggestions I have heard.

Secretary FowLer. While we are being helpful to each other, I would
like to offer the Senator the film that has recently become available
and will be shown. It’s called, “The Land We Love,” and has been
made available by the motion picture industry of the country. We
hope that it will in a way induce people to see the United States and see
all that there is to offer here. It is also going to be used in connection
with our savings bond program. I think it is a very inspiring film,
and I hope every American will see it before the year is out.

Senator SmatrERs. In light of the fact that I regrettably have had
to spend considerable time in Minnesota, at Rochester, I would hope
that Mr. Hilton would also build a new hotel in Rochester.

Senator Long. Under tne 10-minute rule—— -
hSenator SmarHers. Let me ask one more question, and then I’ll be
through. ! '

Mr. Secretary, I introduced a resolution here the other day with
respect to having this committee have some hearings so that some con-
tingency planning, I think, as you call it, might be looked into.

Is it not a fact that in the President’s message to the Congress of
January 27 that that course of action was at least indirectly recom-
mended ?

Secretary FowLer. I have not examined the message in that regard.
I do know that in appearing before the Joint Economic Committee—
I think Senator Douglas was there—early this month, I specifically
said in a statement to the committee that—

There are those who propose that the administration come forward now with
a program to enforce much harsher restraints on the economy than those now in
effect or proposed in the President’s budget. The administration disagrees with
the premise that more needs to be done now. However, it welcomes the putting
forward of any specific proposals since they may add to the range of contingency
planning in ‘which it itself is engaged. Indeed, it suggests that the House
Ways and Means Committee or the Joint Economic Committee study, review,

and recommend the type of tax increases which would be most suitable if infla-
tionary pressures require additional fiscal action.

59-593—66——8
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I would like to add to that statement that I think it would certainly
be desirable if this committee had time to undertake an exploration of
that, and also a related and important subject; namely, what types of
tax action might be recommended to the Congress in the event hostili-
ties in Vietnam ceased, and we were looking into the direction of addi-
tional tax reduction.

Tt seems to me that it would be helpful to have this subject explored
now by those concerned in the general pnblic, the various organizations.
the various bodies, the various groups that have proposals for either
of these contingencies.

I have had the feeling—it has been reflected, I think, in perhaps too
many talks I have made—that there has been a certain amount of a
psychological overreaction to the economic situation insofar as its
present figures and present statistics would indicate.

I think public exploration of what one might call contingency plan-
ning, what we do in the event certain things happen would be a very
useful thing.

Senator Smaruers. I thank the Secretary.

Senator Lovce. Two Senators have arrived since we have had our
first round under the 10-minute rule this morning. If it’s agreeabie
with the committee, we will allow them 10 minutes before we go back
on the second round.

Senator McCarray. Mr. Secretary, you would acknowledge that
the powers which the Federal Reserve Board have over money and
credit in this country are probably the greatest powers of control over
the financial institutions in America.

Secretary FowrLer. No question about that.

Senator McCarriry. Now, is there any good reason why that power
should be exercised independently of the determination of the Gov-
ernment of the United States?

Secretary FowrLer. Independent of what?

Senator McCarrry. Independent, let us say, of the decisions of the
Treasury, the President, or the Congress, in the short run.

Secretary Fowrer. I don’t think any of the decisions that are made
that have anything to do with the national economy should be inde-
pendent of the Congress.

Senator McCartriiy. Let’s take the existing system. Let's not get
into the theory. Under present practice it is a fact that the Federal
Reserve Board can make decisions that are contrary to what the Treas-
ury would like to have them make.

Secretary FowrLer. That’s correct.

Senator McCarrry. Do you think that’s a good situation?

Secretary FowrLer. I favor a coordinated policy mix between the ac-
tions of the various executive departments and the Federal Reserve
Board as they bear on our economic situation in applying fiscal as well
as monetary and credit policies.

I think coordination is an important element in the utilization of
these powers.

As to the use of the word “independent” that’s another question.

Senator McCartry. Well, how would you propose to achieve this
coordination, by surrender of the Federal Reserve Board to the Treas-
ury, or do you think we ought to establish substantive law to shift the
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balance of responsibility and authority a little more clearly to the
Treasury ¢

Secretary Fowrer. I think that the route of coordination is one
that we have been trying to follow. I think it has produced fairly
successful results over the last 5 years.

The difference of view which occurred in December was not a fail-
ure of coordination in the sense there was a failure of communication—
we exchanged views at great length on whether it was the appropriate
time to take any such action. It was simply a difference of judgment
and a difference of decision. I think whether or not there should be
any change in the locus of power as between the various constituent
bodies of the administration and the Federal Reserve Board is a ques-
tion for the President to determine. I don’t intend to offer any view
on that subject today.

Senator McCarray. It would be a question for the Congress and
the President to determine.

Secretary Fowrer. That's correct.

Senator MoCarry. As far as you know the Treasury Department
is happy with the relationship that now exists?

Secretary FowLer. Obviously you alwaﬁs would prefer to have your
own views prevail on a given situation. But I would say that by and
large we have had a very excellent working relationship and pattern
of coordination over the past 5 years. That, however, does not ex-
clude the fact that there was a difference of opinion in December and
there could be differences of opinion at other times.

Senator McCarray. Do you think that the Federal Reserve policy
over the last 5 years would have been essentially what it has been
if the will of the Treasury had prevailed ?

Secretary Fowrer. Excluding the situation last fall, I think it
would be fair to say that the mix of policies that characterized the
period that I have been familiar with—since 1961 up to April 1964,
and from April 1965 up to this fall—represented a consensus view of
what was the right thing to do in the fiscal and monetary field.

Senator McCarray. You don’t think, then, that the Treasury in
these years would have been subject to political pressures which
would have made it act irresponsibly and differently from what the
independent Federal Reserve Board has done?

Secretary FowrLer. No.

Senator McCarray. It is your opinion that whatever justification
there may have been for an inde em!lent Federal Reserve Board which
was set up in 1913, that that justification no longer exists and the
Treasury has become independent of political gressure and become
technically more competent and more responsible ?

Secretary Fowrer. I think that is a question on which judgment
should be really one of the President’s rather than my own.

Senator McCarrriy. Well, this is one for an expert.

Secretary FowLer. One can not be altogether objective about one’s
OWI1l
Senator McCarrry. You think the Department is responsible?

Secretary FowrLer. My Department is a good, responsi[l))le depart-
ment.

Senator McCarrHY. It wouldn’t be subject to political pressures?
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Secretary Fowrer. It might be subject to some political pressures
from a variety of sources. One sitting in the Treasury Department
realizes that there are many of these forces at work constantly.

Senator McCarriry. It would appear whether the rate was raised or
not raised depends upon the presence of one man.

Secretary i*‘ownmc. A board of seven members, four of which consti-
tute a majority.

Senator McCanrrny. Do you think this is desirable?

Secretary Fowrak, Well, it’s the way those decisions are taken,
Senator McCarthy, counting noses. 1 don’t know of any better
system.

Senator McCarriry. One more question on this matter.,

It has been indicated that the Treasury was not really altogether
unhappy with the recent interest rate increase. It’s been said that
you would have approved it, but you did not like the fact that they
approved it some time in advance of the announcement of other policy
decisions.

Secretary Fowrer. I would like, Senator McCarthy, to answer that
question, and T would also like permission of the Chair to include in
t‘\e record excerpts from four speeches that I made during this period
giving my views in full on monetary policy and interest rate.

But to answer your question briefly, the increase is an accomplished
fact. The President’s tax and economic program took it into account.
As the President said down at the ranch, he didn’t think it was useful
to indulge in a post mortem. I think it was very clear from the state-
ment I made in New Orleans, in the presence of the chairman of the
commitiee, on November 29 that I felt any decision taken at that time
would be premature and unwise,

(The following material was submitted for the record:)

Turer Purric COMMENTS ON MONETARY POLICY BY SECRETARY HENRY H. FowLER
BEFORE TIE RECENT FEDERAL RESERVE ACTION ON THE DISCOUNT RATE AND ONE
Pusric COMMENT AFTERWARD—EXCERPTS I'ROM IFoUR SPEECHES

A. BEFORE FEDERAL RESERVE BOARD ACTION

1. Remarks before the Economic Club of New York, Waldorf-Astoria Hotcl, New
York, N.Y., Monday, November 8, 1965

“Some are not content to tackle any present or potential risks of inflation with
that responsible kind of fiscal policy. They advocate abrupt restrictions on the
expansion of money and credit to restrain the growth of demand, and would
invite sharply higher long-term interest rates. This would be a substantial
change in our policy mix of the last § years and amount to a new ball game. It
woulic raise in the minds of our producers and consumers serious guestions about
whether or not to continue to buy and expand in the light of increased cost of
money and tightness of credit.

“The important point is that no sufficient evidence has yet developed to justify
this kind of treatmnent of the price situation or of the supply-demand relation-
ship by cutting back on demand rather than emphasizing efforts to expand supply.
To restrain demand at this time would be to admit that the continued growth of
the U.S. economy in amounts comparable to the advances of the last 2 years is
beyond our resources. In those years our pluses and minuses have added up to a
generally smooth and well-phased expansion of about $10% billion n quarter in
our GNP. The pluses and minuses that are in prospect, according to the analyses
of most of our economic forecasters, public and private, do not suggest a marked
deviation from that pattern in the next year—either upward or downward, Is
it too much? I belleve the answer is, and should be, “No.”

“I would urge that from here on our priority objective should be to achieve
that growth without increasing pressure unduly on reserve capacity. To do so
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we must increase our efforts to provide the capacity to absorb thut growth so that
the risks of pressure on prices and of aggregate demand on productive capacity
are minimized by increases in supply rather than restrain of demand.

“And to digress for a moment, we hear again a refrain that a solution to the
balance-of-payments problem cau be found in tight money and higher interest
rates, Presumably proponents of this approach must be referring to rather dras-
tic measures since that is what would be necessary bring into equilibrium the in-
terest rate levels that characterize the U.S. economy and other capital markets.

“Let me also remind you that twice before the Federal Reserve bas raised its
discount rates—one-half of 1 percent in the summer of 1963 and one-half of 1 per-
cent in the fall of 1964-—to deal with balance-of-payments problems, We have
clearly not overlooked this instrument. But our rises were followed by rises
abroad and the gap remained——and in some important areas widened. Only a few
months after the second increase it was necessary to request voluntary action to
restrain an accelerating outflow of capital from our banks and nonbank financial
institutions. As my predecessor, Douglas Dillon, several times pointed out—as
early as Rome in 1902—the problem of disparity between interest rates and
ca-+al availabllity here and abroad is rooted in rates abroad that are far too
high, and in the woeful inadequacies of foreign capital markets. This kind of
substantial disequilibrium eannot be eliminated or reduced to manageable propor-
tions under present circumstances by any monetary action at all consistent with
our do.nestic needs.

“May I suggest that the zealous exponents of the use of monetary policy to
achieve a better balance among international interest rates have a fertile field
for missionary work in Western Europe. We should not play the game of the dog
chasing its tall to the point of severely damaging our economy and risking a reces-
sion, It makes no sense to raise persistently our interest rates to a point where
they may conflict with the maintenance of our domestic expansion and yet not
provide a real solution to our balance-of-payments problem.”

2. Remarks before ihe Brocutives’ Club of Chicago Hotel Sherman, Chicago, I11.,
Friday, Novemher 19, 1965

“Let me close now with a brief discussion of a third, and related, area of
strain on our working partnership of government, labor and business, for the
maintenance of economic prosperity and the support of our national aims through
economic responsibility. This is the subject of interest rates.

“We have bheen hearing again the refrain that a solution to the halance-of-
payments problem can be found in tight money and higher interest rates. Pre-
sumably, proponents of this approach must be referring to rather drastic mensures
since that is what would be necessary to bring into equilibrium the interest rate
levels that characterize the U.S. economy and other capital markets.

“Interest rates have already moved up in the United States significantly, par-
ticularly in the past 2 years, mainly in response to balance-of-payments problems.
But our rises were followed by riges abroad and the gap remained—and in some
fmportant arens widened. As my predecessor, Douglas Dillon, several times
pointed out—as early as Rome in 1962-—the problem of disparity between interest
rates and capital availability here and abroad is rooted in rates abroad that
are far too high, and in the woeful inadequacies of foreign capital markets.

“It makes no sense to raise persistently our interest rates to a point where they
may conflict with the maintenance of our domestic expansion and yet not provide
a real solution to our balance-of-payments problem.”

3. Remarks before the Press Qlud of New Orleans, Hotel Roosovelt, New Orleans,
La., Sunday, November 28, 1965

“There is one other area which requires comment-—money, credit, and interest
rates. There are those who have advocated without any detailed knowledge of
the budget for fiseal 1966 and the new budget for fiscal 1967, a sharp change in
monetary policy to restrict further the expansion In money and credit. Tt seems
to me that monetary policy so far has played a vital and constructive role in the
coordinated mix of fiscal and monetary policy that has brought us to our pres-
ent posture of economic strength, Credit has been ample, but not excessive, and
has fueled a balanced economic expansion. It is premature and unwise to eatl
for further restrictive monetary action now, in order to curtail the expansion of
money and credit and rafse interest rates more than the market has already
raised them,

“There may be room for honest differences of opinion among well-informed
and unprejudiced persons on this issue. However, it is my strong bellef that any



114 TAX ADJUSTMENT ACT OF 1966

orderly adjustment of a properly coordinated mix of fiscal and monetary policies
to deal with the period ahead calls for that policy mix to be determined only
with full knowledge of the President’s new budget,

“Of course, I recognize, as all realists must, that new facts and new develop-
ments may at any time call for a reexamination of the policy mix that has served
us so well-—and that there may well be eircumstances when the use of monetary
policy to combat inflation would be wholly appropriate. However, today's cir-
cumstances call for a policy of watchful waiting until the 1967 fiscal year outlook
is elarified in mid-January with the presentation of the President’s new budget.

“It must never be forgotten that today’s balanced expansion, free from infla-
tion, reflects a combination and coordination of sound fiscal and monetary poli-
cies, intelligent business planning, and responsible restraint by business and
labor in making wage and price decisions.

“Our task at home now is to prove that we can nourish and preserve that bal-
anced expansion, free from inflation, in the darkening shadows of intensifying
battle in Vietnam as well as we did in the months prior to July 28.”

B. AFTER FEDERAL RESERVE BOARD ACTION

Remarks at the American Conference on the Atlantic Community and Economic
Growth convened by the Atlantic Council, Crotonville, N.Y., Sunday, Decen-
ber 12, 1965

“It was this structural imbalance in foreign money markets that forced us
in 1963 to apply an interest equalization tax on long-term portfolio credit to
foreigners in developed countries. And it is this structural imbalance that makes
it clear that whatever domestic reasons may justify them it would be folly for
us to try to stanch the flow of U.S. funds abroad hy restrictive monetary policies
aimed at raising interest rates in this country to the structured highe levels of the
countries of Western Europe, and of Japan. Foreign borrowers were not daunted
by two rises in the U.S. discount rate, in July 1963 and in November 1964. Be-
fore the latest increase in the Reserve System’s discount rate a few days ago
the gap was as big, if not bigger, than it was previous to the 1963 rise in the
U.S. discount rate. And it appears from current reports that rises in interest
rates in Western Europe will rapidly wipe out any temporary narrowing of the
gap which might have resulted from the recent action of the Federal Reserve
Board. Long before we could level rates here and abroad through this process,
we would drive this country into a recession that would reduce the attractiveness
of investment here and increase the attractiveness of investment abroad, ag-

gravating rather than improving our balance-of-payments position.”

Senator McCarrny. How much premature was it ?

Secretary FowrLer. The connotation of the statement was that the
decisions about fiscal and monetary policy should be made in January
when all the facts concerning the new budgetary program of the Presi-
dent were available. These involved not only the decisions on Viet-
nam, to the extent that they could be made at that time, but also the
related problem of priorities which we discussed here this morning—
what should be held back, what should be cut, to what extent there
should be new taxation, to what extent there should be other programs.

I felt it was wise to make any decision regarding any form of re-
straint in the context of a coordinated whole rather than to make it
separately 3 or 4 weeks in advance of the fact.

Senator McCarrizy. If the law provided that the pronouncement
of a change in intcevest rate, rediscount rate, could be held in abeyance
by the Treasury if it wished to do so for 3 months, you would not
have had that difficulty, would you?

Secretary FowLer. No.

Senator McCarTay. And what would have happened after 3
m(amths—if vou had had authority to veto the increaie or to approve
1it?
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Secretary Fowrer. It’s impossible for me to predict what the in-
tervening events would have been and what the other alternatives
would have been to either that particular decision or to variations of
that particular decision.

Senator McCarruy. Let me ask this.

The tax increases which you are proposing—were they in part de-
termined in consideration of the interest rate—rediscount rate increase
the Federal Reserve Board had crdered ?

Secretary Fowrer, Oh, yes. That was part of it—as I have said—
I think the President said—that was a fact of life which we accepted,
and we did our planning and decisionmaking in the light of that fact.

Senator McCartHY. What would you have recommended by way of
taxes, if the interest rates had not been increased ?

Secretary Fowrer. It is very difficult for me to say, Senator. That
is, of course, a hypothetical question.

Senator McCartHy. It’s not exactly. You must have given some
thought to this.

Secretary Fowrer, Well, no. We had a great deal to do at that time
in devising a program in the light of the facts as they were, rather than
to go off and decide what we would have done if the facts had been
different.

Senator McCarruy. You didn’t know until that vote was taken that
they were going to increase the interest rate?

Secretary FowrLer. That’s correct.

]Senzator McCarray. You mean to say you were not making any
plans?

S(izcremry Fowrer. We were making plans, we were engaged in
studies. -

Senator McCartay. You were making plans but did not assume
there would be an increase in the interest rate ¢

Secretary FowLer. We were surveying the field. But the funda-
mental problem was what the figures in the budget were going to be.
And for the very reason that I thought it was unwise an({g premature
for the Federal Reserve Board to arrive at a decision without a knowl-
edge of those figures, and the decision that they reflected, so I would
have felt it would be unwise for the Treasury to come to any conclu-
sions about tax policy without knowing what the budgetary situation
would reflect. We did not know that until late in December and early
in January.

Senator McCarriy. You are not prepared to say how your tax
recommendations today would be any different from what they are
if the interest rates had not been increased ?

Secretary Fowrer. No, sir; I am not. I would surmise that there
would have been a decision as to whether we would have more fiscal
or tax action, and less monetary action, or whether we would have the
same monetary action and the same tax action as you have confront-
ing you today, or whether we would have a different kind of monetary
action and the same or different tax action.

The variations are rather substantial in this kind of a situation.

Senator McCartuy. Do the taxes you are recommending today
anticipate an additional increase in rediscount rates?

; Slecretm’y Fowrer. Noj; they do not.” They take the situation as we
ind it.
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Senator McCarraY. You are not making any guess?

Secretary Fowwrer, I am not.

Senator McCarTry. In anticipation of what might happen?

Secretary Fowrer, No, sir.

Senator McCarruy. Does the Treasury have a view as to whether
or not, these increases in rediscount rates—up to this point—have they
been deflationary or as they appear at least in the short run to have
been inflationary ?

Secretary FowrLer. In a way I think I answered that question before
you came in. I think it takes about 6 to 9 months to make a real de-
termination of what happens as a result of a change of this sort. until
more time has passed and more of the evidence 1s in, it is extremely
difficult to come to any decision as to what the overall impact is. Un-
doubtedly it was for the purpose of deflating the economy and the
purpose was so stated.

Senator McCarrHy. There are some economists, however, who
think it is inflationary and perhaps the rate should have been raised
even higher in order to have a truly deflationary effect. Everybody
has his own economist these days.

Secretary FowLer. Yes. But there would be rather more opinion in
the economic fraternity that maybe the rate was all right, but other
accompanying actions——

Senator McCarruy. Mr. Secretary, in view of all these uncertain-
ties, as to the Federal Reserve action, the cost of the war—why does
the Treasury not come in and ask for discretionary authority to raise
and lower the tax rates on individual or corporate incomes?

Secretary FowLer. Because once such (fiscretiona,r authority was
requested by President Kennedy several years ago. The attitude and
reception of the two taxwriting committees indicated that to pursue
the proposal it would be a rather futile gesture.

Senator McCartry. There really was no very serious effort made to
push that proposal. It was never submitted to us for action, was it ?

Secretary Fowrer. It was submitted to the Congress, and there was
no sentiment in the Congress for it.

Senator McCarray. How was it submitted ?

Secretary Fowrer. President Kennedy recommended it in his eco-
nomic message.

Senator McCartHY. In a message. But it was never sent up to us
by way of a specific proposal for action.

Secretary FowrLer. 1 think bills were sent up, Senator McCarthy.
I don’t have that history completely in mind.

Senator McCarrry. Did you ever ask for hearings?
qui!cretary Fowrer. The atmosphere was such that it seemed quite

tile.

Senator McCarray. Conditions were different then from now?

Secretary FowrLer. They were. As I have said to others, I think it
is quite desirable for the Congress and the taxwriting committees and
the Joint Economic Committee and others concerned to engage in
contingency planning exercises that would enable us to move quickly
when and if we had to move in this area.

Senator McCarrayY. It is a little difficult for me to understand this
modesty on the part of the administration with reference to taxes. We
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have the Tonkin Bay resolution interpreted as having given unlimited
authority with reference to military action. We had a request in the
AID program last year for open-ended authorization for foreign aid
expenditures in Vietnam. .

It would seem to me that in view of all the uncertainties in the
domestic economy, possible increase in the cost of the war, that the
request for discretionary authority for taxes would be on the side of
good government. I do wish the Treasury and the Executive would
have somewhat more confidence in this committee and the Congress
to respond under these conditions.

Secretary Fowrer. It’s because I have that confidence, Senator Mec-
Carthy, that I do not think that the time spent on this very important
and difficult issue involving great historical precedent 1s necessary
at this time, that I have every confidence that Congress will act
promptly if and when circumstances require the administration to
come forward with additional proposals.

I have a lot more confidence in Congress acting promptly in that
kind of a situation than I do in Congress acting promptly to delegate
to the administration discretionary authority to raise or lower taxes,

Senator McCarruy., My time is up. I just wanted to make this one
point. I think that sometimes Congress might act more responsibly if
it laid down limited conditions under which the executive branch
might act than to have the executive branch come up to us under the
pressures of acting in a very limited period of time—that the overall
*}urpose of responsible government might much better be served if we
aid down guidelines long in advance and let the executive branch
operate within those limits, rather than to be called upon to act as we
are here, on this excise tax, under the pressure of special Treasury
needs.

Now, you balance these one against the other as you speculate on this,
Mr, Secretary.

Secretary FowLer. It’s because I agree with just what you have said,
Senator McCarthy, that I specifically urge that the taxwriting com-
mittees and/or the Joint Economic Committee undertake the examina-
tion of what we would call contingency planning,

Senator McCarriy. Thank you, Mr. Chairman.

Senator Lo~a. T am going to call on those Senators who were not
able to be here in the beginning.

Mr. Secretary, the fact that they were not here to hear your opening
presentation is because they had been requested to come to the White
House for a briefing on the military situation in Vietnam.

Senator BenNrTT. And T may say, Mr. Chairman, that we got no
notice of that. They called many of us at home after dinner last night.
So we were not able to notify you that we were not going to be able
to be here this morning.

Senator T.one. That’s not the first time that that type thing has
hanpened. T am not being critical.

I will call on the Senators and inform them we are operating under
a 10-minute rule—each Senator gets 10 minutes on the first, ronnd,
and after that he can ask as many question as he wants to. For those
who have not had their 10 minutes, T am going to call on them in the
order in which they arrived here from their other pressing commit-
ments. T now call on Senator Hartke.
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Senator Harrke. Thank you, Mr. Chairman.

Mr. Secretary, as I listened to your testimony which was presented
in the Foreign Relations Committee, and the statements that have
come from the administration about Vietnam, all the testimony has
indicated that we are in for a long war. Isn't that true?

Secretary FowLer. I would think that it is quite possible and quite
probable that it could be a long war.

Senator Harrke., The testimony that was before the Armed Serv-
ices Committee—that money that we are now being asked to spend.
part of which is for the present situation, part of it for the future, also
:mtic?ipates not just a long war, but a rather expensive war: is that
true?

Secretary Fowrer. Just how expensive, I do not know. I do have,
of course, a clear picture of what the expenditures in the current
budget contemplate. But I have no knowledge bevond that.

Senator Harrke., Well, is there any communication from the Sec-
retary of Defense to the Treasury as to what they anticipate the ex-
penditures to be?

Secretary Fowrer. Through the budget documents the Congress is
as fully informed about the financial requirements of the war as it is
currently envisaged, as I am.

Senator Harrke. Let me ask you this. According to information
vou have, then, if the war proceeds at its present level or is escalated in
terms of the statements made by Secretary McNamara before the
Armed Services Committee—and his testimony has been released—
can you tell us what the cost of Vietnam is expected to be for fiscal
vear 19672

Secretary FowrLer. $10.5 billion is ths additional cost over the rather
minor amounts that were contemplat:d in the budget submitted in
January 1965. This represents an increase of about $4.7 billion in fiscal
1966, and then an add-on of $5.8 billion in fiscal 1967.

Senator HarTgE. What is that total for fiscal 1967?

Secretary Fowrer. $10.5 billion.

Senator HarTre. We are being asked for an additional supplement
at the present time; isn’t that right?

Secretary FowrLer, The $10.5 billion figure I have given you is the
expenditure figure for fiscal year 1967. The supplementals being
asked for, new obligational authority to meet requirements for fiscal
1966, for fiscal 1967, and some for longer term programs that stretch
into later years. I am not familiar with what the breakdown of the
$13 billion new obligational authority figure between fiscal 1967 and
thereafter.

Senator Hartre. Well, are vou familiar with how much money vou
are going to need during those periods of time?

Secretary FowrLer. Yes. The expenditure figure is the figure that
gives us our requirement for money.

Senator Harrke. In other words——

Secretary Fowrer. $10.5 billion.

Senator HARTrE. Are the amownts which you are asking for here in
this bill todav, are they sufficient to cover all your money needs for
fiscal 1966 and fiscal 19677

Secvetary Fowrer. This bill contemplates. as does the budget, a
deficit in the administrative budget of $1.8 billion in fiscal 1967, a
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cash budget surplus of $300 million in fiscal 1967, and a national in-
come and product account deficit of $500 million.

Senator Harrxe., Now, in this calculation of course you have an-
lici‘pated a normal growth pattern of what percent?

Secretary Fowrer. We have anticipated a gross national produet in
the calendar year 1966 of about $722 billion, with a $5 billion range on
either side. To come down to a hard fignre, our estimate would be
around $722 billion. That compares to GNP in 1965 of approxi-
mately $676 billion.

Senator Harrke. If the expenditures do not stay within those pres-
ently in the budget, and if this growth is obtained, will you have to
come back for additional taxes, either in fiscal 1966 or 1967 or 1968 to
meet, the expenditures which are presently being incurred

Secretary Fowrrr. We would not have to come back to meet the
expenditures contemplated in the budget for fiscal 1967 provided the
total for non-Vietnam expenditures are not substantially increased by
the Congress, and )1-ovi({ed there are no unforeseen developments in
Vietnam that would require expenditures in fiscal 1967 over and above
those presently contemplated in the budget.

Senator Harrke. What was the amount of the increase in expendi-
tures which you did not anticipate which makes it necessary for you
to co;ne to us now and ask for a change in our tax structure in this
year?

Secretary Fowrer. $4.7 billion of additional expenditures for Viet-
nam were not contemplated in the budget document of January 1965,
for fiscal year 1966.

Senator Harrke. When did the Treasury first learn it was going to
have to pick up the tab for that amount ?

Secretary FowLer. Well, those figures first emerged, to my knowl-
edge, when Mr. Moyers announced them in late November at the
President’s ranch.

I am not positive, but I believe he gave $4.7 billion then. If not
then, it was in the budget document, itself,

Senator Hartkr. Now, Mr. Secretary, what bothers me is why all
of a sudden in November we found out that we were going to need this
additional $4.7 billion, and there was no anticipation on it on the part
of the Treasury during the time we were being asked by the Treas-
ury to reduce excise taxes last year.

Secretary FowrLer. At the time the Director of the Bureau of the
Budget testified before the House Ways and Means Committee in late
May he stated that according to all the information he had the budget
expenditure estimate for fiscal 1966 of $99.7 billion was still a hard
estimate.

The decisions that led to the acceleration of activities in Vietnam
occurred in July and the President made his television address to the
Nation on July 28. Tt was clear from there on, once those decisions
were announced, that there would be some substantial increases in
defense allotments.

We knew that an indeterminate amount of additional expenditures
would be in the ofling in fiscal 1966, but did not have any clear picture
of what the order of magnitude would be until late in the fall.

Senator Harrke, Well, you didn't have any idea before Congress
adjonurned, then, that there was going to be a necessity for raising addi-
tional revenue through some new tax measures?
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Secretary FowLer. It would bs fair to say that before the Congress
adjourned in the fall we were all conscious of the fact that there would
be a substantial change in the expenditure pattern. Your question
earlier related to the time of the excise tax action, which I think oc-
curred in June. I was not aware at that time that there would be
additional expenditures,

Senator Hartxe. What T am coming to is that you permitted us
to go on and adjourn the Congress, after we had reduced excise taxes,
and some of it to become effective on January 1, knowing full well
that you were going to have to come back here and ask for additional
revenue, ask for additional taxes. And vet you let us go ahead and
go home with no warning and no statement whatsoever to indicate that
we had a different situation, a different ball game.

Secretary Fowwrrr. Senator Hartke, T did not know whether we
would have to have additional taxes. T knew there would be a sub-
stantially changed budgetary pattern. What the order of magnitude
would be and to what extent it could be accounted for by reducing
other expenditures were decisions which none of us were in a position
to take until the budget was finalized in late December and early
January.

Senator Harrke. In other words, we are operating on this situation
almost on a month to month or day to day basis, is that what you are
trying to say ?

Secretary Fowrer. No. We are operating on much more than that.
We know now we are in a long-term picture. That long-term picture,
so far as it can be seen, and with all the uncertainties in the situation
that always accompany a war of this kind, is reflected in what the
President said on page 10 of his budget message.

I won’t read that just to belabor the record. But there it is. There
is a great stress on the uncertainties inherent in the present situation.

He says:

Because of the uncertainties inherent in this situation, the 1967 budget is
designed to provide flexibility of response to changing conditions. In the new
programs authorized by Congress in the last several years, we have an effective
array of weapons to attack the major domestic problems confronting the American
people in the fields of health, education, poverty, housing, community develop-
ment, and beautification. The 1967 budget provides funds to press forward
vigorously with these new programs. But because of the cost of maintaining
our containment in Vietnam, those funds are, in many cases, less than the
maximum authorized in the enabling legislation. Should our efforts to find
peace in Vietnam prevail, we can rapidly adjust the budget to make even faster
progress in the use of these mew programs for the solution of our domestic
problems. If, on the other hand, events in southeast Asia so develop that addi-
tional funds are required, I will not hestiate to request the necessary sums.

Senator Harrke. My time is up, Mr. Chairman.

Senator Lone. Senator Bennett.

Senator Bexnerr. Well, Mr. Chairman, I was one of those down at
the White House. I have not had a chance to read the Secretary’s
statement, so that I really have no basis upon which to ask questions
today,so I will pass.

Senator Wirriams. Mr. Chairman, I am going to make the sugges-
tion—we have another witness here for the Telephone Association
scheduled, and it’s very clear we are not going to be able to finish the
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hearings this morning. I suggest that the Secretary be asked to come
back Monday. In the meantime, maybe today, we could go ahead and
have this other witness.

Senator Douaras. I appreciate the motive of the Senator from Dela-
ware making the statement. But there are one or two small questions
I would like to ask. I would not want to be foreclosed from asking
them today.

Senator Lona. Here is the situation in which we find ourselves.
We could seek to conclude the Secretary’s statement today by asking
consent of the Senate to meet while the Senate is in session, or by bring-
ing the Secretary back as a witness after the Senate quits today, if
the Senate should not give consent. That motion is debatable—and
we don’t want to hold up the matters before the Senate.

Now, there are some Senators who have plans that keep them from
being here who would like to ask the Secretary some questions, I had
hoped that we could dispose of all the questions Senators would like to
ask. However, there are a number of Senators who cannot be here
today and who would like to ask the Secretary some questions,

Senator Williams, as I understand, has a number of questions he
wishes to ask the Secretary that would take considerable time,

Under those circumstances I suggest Senator Douglas ask his ques-
tions at this time, and then we will ask the Secretary to come back
at 9 o’clock Monday morning. We can then proceed to hear the next
witness.

So I will ask Senator Douglas to proceed.

Senator Doucras. I would like to ask the Secretary whether General
de Gaulle and the French authorities are continuing to demand gold
in return for claims upon the American dollar.

Secretary Fowrer., Yes, Senator Douglas. ILast year

Senator Doucras. I know about the last year. In the last few
months has this policy been continued ?

Secretary Fowrer. In the last few weeks——

%qnator Dovueras. They drew out in the last year at least $550
million.

Secretary Fowrer. Over $800 million.

Senator Doucras. And then Belgium, Holland, Portugal, and Spain
drew out large sums, too.

Secretary FowLer. Yes. My understanding is that the French are
continuing to convert at the rate of around $30 million a month.

Senator Doueras. Now, I made a speech on the floor of the Senate
13 months ago calling attention to this and suggesting a number of
steps, including military steps and economic steps.

No action was taken in response to these suggestions.

So I addressed a letter to all the policymaking agencies of the Gov-
ernment in the spring and received a reply which I take it was a com-
posite answer from Mr. Douglas MacArthur ITI.

One of the simpler suggestions which at the time I thonght could
have been done was to stop grants and economic aid to these African
countries which were formerly French colonies and which are still
tied financially to France, and where expenditures of dollars find their
way very quickly into French banks which are then deposited with the
Bank of France and constitute gold claims against us.
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Now, Mr. MacArthur turned that proposal down, presumably for
the Government, in one sentence, saying that the need in these colonies
was as great now as before and as great as elsewhere,

Now, I would like to ask you whether this might not be a simple
way to help stop the gold drain? That amounts to approximately $200
million a year,

Secretary Fowrer. Senator Douglas, in reply to your letter in
October, I said :

With respect to the U.S. programs of aid to former French territories, we at
the Treasury have urged State and AID to take into consideration the availability
of economic assistance from France and access to French foreign exchange
resources in determining the magnitude of U.S. assistance. I expect to urge
that these factors be given still greater weight in the future.

Senator Doteras. Do you know what the decision has been for the
coming year?

Secretary FowrLer. I am not informed. I think that information
would have to come more directly from Director Bell.

Senator Doveras. This would be a very simple measure. It would
not require congressional action. It could be done by administrative
action. It could be done very quietly, without provoking international
dissension.

T'hope very much that this can be done.

According to my most recent figures, this would save $200 million
a year,

ow, there is another factor.

Is it not true that the banking facilities in South Vietnam arve
p}r'ima?rily controlled by the French, particularly the Bank of Indo-
china

Secretary Fowrer. Senator Douglas, I am not informed on that
question. Director Bell has an extensive mission in South Vietnam
concerned with the economic program of the country. We have sent
out Treasury representatives E‘om time to time to make recommenda-
tions on particular issues, such as the use of military scrip. But I
myself am not informed.

Senator Doucras. I once went by the Bank of Indochina some years
ago in Paris. I have never seen a more handsome and elaborate estab-
lishment in my life. .

I know something about the way in which the Bank of Indochina
dominated French politics, particularly through the so-called Radical
Party. '

Ngw, it is my understanding that the Bank of Indochina is still
there, that the American dollars which are spent in Vietnam find their
way into these banking institutions, primarily French, are trans-
ferred to Paris, and therefore become claims against the American
dollar payable in gold.

Isn’t that substantially true?

Secretary Fowrer., Senator, I think to some extent the payment
for imports in dollars has that effect.

The one area that we are——

Senator DoueLas. Expenditures by American soldiers there.

Secretary Fowrer. This is what I wanted to come to. I recently
had occasion to comment on this question in a letter to Congressman
Mahon, in which he had referred to the use of serip as used in World
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War ILI. I informed Congressman Mahon that scrip has been used
by our forces in Vietnam for nearly 6 months, having been introduced
on or about August 31,1965,

The desirability of the use of what is called military payment certificates
was foreseen as our forces began to build up at about that time, and its use
closely followed this military buildup.

I think the use of scrip is very desirable and is a warranted measure
to cut down on the kind of flow that you have indicated. By the
same token, I do not want to leave the impression that it is the panacea
for all the exchange problems. There are other expenditures of
dollars for goods and services administered by AID and by the military
authorities which I can readily see would add to foreign exchange
flows going back to other countries.

Senator Doucras. The more money we spend in Vietnam, the
greater drain upon our gold islikely to result.

Secretary Fowvrer. It is my understanding that the AID agency
has been conscious and aware of this and has tried to institute proce-
dures designed to cope with it. How effective they are, how complete
they are, how successful they are, would be a judgment that Director
Bell would have to make.

Senator Doucras. Have you considered the possibility of setting
up an American bank which would have the exclusive right of accept-
ing dollar claims so that these claims would not constifute potential
and actual gold claims? In other words, we step in and try to replace
the Bank of Indochina.

Secretary Fowrer. I cannot tell you, Senator, whether or not that
particular measure has been considered. I do know that we had one
of our ablest men go out to Vietnam last summer.

Senator Doucras. Iurge you to consider it.

Secretary Fowrer. I certainly will.

Senator Dovceras. Thank you very much.

That’s all, Mr. Chairman.

Senator SmatHEeRs. Any other questions at the moment? If not,
Mr. Secretary, we are going to excuse you until 9 o’clock Monday
morning.

Senator Harrke. Mr. Chairman, this doesn’t exclude any further
questions in the future, does it ?

Senator SmatHErs. No. He'’s coming back Monday.

Senator HArRTKE. I know. But I didn’t want to have him come
i')‘agg M?’nday and have somebody say to me, “You had your chance on

riday.

Sens;tor Dovueras. Mr. Chairman, there is one final comment I have
to make, and that is on the purity of the English language, which I
gnink should be guarded by Government departments as well as by

ongress. ~

Olglr;age 18 of your statement, Mr. Secretary, you use the words
“annualize” and “annualizing.” One of the greatest corrupters of the
language has been the bureaucracy. I have consulted the standard
dictionary and the term “annualize” is very rarely used, and then not
in the sense that you use it. I urge you to get your people to write
good English, andV if necessary to use two or three words to make the
meaning clear, rather than these barbarisms which creep into the lan-.
guage. Imean that most sincerely.
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Secretary FowLer. Yes, sir.

Senator SmataeRs. On that note, we thank you, Mr. Secretary.

Senator WirLiams. Mr. Chairman, I would like to request the Secre-
tary, when he comes back Monday, to be in a position to give what I
hope will be an endorsement—at least an opinion—on some of the
measures which I have called to his attention, amendments which I
have proposed to thisbill. They have a copy of them in their office. I
would appreciate if when he comes back K/Ionday he could give us a
report on them at that time.

Senator Syarmers. You understand what he is talking about? As
Senator Douglas would say, let’s make that clear.

Senator Winriams. I would appreciate your comments Monday as
to the merits of the amendments. I have examined them closely, and
as I see it they are all noncontroversial—dealing with oil depletion and
with one or two other matters. Perhaps we can clear it up Monday
and reach an agreement.

- Secretary Fowrer. I am sure we can.

Senator SMaTHERS. In that connection, Mr. Secretary, would you be
so kind as to have someone on your staff get us the number of tourists,
as best they can, who traveled to France and how much money they
left there?

I have a figure of 634,000 last year spending $127 million in France.
I don’t know where it came from, very frankly. But I would appreci-
ate having the benefit of your staff giving me their best estimate.

Secretary FowrLer. We will give you what information we have
available on that.

Senator Smaraers. Thank you, Mr. Secretary.

We will see you bright and early on Monday.

(See tables on pp. 106 and 107 for the above information.)

The next witness is Mr. William C. Mott of the United States
Independent Telephone Association.

STATEMENT OF WILLIAM C. MOTT, EXECUTIVE VICE PRESIDENT,
UNITED STATES INDEPENDENT TELEPHONE ASSOCIATION

Mr. Morr. Mr. Chairman, I am Adm. William C. Mott. I am
executive vice president of the United States Independent Telephone
Association (USITA), a trade organization representing the non-
Bell segment of the telephone industry. .

I think I could perhaps best bring the scope of this association home
to you by mentioning that in Senator Douglas’ State of Illinois we
have some 117 companies, and our companies cover 80 percent of the
geographical territory of the State of Illinois.

Senator Douaras. I am aware of that, Admiral. ,

Mr. Morr. Your colleague, Senator Dirksen, happens to live in
independent telephone territory. - oo

Senator Doucras. I am aware of what you say. I am not ignorant
of what goes ori in my State. S

Mr. Morr. Yes,sir. - . I

In Indiana we have a similar spread, and maps have been provided
go the Senators to show just where independent telephony is in the

tates, : , ' ,
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In Florida we have some 18 companies, and I might say in the State
of Utah we cover more geographical territory than the Bell System.

Senator Dovaras. Is this purely accidental, that you choose these
particular States for identification?

Mr. Morr. No, sir.  We would be happy to go through the whole
list. But I thought it might make more impression on those that were
here.

Overall, we have some 10,760 exchanges to Bell’s 6,670.

Now, I mention this, Senator Douglas, because it is important to
note that these areas serve predominantly the smaller communities, the
Nation’s suburban and rural areas. Contrary to the statement that
was made in the other body by a Congressman, when he said that the
telephone companies will not pay the tax but will pass it on, so they
do not _care one way or the other whether this bill passes or not, I
would like to make 1t perfectly clear that our telephone companies do
care because the customers of our companies have a personal relation-
ship to the company management.

It is not like the automobile business, where there is an amorphous
mass of people who buy from one dealer one time and another one the
next. Our customers are steady, and we like them to think that we
do represent their best interests,

Now, Mr. Chairman, a witness is always in an unpopular not to say
unhappy position when he has to come before a distinguished com-
mittee such as this one and oppose a recommendation of the President
of the United States. This is particularly true when the country is
in a state of national emergency which borders on war and s request
has been made by the Chief Executive for funds to finance that war.
No one in the independent telephone industry has the slightest desire
to deny our Armed Forces in Vietnam all the funds they need to carry
out the Commander in Chief’s orders in that unhappy country.

Certainly I do not, because I have a son who is a f})rst lieutenant in
the Air Force in Vietnam. :

But we at the United States Independent Telephone Association
have read very carefully the administration’s and President’s ration-
ale behind the reimposition of excise tax cuts—if you call it a rationale.
In the first place, if you study the President’s press conference where
he answered questions on reimposition, you will see he does not have a
very clear understanding of what is going to happen. In fact, he
seemed to think that the tax is going to be put back only on long
distance.

Unlike Mr. Fowler, who several times referred to decisions that
were taken down at the ranch, we were not invited to the Pedernales
to discuss this subject—even though an independent telephone com-
pany happens to serve Johnson City. I would like to make it clear
that our companies were not in any way, so far as I have been able to
find out, consulted about the President’s pj an.

Members of this committee know, of course, that this tax is to apply
across the board, not just on long distance, and that the full burden of
the 10-percent tax is to be reimposed on local service as well as long
distance—in other words, across the board.

Our story to this committee is a simple one. It might be summed
up by stating that in testimony before the House Ways and Means

59-593—66—9
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Committeo and the Senate Finance Committee just o fow shovt months
ago, administration witnesses leveled a dovastating fire at “solective ex-
ciso taxes” with pinpoint bombardment o€ the telephone exeise tax as n
seleetive oxeiso which was partienlarly diseriminatory, particularly
regressive and absolutely indefensible. We fail to comprehend how
a tax which could be labeled with such awful adjectives a few months
ago could bo turned from a sow’s ear into a silk purse overnight.  In
fuety our protest. comes before this committes while beneliciavies of the
shortest tax cut in history ave still celebrating the receipt of their
tirst telephone bills carrying the excise tax rednetion.

Thus, in the short space of o very few weeks, what was deseribed
in the words of the President as *a shining chapter in the legislative
record of this Congress™ has lost its gloss and its burnish in the eyes
of our telophone subseribers. Moreover, it is diflicult to explain to
them--—-particularly our residence telephone customers——why it is that
they stand virtually alone in suflering a total reimposition of the
exelso tax on an essentinl and necessary service, It is diflicult. beeause
they do not understand why a service which everyone knows is neces-
sary and essentinl should receive no tax relief while the racetrack
goer, the cabaret habitue, the country club sety and bhuyers ol jewels
and furs ave given completo excise tax rolief.

Many of our telephone subseribers vead the conelusions of this com-
mittee’s report——No. 234, as printed Juno 14, 1965—which, among other
things, said:

Many of these excises are objectionable in that they are regressive in their
fmpuet, absorbing a larger share of the low-income persons than those with
higher Incomes * * % Your committee agreed with the conclusion of the House
that the tax on loeal and toll telephone service and (eletypewriter exchange
service fs undesirable as a permanent feature of our excise tax system.  This
concluston was reached on the grounds, flvst, that these taxes ave regressive
and therefore fatl with greater severity on those with lower incomes than those
with higlher incomes.  Second, the chavges for telephone service enter heavily
into business costs,  Therefore, the tax diseriminates against those firms that
must make extensive use of the taxed serviees.

If, in the words of this committee and in the words of the admin-
istration witnesses, the telephone exeise tax was “regressive™ and
“diseriminatory” then, it is morve “regressive™ and “discriminatory™
now beeause: (@) It is still the only excise tax imposed on a public
utility, and (d) the telephone user is now almost alone in being dis-
eriminated against.

I sincerely hopo the members of this committce will share the views
of their colleague, Senator Metealf, of Montana—1I spoke to him in
the hall and received his permission without. his being present. to
quote from a speech he gave just a fow days ago out in Denvery to the
National Telephone Cooperative Association.  We linve many coop-
oratives who ave menmbers of our association.

Senator Metealf said:

1 see no reason to change my attitude toward the telephone exelse wax, 1
believe there are better ways to finnnee the Inereased expenditure necessary for
Vietnam, The exelse tax reduction should he permitted to continue as provided
hy Clongress,

1 have included in the record, Mr, Chairman, an editorial on this
subjeet which I think is very clearly and precisely written, and in
Eanglish that, Senator Dounglas would approve, from the Cleveland
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Plain Dealer. 1 will not. repeat the whole thing, because members
ol the conmittee have it. T will sum it up simply by stating one
quote fronvit.;

1 hope enough Congresstien get their backs up amd refuse to do it. There
nust he better ways to vadse the dough,

Mr. Fowler, the Sceretary of the 'Treasury, in his statement before
this committeo in 1965, said :

Fxclse taxes, unlike Income taxes, lmpose burdens on those whose fncome s
Lelow the level of their personal exeptions and deductions,  "The present exeise
tax reduction program will lghten the burden of regressive taxation on low- and
middle-income people. A great deal of the revenue involved comes from ox-
tremely regressive taxes, which are a heavy burden on low incomes. "These
include the taxes on telephones, automobile parts and accessories, tollet prepa-
ratlons, and most of the houschold applinnees,

Now, wo are not here to repent at great length facts which you
already know and which havo {wnn stafed timoe and time again, o
are bowildered and perplexed as to why Mr. Fowler, who has preceded
me at these hearings and who was about as condemmatory of the excise
tax as anybody could bey now comes back to your committee and tells
you il is right to reimposoe the tax,

As amattor of fucty Mr, Fowler's statements and My, Fowler's testi-
mony reminds me of a line from Mr, Emerson’s essay on “Self Reli-
ance”.  The line goes somthing like this,

Speak what you think today in words as hard as cannon balls, and tomorrow
speak what tomorrow thinks in hard words again, though it contradict every-
thing you satd today.

Now, T suppose he could come back and quote to me that a foolish
inconsisteney is o hobgoblin of little minds.  But. he would still leave
mo porplexed about his various positions.

I donot.envy the Seeretary of the Treasury’s position.

As members of this committeo will note, My, Fowler's position last
year was that the burden of regressive taxes-—and the telephone excise
tax certainly is regrossivw-—wfuﬂs heaviest on the poor. .Are these the
people we wish to have bear the greatest burden of finaneing the war
in Vietnam?  Beeause that war is what this tax is being tied to.

Ono of the 2,100 telephone companies which [ rapresent serves some
12,000 telephones through 13 small exchanges, all of which are located
within the submarginal section of the United States designated as
Appalachian, Tt happens to be in your ncighbm‘.in State, Senntor
Smathers, of Georgin, and is well known to Senator Talmadge,

Nino thousand and ninety-three of these telephones ave in residences,
somo 6,000 of which are loeated outside municipal corporate bound-
aries. It is ironice that the Federal Government. Shﬂll](l expend huge
sums frying to 1ift the economic status of these people so that. they
might. obtain tho benefit of this essentinl commodity, and then apply
o penalty equal to 10 percent of the cost if the citizen avails ]\imso” of
this essential service.

More than one-half of the households with telephones in this coun-
try have incomes of less than $6,000 a year nn(ll one-fifth have less
than $3,000 per year, Thus, the excise tax digs deepest. into the pock-
ols of the poor and the near poor. These ave the lpoopiu at whom

1

the much advertised “war on poverty™ is directed.  The veimposition
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of the excise tax may well make the difference between these families
having or not having a telephone. That clearly is why this committee
labeled it a regressive and discriminatory tax. We heartily agree,
and we do not think that the passage of a few weeks can change the
character of a regressive tax into one which is progressive. Moreover,
to burden low-income families with a discriminary excise tax is a
consummate inconsistence with the objectives of the Great Society.

The basic reason given by the administration for the reimposition
of the telephone excise tax is to finance the increased cost of the war
in Vietnam. The suggestion has been made that it might be un-
patriotic of affected industries to resist reimposition of the tax. In
that connection, I just want to say that the managers of our independ-
ent telephone companies are among the most patriotic people in the
land. Many of the members of the board of directors of the U.S.
Independent Telephone Association have distinguished war records
in the service of our country.

They would be among the first to make sacrifices in the interest of
national security. They are, however, in this instance, representing
their customers—and make no mistake about it—the excise tax is a
tax on telephone users—not on telephone companies. We merely—
and I might say reluctantly—collect the levy and pass is on to the
tax thinker-uppers.

I would like at this point to digress, Senator Hartke, and point out
to you that there is a great burden on our telephone companies, Many
of your companies in Indiana, for instance, have written in_and
pointed out that they had to reprogram this whole tax on their IBM
machines and go to the expense of so doing. Then immediately,
almost before they could get the machines going, they will have to
go back and reprogram it again at another expense.

Another thing that happens to many of these companies—and I
wish Senator Fulbright was here, because one of the worst examples
T know of is in the State of Arkansas, with the Allied Telephone Co.
Here is a company that took ads in the local papers in Arkansas
entitled “Uncle Sam reduces your telephone bill.” Then, because the
law in Arkansas requires it, they went to these people, these rural
people, and said, “We would like to increase your service, to better
your service, for approximately the same amount of the excise tax.
Now, in order for us to do this, it is going to cost us half a million
dollars, which we will have to raise.”

So they went before the city councils, which is also necessary in
Arkansas, and pointed out to them that they could put in four-party
service for eight-party service, and two-party service for four-party
service, without any increased cost because the excise tax would make
up the difference.

Now, after having ripped out all the lines and invested the half
million dollars, they are going to have to go back to the people and
say “so sorry, our information was wrong and you are going to have
to go back and pay the same rate that you paid before.”

So this is the way that this is a burden on our companies. They
feel as though—the customers do—the company has somehow broken
faith with them.

I do not mean to suggest that some of the burden of the excise tax
does not fall upon the telephone company—it does. TFor instance,

s
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most of our telephone companies are fully automated. Whenever a
change in the billing becomes necessary they have to reprogram at
considerable expense to themselves. They have just finished paying
the bill for reprograming when the tax was reduced from 10 percent
to 3 percent and they now find themselves faced with the same expense
for reprograming back to the original level. Furthermore, many
telephone companies when their subscribers were relieved of the burden
of excises made extensive capital investment to bring better service.
They were able to do this by convincing their customers that they
could afford this better service by reason of the lowered excises.
Now, many of them are put in the position of having broken faith
with their customers by actually having to raise the rates.

And so, Mr. Chairman and members of the committee, we, the offi-
cers, directors, and members of the United States Independent Tele-
phone Association wish to go on record as being unalterably opposed
to this proposed shifting of an inequitable share of the tax burden
upon the low-income groups. We feel strongly that this actually is a
specialized discriminatory sales tax, imposed upon 55,000,000 tele-
phone customers. It largely hits those who can least afford to pay it.
It hits the small farmer, the small businessman, the laborer, the white-
collar worker.

The importance of the telephone to farmers and others who live in
rural and submarginal areas, cannot be underestimated. The tele-
})hone in this modern and complex world is not a luxury but an abso-

ute necessity—almost as necessary as the air we breathe. Its impor-
tance to civilian morale in time of war cannot be over emphasized.
In fact, I know of no single instrument which is more important to
the war effort at home and abroad than the telephone. The telephone
is just as important as guns and/or butter.

And so we ask, why this sudden switch? Why this unseemly
haste to sacrifice the te? ephone—-—using public upon the altar of fiscal
and political expediency? Why us?

I would not be so presumptuous as to advise the members of this
committee in what areas the President’s budget might be pared to
make the reimposition of excise taxes on telephones unnecessary, nor
would I be so foolish as to suggest the kind of tax which would be
most equitable to impose should it be decided that the country needs
more revenue to carry on the war in Vietnam. I do say, however,
that a tax which you yourselves have labeled as regressive, which the
Secretary of the Treasury has labeled as regressive, and which the
President has labeled as regressive, is not the one you should sanction
or select. Millions of telephone subscribers look to you to do what is
fair and equitable and to eliminate what is discriminatory and
regressive.

To sum up, Mr. Chairman, the excise tax on telephone service has
been “temporary” for 25 years. Eleven times the Congress of the
United States has imposed this tax and temporized by extending it.

To repeat the punchline from Mr. Porter’s hard-hitting editorial
in the Cleveland Plain Dealer, “There must be better ways to raise
the dough.”

If this Congress reimposes the full excise tax, it will be the 11th
time it has done so.
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This cartoon, done by Art Wood, the gentleman present here, shows
w cat with a stone around its neck coming back for the 11th time, after
having been drowned by the Congress.

You cannot blame our telephone users for feeling that the promise
to life the tax in the future is an empty one. They cannot understand
why excise tax relief has been given to the customers of electric
utilities, to those who use transportation facilities and the whole host
of other users of products formerly taxed and not to them. Frankly,
it is very difticult for us to find adequate and logical reasons to explain
why they are so discriminated against.

If we must find more money to prosecute the war in Vietnam, to
prosecute the war on poverty and other domestic programs which the
Congress may agree with the President are essential, I would hope we
could face up to the issue and impose those taxes necessary to meet
the cost. They should bear across the board and not penalize one seg-
ment of our society—especially the low-income segment.

I would hope that this committee would take a long, hard look at an
recommendation to reimpose a tax which it and the administration al-
ready have labeled as both discriminatory and regressive.

I have a great many letters from companies in your particular
territories, some of them addressed to Senator Hartke and other
members which, incidentally, we had nothing to do with originating,
which expressed great bitterness on the part of the companies that
this tax is being reimposed.

Mr, Chairman, that concludes my formal statement.

Senator Saratuers. All right.

Thank you, Admiral.

Senator Hartke, do you have any questions? Senator Bennett?

Senator Bex~yEerT. No questions. I would be curious to see some
of the letters—and of those letters that you have that came from Utal.

Mr. Morr. We would be glad to.

Senator BENNETT. Are you going to submit them for the record?

Mr. Morrt. If you wish.

Senator SmatHERs. You are talking about the ones he already has—
not the ones he might get.

Mz, Mort. I do not know whether we have anything from Utah or
not.

Senator BENNETT. Are you going to make a request that the letters
that you have with you today be submitted for the record ?

Mr. Mott. I wasnot;no,sir.

Senator BENNETT. Then I would appreciate it if you would thumb
through them and let me take a look at any that may have come from
Utah, 1f you have any.

No other guestions, Mr. Chairman.

- Senator SxraTaERs. The letters have not come to you.

I was telling the admiral outside that I was one of those who voted
to take the tax off, and I never got the first letter thanking me for it.

- Mr. Morr. We understood that Mr. Galloway had written you a
letter thanking you, Senator.

Senator SaraTrers. Well, T have not seen it.

. In any event, that is neither here nor there.

Senator Hartke.
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Senator HarTkEe. There is one question that I would like to ask
with regard to a statement of the Secretary that this really does not
have an added cost to the company for there really is no technical
change required. I have forgotten the words the Secretary used.

You made the point this is not true.

I do know from going out to visit one of these telephone companies—
they showed me exactly what was involved, and they wanted to know
who was going to pick up the bill. I said I thought the telephone com-
panies just have to, because I was not in favor of passing out any sub-
sidy to the telephone company to pay the bill of changing it over
from one system back to another.

Now, the change has been made, has it not?

My, Morr. Yes, sir.

Senator Harrke. And now they have to change back.

Mr. Morrt. Yes,sir. I think perhaps I can best answer that question
by quoting from a letter from a little company in your own State
which I happen to have with me. The letter comes from Hugh Barn-
lImrlt’ who is the president. It is a small company, serving Rochester,

nd.:

We changed our mailing plates to take care of the new tax and now we must
replace them all with new ones. The two changes cost our company approxi-
mately $2,000. And the worst part of it is that we must accept the complaints
of our subscribers which will be far from pleasant.

These subseribers bear a continuing and a permanent relationship to
us. And they have a tendency to blame the telephone company for
these things.

I have many other letters to that effect. One is from the Hoopston
Telephone Co. in Illinois, which happens to be in Senator Douglas’
State, in which they point out the expense they went to in re-
automating.

Senator HarTke. It is sort of a selective sacrifice; is it not?

Mr. Morr. Yes; it certainly is, Senator Hartke.

Senator Harrge. As far as the war is concerned—you point out
other places that we could go to, and we could find other sources of
revenue. Frankly, the amount here involved at the best estimate is a
little over a billion dollars; is that correct ?

Mr. Morr. It depends on what the Senate does, Senator. There are
various ways of handling this. Sometimes in the military we learned
it was always good to have a fallback position.

Now, if you take off the whole tax in 1 year it would amount, I
believe, to some $780 million. We estimate that that probably would go
up to $1 billion in 1968. But if you were to give relief to the residential
phones only, these are the people who are hurt more than the others—
1t would only cost about $350 million a year.

Businessinen, many times, can find ways to charge off these taxes as
a cost of doing business. But the farmer in the country and the man
in the rural area cannot do that. He gets stuck with 1t. And some-
times it is in this area where the tax is the highest.

T had a letter from a company official in North Dakota, for instance,
that happened to be a co-op. \%’e pointed out that eight-party service,
because of the great expense of bringing it to the country, cost $8 a
month in that part of the country, whereas in the city they only pay $4.
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But the farmer had to pay an extra 80 cents now with the tax going
back up to 10 percent. It is an unusual and high penalty on those in a
low-income area. Incidentally, those telephones were subsidized by
the Federal Government. The Federal Government lent 2-percent
money to these people so they could bring telephones into this area, and
then it turns around and taxes the same people 10 percent.

Senator Harrxe. Personally, I would like to see us have an over-
all plan of taxation submitted and not do this in bits and bites,
and certainly not come back to a tax just repealed last summer, which
in my opinion if we had had the proper type of communication between
the departments of the Government we probably would have not
taken off in the first place.

Mr. Morr. Well, I do not think they have the slightest idea in
the Treasury Department, Senator, what. the effect of this tax is on
the telephone companies, because they never asked us. They just
went ahead and did it and said this was not going to cause any trouble
hecause the telephone companies could just reimpose it and nobody
would be hurt.

I would like to point out this is just not true.

Senator Sxrarners. Admiral, on that particular point, as T gather
from your testimony you are making, I think, a very effective and
certainly a very eloquent appeal for the little farmer and the little
businessman and the housewife which would demonstrate what the
Treasury Department does say, that you people pass this tax right
along. In other words, you pass the tax on. "You do not assume the
tax, the telephone company.

Mr. Morr. That is correct, we do not assume the tax. But on the
other hand we consider that we bear a special relationship to our
clustomers, and we feel that this is an undue burden on them, and if
this tax

Senator Sxaruers. You do not feel that sufficiently to where you
would assume the burden of the tax yourself.

Mr. Morr. That is up to the Congress.

Senator Smaruers. I know. I just want to get clear this great
feeling that you have for these people. You have not felt it strongly
enough to sort of share this tax burden.

Mr. Morr. I think our tax burden is very heavy already, Senator.
We contribute about $4 billion a year.

Senator SyArTHERS. In order to keep the record straight—I am
not unsympathetic with what you are saying. But to keep the record
straight, you do pass the tax along.

Mr. Morr. That is correct.

Senator SmaTHERrs. The second point I would like to get clear is
that this tax not only hits rural people using independent systems,
but it hits the people under the Bell Telephone System as well, all
over the Nation.

Mr. Morr. That is correct.

Senator SmatHERs. Even people who go to racetracks and cabarets,
and all that, they also pay the telephone tax.

Mr. Morr. Yes, sir.

Senator SmaTHERS. So this is probably about as broad scale a tax
as you could get ; is that correct
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Mr. Morr. Well, of course—yes, I would say it is a broad base. But
you could make it a great deal broader if you were to go to a low scale

road base general excise tax.

Senator Saratners. On income tax or State sales tax. But then
again we would have people making the same argnment, except it
would not be the telephone company then—it would be the consumer
groups themselves.

However, I do not want to argue.

The third point I want to make is this.

You are regulated by a local public utility, State public utility com-
mision they call it in some States.

Mr, Morr. Yes,sir.

Senator Syarirers. And they pretty much set your rates, do they
not.?

Mr. Morr, Yes,sir.

Senator Smarners. Now, when you have a hardship, having insti-
tuted one program and then having a few months later to have to rein-
stitute another—you will go before the public utilities commission,
will you not, and ‘ask for consideration of that hardship and probably
an increase in rates, or maybe some better chargeoft operation than you
previously had, will younot?

Mr. Morr. Well, it depends on the situation, Senator. Normally
I would say that this might happen. I would like to point out that
in answer to that question there is what is known as a regulatory lag
in this business. Sometimes it takes a couple of years to get that
accomplished. And then who knows, Mr. Fowler might be back up
with another tax proposal.

But the point is that there is a point of no return, or a_point of
diminishing return in these rural areas, Senator, in a place like Ark-
ansas, to go back to the Allied Telephone Co. example again—those
people are hard put to decide whether or not they can afford telephone
service at all.

I have been out there and talked to them.

This might really make the difference.

It might be hard for people here to conceive, but it might really
make the difference as to whether or not they have a telephone or do
not have a telephone—a tax like this.

Senator Syatners. I thought your compaint was that this is going
back on. You were talking about people who already had tele-
phones.

Mr. Morr. That is correct, sir.

Senator Saarners. You are not talking about people who are
thinking about getting a telephone for the first time.

Mr. Morr. I am talking about them, too, because the effect of putting
this excise tax on here may slow up the development, which is some-
thing that all telephone companies try to do—to expand their tele-
phones. Furthermore, if the tax is too heavy, you can just call the
company and disconnect.

Senator SmaTHERs. Senator Bennett.

Senator Bexnerr. Mr. Chairman, I am looking at the law which
imposed the tax originally, which we are about to take off, and that
law specifically requires the taxes imposed by this section shall be paid
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by the person paying for the services. So it is not fair to say that the
company Jdecides whether they are going to charge the tax or not
charge the tax. Thelaw requires them to charge the tax.

Mr. Morr. Inever suggested——

Senator Benxerr. No. But I thought that the discussion, some of
tile_quest,ions would indicate that there was a choice. There is no
choice.

Mr. Mott. That is correct.

Senator Benxerr. The person must pay the tax.

Mr. Morr. That is correct.

Senator Smarmers. My only question directed to the admiral was
whether this was really tough on the small companies, that was the
burden of his argument. But then, he argued about the fact that the
Treasury’s position was that the tax was passed along anyway. That
was the whole point. That the tax was passed along.

My, Morr. Yes, sir.

Senator BENNETT. Required by law.

Mzr. Morr. Yes, sir.

Senator SmarHEers. All right.

Thank you very much, you made an excellent presentation.

The committee will stand in recess until 9 o’clock Monday morning.

(Whereupon, at 12:30 p.m., the committee recessed to reconvene
9 a.m., Monday, February 28, 1966.)
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MONDAY, FEBRUARY 28, 1966
U.S. Sexare,

CoMMIITEE ON FInaNcCE,
Washington, D.C.

The commiittee met, pursuant to recess, at 9 a.m., in room 2221, New
Senste Office Building, Senator Russell B. Tong (chairman)
presiding.

Present : Senators Long, Smathers, Anderson, Douglas, Gore, Tal-
Jlnac};ge, McCarthy, Hartke, Metcalf, Williams, Bennett, Curtis, and

Jirksen.

The CrzamrMan. Mr. Secretary, we are happy to see you are here on
time today. As a matter of fact, it is not quite time according to our
clock to open this meeting, but according to my watch, it is.

At the moment, Mr. Secretary, I don’t believe I have any more ques-
tions to ask, although some may occur as the hearing goes along. Sen-
ator Williams ha(ig a number of things he wanted to inquire into.
Senator Williams¢ :

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT
SECRETARY FOR TAX POLICY—Resumed

Senator Wirriams. Mr. Secretary, I noticed in your statement on
page 1 you make this quotation, and I would like to read it:

There are times when rapid action on tax legislation is needed. This is par-
ticularly true in the present case. FEach passing day makes it harder for us to
reduce the deficit for fiscal 1966 and much delay could lower our ability to re-
duce the deficit in fiscal 1967.

Wl.lsﬁ;liszthe urgency of this particular bill that it should be enacted
so quickly ?

(Slecretary Fowrer. Senator, the projected administrative budget
deficit for fiscal year 1966 as set forth in the President’s budget mes-
sage is $6.4 billion. The enactment of this bill by March 15, the date
suggested in the President’s letter to Chairman Mills and Chairman
Long, would make it effective in time to reduce the fiscal 1966 deficit
by 1&pproximately $1.2 billion.

oreover, I believe the prompt enactment of the bill would enable
those who are going to be affected by the corporate acceleration provi-
sion to begin what will be a necessary review of their investment pro-
gram and their cash flows to determine whether or not certain projected
marginal investments should continue to be planned for, or whethes
they should be set aside in view of the cash requirements ahead. If

135
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individual corporate managements determine that they should move
ahead, they may wish to make arrangements for financing in the light
of the fact there will be substantial increases in the corporate payment
schedule in April and June of this year, and then, of course, again in
the spring of 1967,

Senator WiLLiams. Now, in the President’s budget message he esti-
mated the deficit as $6.4 billion.

Secretary FowLer. Yes.

Senator WiLriams. I understand that the enactment of this bill was
taken into consideration in assuming that figure.

Secretary Fowrer. Yes, sir.

Senator WirLtams. That is correct.

Secretary FowrLer. Yes. There is a real emphasis here for accel-
erated action,

Senator WiLriams. In other words, if we don’t enact it the deficit
would be, based on that computation, $7.6 billion ?

Secretary FowrLer. Precisely.

Senator WicLiams. I want to clear up whether the $1.2 was to reduce
the $6.4 or whether it could be added to if it were not enacted ?

Secretary FowrLer. We hope to reduce what would otherwise be the
deficit by $1.2 billion.

Senator Wirttams. Then in reality the deficit for 1966 is $7.6 bil-
Tion based on those figures except for this one-shot operation which is
provided in this bill to reduce it ?

Secretary Fowrer. That is right. Based on the computations at the
time the budget message was presented.

Senator Wirriams. While we are discussing the budget I would like
to get straight the amount of the 1967 deficit. =~ The $1.8 billion
projected deficit of the President for 1967 was made on the assumption
that this bill would be passed ; is that correct?

Secretary Fowrer. That is correct.

Senator WirLtams. Now, in the 1964 act. we had accelerated the
corporate taxes payments whereby you would pick up, even without
the enactment of this legislation, I believe it is $1.3 billion; is that
correct ?

Secretary FowrLer. The proposed acceleration under present law
would be $1.8 billion.

Senator WirLiams. That is $1.8 billion?

Secretarv Fowrer. Yes, sir.

Senator Wirriams. This bill will add to that, how much?

. Secretary Fowrer. This bill will add—we are now talking fiscal
966.

Senator WirLrams. Noj; fiscal 1967,

Secretary Fowrer. I will correct that $1.8 billion figure. Under
present law, the acceleration would have added $2.2 billion in fiscal
1967. The proposed bill would make that figure $5.4 billion, or a net
addition of $3.2 billion.

Senator Wirrrams. $3.2 billion. That is $5.4 billion altogether
that is nonrecurring income that will be added in the fiscal 1967 budget
as a result of the 1964 act and this act which is now pending; is that
correct ?

Secretary FowrLer. That is correct.
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Senator WiLLiams. And again this is a one-shot operation; is that
not true?

Secretary FowrLer. Yes, sir.

Senator WiLriams. And it is not only a one-shot operation but there
is no possible mathematical way whereby this could be repeated in
years to come as another one-shot operation ?

Secretary FowrLer. No, sir.

Senator WiLriams. This is done, once we passit?

Secretary Fowrer. That is right.

Senator Wirriams. And that is $5.4 billion that is being brought
in, has been taken into consideration in arriving at the $1.8 billion
figure.

gSecretary FowLer. The $1.8 billion ﬁ%ure, Senator, has to do with
fiscal 1966. Under present law, in fiscal 1966, the Treasury gets $1.8
billion by reason of the acceleration the Congress have alrea(fy voted.

Senator Wirriams. I am not speaking of that. I am speaking of
the projected deficit.

Secretary FowrLer. I beg your pardon. Yes, sir; that is right.

b ]Senator Witriams. The President’s estimate for 1967 was $1.8
illion.

Secretary Fowrer., I amsorry. That is right.

Senator Wirriams. That was the projected deficit, and if it were not
for these one-shot operations which are being put into effect at this
time, which, in effect, is borrowing on the taxes that would normally
be collected in the 2 or 3 years ahead, without borrowing those and
bringing them in this year, your deficit would be $7.3 billion; is that
not correct ?

Secretary FowrLer. I believe that is approximately correct, Senator.

Senator WiLrtams. Now, let’s proceed further. The extra profit
that is accruing to the Treasury as a result of this coinage, I under-
stand, is around $2.5 billion.

Secretary Fowrer. The figure for seigniorage for fiscal 1967 is esti-
mated at $1.57 billion. For fiseal 1966, it is $902 million.

The total for the 2 years, 1966 and 1967, is $2.5 billion.

Sena%or Wirtiams. Then in reality a billion dollars of that accrues
in 1966?

Secretary FowrLer. That is right.

Senatorr{VILLIAMS. And if we put that over on 1966, then our deficit
for 1966 is $8.6 billion.

Secretary FowLER. Approximatelgr.

Senator WiLriams. $8.6 billion deficit for 1966, and adding $1.5
billion to the 1967 we have an $8.7 billion deficit ?

Secretary FowrLER. Approximately.

Senator WiLLiaMs. Now, the withholding rates you are Qpicking up
you estimate, I understand, at $400 million; is that right?

The House bill may have reduced that somewhat, but in the budget
it was projected on the basis that you would pick up $400 million; is
that correct ?

Secretary Fowrer. That is right.

Senator WiLLiams. So looking at it from the standpoint of the
expenditures of the Government as related to the income of the Gov-
ernment, and disregarding momentarily these one-shot operations as
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I understand the deficit for 1966, we have it now at $8.6 billion, and the
deficit for 1967 is $9.1 billion.

Secretary Fowrer. I wouldn’t look at it that way, Senator. If you
are going to count out these so-called one-shot nonrepetitive operations
on the revenue side of the ledger, you also have to look at the expendi-
ture items.

Senator Winriass. I just—-

Secretary Fowrer. For example, I call your attention to the spe-
cial analysis on gage 59 of the President’s budget message. There are
projected expenditures in repayable loans in fiscal year 1967 of $8 bil-
lion. I thinkif you are going to count on one side of the ledger, you
should also count on the other side. So I can’t agree that this particu-
lar budget represents a $9 billion deficit by this kind of reasoning.

Senator Winrtams. Well, T am just speaking of the administrative
budget as we have always figured it.

Secretary Fowrrr. I am speaking of the treatment of loans as we
have always treated them. This budget is prepared, Senator Wil-
liams, in exactly the same way as in previous years. These items ave
treated in the same manner as we have always treated them. This is
a characteristic of the budgets going way back.

Senator WiLtiays. T am not questioning that. T am not quarreling
with what vou did. T am jusi trying to establish the record. T want
to get a clear picture here because there are many people asking the
question. I am getting asked that. Tf we are only confronted with
only a %1.8 billion deficit in 1967 as compared with the $6 billion or
$8 hillion deficit in 1966, what are you getting so concerned about in
raising taxes? What T am trying to get across is the fact that we
are not confronted with a $1.8 billion deficit in 1967, but rather yvou
have a ®9 billion or $10 billion deficit. That is what I am trying
to get. eleaved up here. T might say in the beginning that I expeet
to be supporting this bill. T am not quarreling with what you are
doing, but I want to make it clear that what we are doing is only a
one-shot operation,  We are not correcting the real problen : namely,
expenditures running so far ahead of our income. 'We would have now
a difference in our expenditures and income in 1966 and 1967 of $8.6
billion and $0.1 billion deficit in the 2 years 1966 and 1967, if it were
not for these one-shot operations.

"Secretary Fowrer. Yes, Senator. I would like to add that the
purpose of this bill is to finance the increased cost of the war in
Vietnam. Whether that war is a 1-year progosition, a 2-year propo-
tion, a 3-vear proposition, or what the period will be, no one knows,
It is completely unforeseeable. I readily agree with you that the
method of financing the cost of the war incorporated in this budeet,
such as taking advantage of the acceleration of corporate collections
and the other operations you characterize as one-shot operations, could
not be repeated again next year.

In fiscal 1968, if the war continues, we will have to apply the fiscal
dividends-—the additional revenues that are the consequence of the
additional growth of the economy—toward defraying the expenses
of the war.,

Senator WiLriams. Now you are getting to the point that T wanted
to reach. After you apply those additional revenues and you still
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have a 89 to $10 billion deficit, what will be your answer to the solu-
tion next year, beeause then you will not have the one-shot operation
to fall back on?

Secretary Fowrrr. First, one would have to look at the extent to
which the cost of the war continued, increased, or declined. One
would also have to determine what the projections for revenue from
increased growth are—which might range somewhere around $7.5
billion. They might be lower, or as is the case this fiscal year, higher
than that. If those fiscal dividends were not adequate to finance the
war, then one would have to ask for additional revenues.

Senator WiLLrams. You have answered my question in the last half
dozen words. As I gather it, the administration is planning to ask for
a tax increase after the 1966 congressional elections.

Secretary Fowrer. No,sir. We have no specific plans as to when or
if there would be an increase. .As I have indicated, the decision as to
whether or not there would be a necessity for additional revenue
sources would depend upon whether the fruits of economic growth
would be adequate to finance the expense of the war.

Senator Wirrisms, The President was quoted in yesterday’s paper
from his press conference of Saturday that it was going to be a long,
hard war and that we would have to prepare for it. I am wondering
if, from a fiscal standpoint you aren’t running on a year-to-year basis
and that this pending bill is projected on the basis that the war will
be over and everything will be normal at the end of this fiscal year. I
don’t think it will be and I don’t think that the administration thinks
it will be, but I don’t think that you are facing up to the problem with
which you are confronted because by your own figures today you have
ot a $9.1 billion deficit for 1967 that you are curing with a one-shot
operation, but when you move over into 1968, even if business level
remains the same, no acceleration of the war, everything moving as it
is now, you move over into an $800 million a month deficit,

Seeretary Fowrer. That depends also, Senator Williams, on what
the Congress does this year in the appropriation process.

It depends upon what kind of a budget expenditure level the Presi-
dent develops in January of 1967 for fiscal year 1968.  These variables
enter into the situation. It is impossible to sit here now and predict
what the combination of those figures will be.

Senator Wirrrams. One other point I wanted to get straight. As
we sell or liquidate the assets—and you have in this budget a pro-
gram to liquidate some of the assets—as we sell these FNMA mort-
gages and mortgages from Small Business Administration, those

unds are included into the Treasury and as spendable funds, is that
correct, and to the extent that you sell a billion dollars worth of
FNMA mortgages it reduces the necessity of borrowing that extra
billion dollars and it also reduces the necessity of raising taxes? In
other words, it reduces your reported deficit, 1s that not true?

Secretary Fowrer. It reduces the deficit, Senator, very definitely.
However, this is a budgetary and administrative practice which, as
you know, has been followed for a number of years under three admin-
Istrations.

Senator WiLrianms, Yes, and it was criticized by the Treasury De-
part.mlent heretofore as being a more expensive method of financing
the debt.
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Secretary Fowrrr. I recall your colloquy with Secrvetary Dillon
on February 27, 1963—well, I don’t know whether that is the exact
day. Itwasabout that time,

Senator WirLiams. That is about the time.

Secretary Fowrer., At that time, Secretary Dillon drew a distine-
tion which, as you said, you couldn’t get over the fence with him at
that time.

Senator Wirrrams, That isright,

Secretary Fowrer. The distinetion he drew was between a forced
liquidation of these assets regardless of timing and circumstances—in
order to stay within the debt limit—and a conscious, purposeful liqui-
dation of the assets in order to earry forward a policy, which three
administrations have espoused, of bringing in the private credit ma-
chinery to help defray these particular kinds of—-

Senator WirLtams. I recall that colloquy very well. 'The point that
I am trying to make, and I want to establish again is that, to the extent
that you sell a billion dollars worth of these mortgages, that has the
effect of reducing your projected deficit at the same time, does it not.?

Secretary Fowrer. It also relates to the extent to which you make
new loans at the time. For example, let's look at this picture in fiseal
1967. Iam glad you raised it because I think:

Senator Wir.Lrams. I knew you would be glad I raised it. That is
the reason I did it for you.

Secretary FowrLer. Another side of the ledger has been taken into
account. l"ir'he net.impact of Federal loans in 1967 is expected to lower
the aggregate budget, expenditure by $2.5 billion since a $2.2 billion
expansion in Federal lem{ing partly offsets the direct and participation
sales projected of $4.7 billion.

Furthermore, these loans represent. only a part of the Federal
Government’s purchase and sale of assets provided for in this budget.
When you take into account the loans, financial investments, and non-
financial investment outlays of about $20.9 billion, that are in the
budget, you will find that the net contribution of this particular group
of loans to the 1967 budget deficit is not quite that generally
represented,

Senator WirLiams. Well, as I was saying——

Secretary Fowrer, I wish Senator Long, the chairman, were here
because he sometimes engages me in conversation about the way we
keep our books. e thinks we present far too pessimistic u picture
in terms of the so-called capital items acquired by the Federal Estab-
lishment.

Senator Douaras (now presiding). Since I am substituting for
Senator Long, I wonder if the Senator from Delaware would permit
me very inadequately to express my views.

Senator WiLLians, Surely.

Senator Doveras. You charge as a current expenditure all capital
outlays, do you not?

Secretary Fowrer. That is correct.

Senator Doveras. A.T. & T. doesn’t do this, does it.?

Secretary Fowrer. No, sir.

Senator Dovaras, If AT. & T. were to charge capital outlays as
an operating cost, wonld it not have shown a deficit virtually every
year since 1945?
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Secretary Fowrer. I think that would be the case, Senator Douglas.

Senator Doueras. Yet by their system of not counting capital in-
vestment as an operating cost, they show a handsome profit and it is
a bLlue chip stock, is it not?

Secretary Fowrer. That is very true.

Senator Douaras. I think the United States of America, if I may
use o vulgar expression, is a blue chip stock, too,

Secretary Fowrer. I would certainly suggest that this other side of
the ledger, the fact that in this projected budget we are acquiring
about. $20 i)il]ion worth of assets, should be taken into account in an
analysis of this sort.

Senator Dovacras. When these ?urchases are made, they are counted
as an expenditure and as a deficit

Secretary Fowrkr. They are.

Senator Dovaras. My good friend from Delaware would not have
them counted as an asset when they are sold, isn’t that true?

Secretary Fowrer, Well, he would have to speak for himself,

Senator WirLiams. I haven’t reached any point about them not being
counted as an asset. I have oftimes snid that we need a little more
intelligence in reporting Government business as related to the budget.
But. since we are comparing the Government with A.'T. & T. as it
filed its financial statements, that company also lists its accrued linbil-
ities, does it not, Mr. Fowler? The Senator from Illinois failed to
mention these.

Secretary Fowrkr. T am not too familiar with the way they
treat—-

Senator Wirriams. A few moments ago you seemed to be familiar
with the manner in which

Secretary Fowrer, I am very familiar with this particular point.

Senator Wiruianms, Certainly we are all familiar with that point.
But any company, A.T. & T. or any other company when it ﬁ}es its
finaneial statement, do they not also in reporting that financial state-
ment at the same time file its accrued liabilities, liabilities for which
it is definitely responsible, its debts and its acerued debts? Is that
not. a part of any financial statement? Surely these cannot be over-
looked.

Secretary Fowrknr. T think———

Senator Dovanas. I think the record should show that the debt of
the United States is approximately $321 billion and that the assets
in veal property and personal property on the basis of original cost,
without allowance for depreciation, as of last June 30, was approxi-
mately $325 hillion.

Secretary Fowrer. They would take into account, Senator Willinms,
as vou have suggested, ncerued liabilities.

Senator WiLriams, The companies wonld take into account acerued
Tiabilities just the same as if they were going to take capital accounts
into the Government. To speak of capital accounts and omit liabil-
ities is misleading. What about the $40 billion deficit in the retire-
ment. fund of the Government.

Now, T appreciate the Senator from Illinois prompting you on your
answer, but I think his response is a reflection on the Secretary, I
believe the Secretary knows the answer to these questions and enn
speak for himself.

59-593 - 6. ——10
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Secretary Fowrer. I wanted to be sure-—

Senator Doucras. The Secretary is able to answer. This is just
due to my inveterate tendency to rush into a fight.

Senator Wintiams. I welcome the intrusion, but it muy appear to
be an indication that the Senator from Illinois doesn’t thinlk the
Secretary is able to answer the question. )

Secretary Fowrer., I am always glad to have any technical assist-
ance, Scnator Williams.

Senator Dovaras. It is my propensity to rush in where angels fear
to tread.

Senator Wirttams. To get back to the question, to the extent you
sell these assets, they are used to reduce the reported deficit to the
Congress and reduce the amount that you have to borrow; is that
correct?

"Secretary Fowrer. Yes, Senator. In the same way that when we
make additional loans they are treated as expenditures and
Senator WiLLiams. You said that before. Then the answer to the

question is “Yes”; isthat correct?

Secretary FowrLer., I answered the question, “Yes.”

Senator Douveras. I think the Senator from Delaware is paving the
way for a very happy agreement in the future, getting the budget on
a capital basis.  We should have a capital budget with the capital
investments, and repayments isolated from the operating costs. We
have made a great sto[l) forward, but I hope my good friend from #
Delaware will follow through on the logic of what he said.

Senator Wirriaams. Again I appreciate the Senator from Illinois
helping the Secretary of the Treasury, but I suggest that the Secre-
tavy is well able to answer without your assistance,

Senator Doveras. T am not trying to help the Secretary. I am
just trying hinder you, John,

Senator Wirrrams. I don't at all mind being hindered. I have got
all day and tomorrow, and your interference will not prevent me
from establishing the true dehicit for 1966 and 1967,

To get back to the subject. Now, capital assets that you are plan-
ning to sell in 1967 amounts to $4.7 billion. Has your sale of those
assets been accelerated, or has it been reduced as compared to prior
years?

Secretary Fowcrer. It has been increased as compared with prior
years.

Senator Wirrtams. By how much, and what has been the sale of
these capital assets over the past 3 to 5 years, in each of the years?

Secretary FowrLer. As I recall it, in the budget

Senator Wirniams. $4.7 billion, I think, in 1967 year’s budget.

Secretary Fowrer. That is an inerease of about a billion and a half
over 1966.

Senator Wirriass. Over what it was the preceding year?

Secretary Fowrer. That is right.

Senator Wirriams. And the preceding year, 1966, how did that
compare with the preceding year?

Secretary Fowrer. That was an increase over fiscal year 1965,

Senator Wirriams. By about what? Another billion dollars?

Secretary FowrLer. My memory for these figures is not completely
accurate, but I believe it was about a billion and a half dollars.
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Senator Wirrrams. That is my understanding.

Secretary Fowrkr, Now, 1 want to point also, Senator, that this
device of bringing the private credit markets into this operation is one
that has been followed by several administrations. Tt began in 1954
and has characterized our operations ever since. Moreover, from n
policy standpoint it hus been considered important to substitute, over
a period of time, private credit for Fnbhc credit in the operation of
those credit programs. Tt is hoped that someday private credit could
eventually take over the entire rosponsibi]it?r, but for various reasons,
private credit could not assume the responsibilities and do the job that
was required to be done at the ountset. )

Senator Wirrniams. Well, Mr. Secretary, I am not raising this point
for the purpose of either criticizing it or endorsing it. I raise it from
the standpoint of clarification. I am aware that there has been a re-
sale of these mortgages in the market over the prior years, but in the
last 2 yeurs in fiscal 1966 and in fiscal 1967, these sales that have been
accelerated far beyond the previous.

Secretary FowrLgr, Yes.

Senator WiLLiays. And to the extent that it has been accelerated it
has a tendency to reduce the reported deficits.

Secretary Ifowrer. That is correct.

Senator WirrLams, Now—here we get to the point that T am talking
abont——1t hig aceeleration in 1967 is about a hillion and a half dollars,

end acceleration above normal in 1966 was about a billion dollars over
and above the normal sales.

Secretary Fowrer., That is right.  You say normal =ales. T would
sy over and above—this has been a purposefully

Senator WiLLLaos, Average level.

Secretary Fowner., Expanded program,

Senator Winnrays. Over and ni)ove what would be accounted in the
normal expansion.  And these additional sales have had a tendency
to reduce the deficit. When you take these into consideration, you
have a $9.6 billion deficit in 1966, and it brings the 1967 to $10.6.

As I told you, I am going to support this bill or substantially all of
it. I think some action must be taken. I am not quarreling with you
on that, but T am emphasizing that we are really faced with a deficit
in 1966 of %9.6 billion, and we are attempting to cure a $10.5 billion
deficit in 1967. Yes, I support this bill but I don’t join the adminis-
teation in trying to kid the American people that by its enactment we
will have only a $1.8 billion deficit next year. We arve spending next.
vear about $10 billion more than our revenue, and we are partially
curing that with these one-shot operations,

Secretary Fowrer. Senator, I think we could discuss this at great
length. I have an entirely different point of view about it. I think
that we are using, as you call it, and purposefully using one-shot
operations, to deal, for the time being, with what we would hope would
be an international situation that could be brought to the negotiatin
table. If that does not develop and that is not the case, then we wil
have to look at our responsibilities again for financing our operations
overseas.

We will ‘have to look at them next January in any event, depending
upon what the budget expenditure projections are for fiscal 1968. We
will have to look at them again if hostilities should escalate to a de-
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gree that would require substantial expenditures beyond those current-
ly projected in the budget for the fiscal year 1967,

Senator Wirriams. As I said before, I am not trying to debate the
merits or demerits of what we are doing, but I do think from the stand-
%oint of the country we should state exactly where we stand. The

resident in his message advocated truth in lending and truth in pack-
aging, and I am just trying to help him give some truth in Govern-
ment because I think that we need it most.

Secretary Fowrer. I hope also when you make these comments that
you will add the fact that there is $10.5 billion in this budget to fight
the war in Vietnam—and that is a rather unusual expenditure in-
crease.

. Senator Wirriams. That is correct, and I support our war ef-
ort.

Secretary Fowrer. And I think all of those who point to the fact
that there would be this deficit if it weren’t for this, that, and the
other thing, ought to also point out that there might be a surplus.
We might have had some debt reduction or further tax reduction if
it weren’t for the war in Vietnam.

Senator WiLriams. I realize there is a war in Vietnam. There was
2 war going on at the time these taxes were cut last year, and I was
one of those who voted against them and said then that I thought
it was fiseally irresponsible to cut taxes in the face of a war. For that
reason, I am now supporting the administration in correcting its past
error. But when you speak of the fact that the accelerated economy
based on the current expenditures would take care of our deficits, if
there were no war, that is misleading. Is not a part of the accelera-
tion of the economy and a part of your increased projected incomes
based on profits as a result of the war expenditures?

Secretary Fowrer. That factor certainly enters into it. But, I
think it would be fair to say that given the force and pace of the
private sector last summer, prior to the President’s appearance in late
July concerning Vietnam, the outlook was for a continuing expanding
economy which would have produced—and this is a matter of judg-
ment—substantially increased revenues this year. It would have been
quite possible that we could have had a balanced budget projected for
fiseal year 1967.

Now, of course, there could have been a flattening out of the econ-
omy. There could have been a change. But the general health and
projection of the economy last summer was such that I think it would
be a fair judgment to say that, without Vietnam, we would be con-
‘frolnted by the very different prospect of dealing with a balanced
budget.

Senator WiLLiams. Well, I yield at this point. I understand the
chairman wants to proceed with others. DBut I do not go along with
your projected estimate-~that you would have a balanced budget,
without the war. I am not unmindful of the fact that for each of the
past 5 years we have been told the same thing and each of the succeed-
ing years we find our deficit getting larger.

Secretary Fowrer. I mi%ht say, quite respectfully, I have studied
the record, as I know you have, and I believe my predecessor, Secre-
tary Dillon, also said to this committee that he thought it would be
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feasible to anticipate, if the tax program worked out as was planned,
a balanced budget in the fiscal year 1967, although it might take until
1968 to——

Senator Wirriass. I agree. e said that, and he projected that
on the basis that he was going to cut taxes and bring in additional
income. But I notice that now when he needs additional income in-
stead of cutting taxes to raise income he is suggesting we raise taxes.

Secretary Fowrer. I am suggesting that hafeist not been for these
additional expenditures in Vietnam—if you take $10.5 billion off $112.8
billion—you get down to an expenditure level of about $102.3 billion.
I think 1t would also be a fair projection to say that were it not for
Vietnam, the economy would have continued to expand and our reve-
nues for fiscal year 1967 would have exceeded $102.3 billion.

Senator WirLiams. Neither of us knows the answer to the question
on what would have happened if

Secretary Fowrer. That is right.

Senator Doueras. Senator Bennett came in too late yesterday to
ask questions. I believe when he came in this morning he didn’t have
the opportunity to ask a question.

Senator Bennerr. Thank you, Mr. Chairman. I justhave one prob-
lem that I would like to discuss with the Secretary.

Am I correct in my understanding that under this bill, those citizens
who wish to take advantage of the extra allowance provision to reduce
overwithholding must wait for that privilege until their 1967 tax
record ?

Secretary Fowrer. That is correct, sir.

Senator BENNETT. And that when they come to that time, if they
wish to have their withholding reduced, they must be prepared to
present to their employer a record of their previous tax payments to
show that they have, 1n fact, made contributions or paid deductible
expenses which justify the reduction of that withholding ?

Secretary Fowrer. That is right. Additional withholding allow-
ances have to be grounded on the previous year’s tax return.

Senator Bexnerr. How much of your $1,035 million reduction in
overwithholding would be changed if the privilege of establishing the
right to reduce withholding were made effective when the bill is made
effective on May 17

Secretary Fowrer. I will ask Assistant Secretary Surrey to answer
that since he has followed that particular more closely than I have.

Mr. Surrey. It would probably drop by somewhere around two-
thirds to three-quarters.

Senator Bennerr. You mean it would be reduced anywhere—to a
point of $250 to $350 million ?

Mr. Surrey. Yes. Probably above three-quarters.

Senator Bennerr. Well, this is an interesting problem. Isn’t it
true that the same right or the same material with which to verify
their right to a reduction of withholding exists today as will exist in
January? They could use the 1965 tax return as the basis of their
justification.

Mr. Surrey. The same material won’t exist in this sense, Senator.
This additional allowance system is a rather complicated matter. We
have not had it before. It requires a large amount of preparation on
the part of the Internal Revenue Service and understanding on the
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part of employees generally to become familiar with it, and the time
to put that into effect just wouldn’t exist between the time this bill
passed and the time that the graduated withholding is to take effect.
There would be that very material difference.

The other factor that could be involved is that the system does de-
pend upon having readily available a tax return for the previous year.
If this system goes into effect when the graduated withholding goes
into effect sometime in May 1966, it would be a question in some cases
whether people have retained and have available their 1965 data.

It is expected that next year this would be filled out simultaneously
with a person’s tax return.

Secretary Fowrer. Senator Bennett, the House report on page 16
added an additional observation. I quote from the report:

Moreover, since graduated system is not in effect for the first 4 months of 1966,
%36&6 overwithholding attributable to these rates is not expected to be serious in

That is due to the graduated——

Senator BENNETT. Let me find that.

Secretary FowLer. The last sentence on page 16, under the heading
of “Effective Date.”

Senator Bennerr. Well, now, I am confused. It says any over-
withholding attributable to these rates is not expected to be serious.
Mr. Surrey said it represents from two-thirds to three-quarters of the
total amount of your billion dollars.

Mr. Surrey. No. I think the difference between the two statements
is this, Senator. You asked what would be the reduction in withhold-
ing and I gave you that. The question is whether there would be any
se;:io;s overwithholding in the year 1966 to warrant the necessity for
relief.

What the House committee report indicates is that for a part of
1966, we will be running at underwithholding. That underwithhold-
ing in early 1966 will compensate for some overwithholding in the
latter part of the year.

When you come into the year 1967, then the graduated withholding,
of course, will be in effect from the very first day of the year, and
the overwithholding will be larger than it would be in 1966. That is
the point Secretary Fowler was making.

Senator Bennerr. Well, I can understand the problem of the Treas-
ury in getting the machinery in operation to handle this thing, but——

Mr. Surrey. It is also a problem for employers, too, that would
have to be taken into account.

Senator Bexnerr. It would seem to me that if an individual tax-
payer were disturbed by the impossibility of overwithholding he
would see to it that his employer got the information and made the
correction on his return because it is to his advantage.

Mr. Surrey. Well, that is correct. I am saying that the overwith-
holding in 1966, however, will not be the size of the overwithholding
that will exist in 1967. It will be balanced by the underwithholding.

Secondly, the information that the employee has to give to the em-
ployer is information that will have to be stated on new forms. New
tables will have to be devised for employees to enable them to figure
the number of allowances they are entitled to. All of that is a rather
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large printing, distribution, and educational job. ~The House thought
since 1t wasn’t necessary to relieve hardships and difficulties in 1966,
then there was every reason to make it available only in 1967, when
the problem really emerges for the first time,

Senator Benxngir. The problem is created for me because I am a
member of a religious group whose members are expected to give a
flat 10 percent of their income to the church and every member of
that group who does that and who earns a normal income is imme-
diately involved in this problem.

Mr. Surrey. Yes, sir; except to the extent, of course, as I said, that
the fact that this is a split year ameliorates the problem. It isn’t
the same problem. The problem that you were t rinking of is the
problem that I think motivated the House in adopting this new sys-
tem, but they were concerned about. the impact of withholding, gradu-
ated withholding, when it was fully in operation. It will not be
fully in operation this year.

Senator Benxerr. Well, it is in operation 8§ out of 12 months.

Mr. Surrey. That is right,

Senator Bexngrr. That is two-thirds.

Mzr. Surrey. Roughly speaking, in many cases the amount of over-
withholding that will exist in this year will be about the amount that
will exist next year after the use of the new allowances.

Senator BENnNErT. Was this seriously discussed in the House to the
extent that they examined the possibility of changes in the law to
make it practical?

Mr. Surrey. With respect to this year? Yes, sir. This point was
gone into as the House report indicates. This was discussed with the
House committee.

Senator Bexxerr. I hesitate to say what I am about to say, because
I know what the answer is, and I am afraid I kind of agree with the
justification, but this might be a place where, because of this split
vear and the withholding of the right to make the proper return and
correct the withholding rate, the Treasury might pay the same interest
to people overwithholding during these 8 months that they collect
from people who collect to pay their taxes in full. But I recognize
this would create a tremendous administrative problem and it would
also create a precedent on the basis of which everybody who was over-
withheld from here on out would say, let’s have interest.

But I wish there were some practical way to solve this problem
for peoiyle who, as a matter of conscience, or for other reasons, auto-
matically put themselves in this situation for this year.

Mr. Surrey. I think your observations on interest are well founded.
chi course, we do not charge interest in cases of underwithholding
today.

i Se:x,mtor BennerT. Do you have someone else who wanted to ques-
tion?

Senator Doueras. Senator Talmadge has not had an opportunity.

Senator Bennerr. I have two or three more questions that I would
like to have a chance to study first, please.

Senator Tarmance. Do you want me to proceed ?

Senator BennErT. Yes.

Senator TaLmapce. I will be delighted to and will endeavor to
be quite brief. '
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Mr. Secretary, I think that people who kept a close watch on the
fiscal policies of our country primarily are concerned with our con-
tinning and constant budget deficits, the problems of our balance of
payments, gold drain, and also the possible threat of inflation.  Would
you agree that those are the principal problems that concern us at the
present time in a fiscal way ?

Secretary Fowrer. Yes. In addition, we always have the over-
riding problem of maintaining a healthy, expanding economy. In
our constant daily concern with the problems you mentioned we have
to also take into account that in reacting to and treating those prob-
lems we also try to maintain the general economic expansion we have
had for 5 years.

Senator TaLmance. What do you anticipate the budget deficit for
fiscal year 1966 to be?

Secretary Fowrrr. $6.4 billion. I have no additional information
since the presentation of the President’s budget message on the expendi-
ture level that would indicate any difference in that estimate. It isa
very sound estimate.

Sentaor Taryapce. What was our balance-of-payments situation
last year?

Secretary Fowrer. Last year we reduced the so-called overall def-
icit, from $2,800 million in the year 1964 to $1,300 million in the year
1965. This represented by far the most substantial progress that
we have made in any given year in dealing with this problem.

It is the smallest overall balance-of-payments deficit since 1957,
It is less than half the size of our deficit of $2.8 billion in 196+ and
$2.7 billion in 1963. On a comparable basis, it compares with average
deficits on the same accounting basis of $3 billion a year in the 7
preceding vears, 1958 to 196+,

Senator Taraance. Of course, you would agree

Secretary Fowrer. Now, I don't want to conclude this comment
without saying that in making our plans for 1966 in the latter part of
last year we tried to tighten and improve our program both as it
concerns private capital and Government flows for the purpose of
trying to reach our objective—equilibrium in 1966—by which we
mean a balance $250 million either side of zero.

Senator TaLymapce. You don't think that a dollar deficit of $1,300
million is a very healthy situation?

Secretary Fowrkr. I do not, Senator Talmadge. I think it is up
to the United States to take the measures that are necessary to bring
}his balance into equilibrium, and to keep it there over the indefinite

uture,

Senator Taraanpce. What was our gold loss last year?

Secretary Fowrrr. About $1.6 billion, which was, of course, pri-
marily the result of the very substantial deficits that characterized
the preceding years. The loss of gold in the first two quarters of
the year were a consequence of the deterioration in the balance-of-
payments outlook for the United States in late 1964 and early 1965.
The rate of losses of those first 6 months were sharply scaled down
in the last 6 months of 1965. In fact, they ran at the rate of only
about $100 million a quarter in that period.

I should also say that in looking at that $1.6 billion of gold loss,
about $259 million represented a deposit of gold with the International
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Monetary Fund to meet our obligations in connection with an increase
in our quota, about $100 million was for industrial uses, and about
$880 million represented gold sales to the French financial authorities,

Senator TaLmapce. What are our gold reserves now ?

Secretary FowrLer. About $13.8 billion.

Senator Tarmance. What are our short-term claims overseas?

Secretary FowLer, Short-term claims against that gold ?

Senator TALMADGE. Yes, sir.

Secretary Fowrer. They should be broken down into two categories.
The so-called official claims, that is, holdings of dollars by the official
monetary authorities of other countries—in the general magnitude
of approximately $15 billion—-and private dollar holdings—of ap-
proximately $11 billion.

Senator Tarmapce. If our friends in Europe wanted to, then, and
acted in concert, and demanded gold, they could break the bank,
couldn’t they?

Secretary Fowrer. They theoretically could. As a practical mat-
ter that is a bugaboo that does not concern me because they would
bring down much more disaster upon themselves than they would
upon the United States.

Senator Tarmapee. How much of our dollar deficit is attributable
to the maintenance of our six divisions in Europe?

Secretary FowrLer. I would have to go into considerable detail to give
you a complete answer to that question. Insofar as the cost of main-
taining divisions in the Federal Republic of Germany is concerned, we
have an arrangement. with the Federal Republic, which has served very
well, under which military offset sales—that is, military procurement
by German authorities either through the T.S. Government or in the
United States—offsets our dollar balance-of-payments costs in West
Germany. With the predominant cost of maintaming forces in Europe
being the cost in West Germany, one could assume that a large part of
the total cost is defrayed. Now, of course. there is always the ques-
tion of how much the Germans would buy anyway if we didn’t have
any troops there. My own judgment about that would be that, over
the long pull, that would turn out to be a very negligible amount.

Senator TaLyapar. Exclusive of West Germany, can you estimate
the dollar drain attributable to troop maintenance in Europe?

Secretary FowrLer. I would prefer to give the precise figures on that
for the record.

Senator TaLmance. I think—DMur. Secretary, but I realize it is a policy
decision that. does not address itself to the Secretary of the Treasury,
that it seems strange indeed at the present. time to maintain six divisions
in Europe while the Europeans have done little or nothing to protect
themselves, especially in view of the fact that we are running a dollar
deficit. and a tremendous gold drain there, have a war being conducted
in South Vietnam, and have taken no positive steps to prevent. these
same Europeans that we are protecting from trading with North Viet-
nam at the present, time. I think that those six divisions in West
Europe are primarily there for the purpose of showing the flag. I
don’t think they would be a serious deterrent militarily if the Rus-
sians decided to attack in force there, which they apparently have no
intention of so doing.
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Therefore, it seems to me that we should give serious consideration to
bringing about four of those divisions home or sending them to South
Vietnam where the actual war is being fought. We would not only
beef up our military forces there, but would do much to curtail our
dollar deficit and our gold drain and T think it is high time that our
Government, gave serious consideration to such a course of action.

We have been in Europe now for some 25 years and I think we have
become unwelcome guests in a lot of respects.

T also believe the European governments would make more serious
efforts to defend themselves if we started looking after our own in-
terests to a greater degree rather than theirs.

Secretary FowrLEr. Senator Talmadge, your comments, of course,
go to military and foreign velations considerations that are some-
what beyond the immediate field of the Treasury Department.

Senator TaLmapee. I acknowledged that fact at the outset of my
discussion of this policy area.

Secretary FowLer, I think it is more appropriate to have the polit-
ical, diplomatic, and military reasons for the maintenance of those
forces developed by my colleagues in the State Department and the
Department of Defense.

nsofar as the area of concern to the Treasury ; namely, the balance-
of-payments aspects, T would only want to say that as long as the ar-
rangement with the Federal Republic of West Germany is main-
tained on the basis on which it has been followed over the last few
years, I don’t believe that the balance-of-payments consideration
should be the swing consideration on any of the decisions of the sort
you have indicated. I think the decisions as to the maintenance of our
forces there, and in what quantity and what degree, should turn on
the political and military considerations on which I am not

Senator Taraapee. All of these individual factors, as you know,
now are completely interrelated. At the present time, our world fiscal
policy, political policy, military policy, are interrelated and you can’t
completely segregate one from the other.

I want to ask you briefly about inflation. What do you think is the
best criteria of determining whether inflation exists or threatens to
become existent?

Secretary FowLer. Well, Senator, there are many, many definitions.
Taking two of the many types, I think you can have serious creeping
inflation—which would mean persistent rise in prices over a long
period of years of substantial character—as well as a sharp, quick, in-
flation—by which I mean something that can occur in a period of a
few months or a half year. You don’t have to wait for years to recog-
nize certain types of very serious inflation.

It is a matter of opinion just what the mathematics of it are. I think
it would be fair to say that the increase in prices in the order of mag-
nitude of 1 percent, 114, or 2 percent per year is not generally con-
sidered by the professional economists as being characterized as infla-
tion. When you get up around 3 percent you began to get quite a bit
of an argument about whether that is inflation or whether it isn't. A
good deal of the determination depends upon the collateral circum-
stances, whether it is——- ‘

Senator Taryance. Would you say that the wholesale price index
would be about as good a criteria as any ¢
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Secretary Fowrer. I think that is perhaps the best one, Senator
Talmadge.

Senator Tararavce. How much has the wholesale price index risen
in the past 12 months?

Secretary Fowrer. From December 1964 to December 1965, and
from January 1965 to January 1966, it has gone up about 3.4 percent
and 5.6 percent, respectively.

Senator Tararavee. 3.4. How much has it risen in the last 90 days?

Secretary Fowrer. For all commodities, Senator Talmadge, is that
vour quesiton?

Senator TaLyapce. Yes, sir. T believe that is commonly referred to
as the wholesale price index.

meeretary Fowrner. For December, for all commodities, it was 104.1
on a 1957-59 base, and as of February 15, it was 105.

Senator TaLMapge. Somore than half

Secretary Fowrer. That February figure is preliminary—that is to
be confirmed.

Senator Taraapce. More than half of the price rise of 3.4 then has
tuken place in the last 60 days?

Secretary Fowrer. 1 believe that about one-fourth would be ap-
proximately correct.

Senator Tararapce. You would think, then, that it is time for us to
take % good haid look at this problem in view of the—

Secretary Fowwrer. I think it has been true since last summer and
fall.. I began speaking publicly to this question on a number of oc-
casions last fall—that we had to be extremziy vigilant and that a pelicy
of responsible restraint would bLe required, not only by management
and labor in terms of wage-price decisions but by the Government in
terms of its budgetary processes. You might say all of us had to be
concerned because we had had a fairly flat trajectory of the wholesale
price index for a period of about 6 or 7 years. Whenever it begins to
move up, I think it is time to be vigilant and to be concerned.

I would like to point out that you have to take a closer look at the
wholesale price index movement from January 1965 to January 1966
of 3.6 percent to get the correct picture. In the field of farm products
the change was 12.3 percent. In the field of processed foods, it was
7.8 percent. The price change in industrial produects that go into the
wholesale price index was only 1.6 percent. So that, by far, the
predominant contributing factor to the change in the wholesale price
index of 3.6 percent over the past 12 months, January to January, fell
into the area of farm products and the processed foods which repre-
sent one-fourth of the makeup of the index.

Senator Taratanee. In a period of inflation, agricultural commodi-
ties usually rise first, don’t they ¢

Secretary Fowrer. Economists will have many explanations of the
movement. There is a good deal of discussion that the movement of
farm products has certain cyclical characteristics and it sometimes
gapl occur wholly apart from an inflationary period, for example crop

ailure—

Senator Tarmapee. We know there is a considerable shortage of
pork and some other agricultural commodities. -

Secretary Fowrer, That is right.

Senator Tarmapce. Which account for that price rise.




152 TAX ADJUSTMENT ACT OF 19066

I want to congratulate you, Mr. Secretary, on your presentation
Friday and also on your statements that I have read from time to time
in the last several months viewing with considerable alarm the pos-
sibility of inflation and urging the Government and management, as
well as labor, to exercise caution.

Thank you very much.

I have no more questions, Mr, Chairman,

Senator Doveras. Senator Dirksen, I think you have nov had a
chance to ask any questions.

Senator DirgseN, Mr. Secretary, with the one-shot gain in 1966 and
1967, ?the corporate speedup would not be an actual gain over the

rears?
’ Secretary Fowrer. No, sir. It is a one-shot affair, Senator Dirksen.

Senator Dirksen. When does that begin to fall off ?

Secretary FowrLer. There would be no large gain from corporate
a('cc%lerat.ion, if you adopt the proposal before you, after fiscal year
1967.

Senator Dirgsen. Now, there would still be some overwithholding,
notwithstanding the provisions.

Secretary Fowrer. That is correct, sir. You cannot completely
eliminate either underwithholding or overwithholding. However, the
magnitude of both will be substantially reduced.

Senator Dirksen. Is there any provision to pay interest in the case
of continued overwithholding?

Secretary Fowrer. No, sir, there is not. We do not, of course,
charge interest on underwithholding, and we do not believe it would be
wise to pay interest on overwithholding.

We think that these things will balance out fairly well between tax-
payers as a group. We believe pavment of interest would give rise
to very substantial administrative difficulties and would be an unwise
step.

Senator Dirksen. T havenomore questions.

Senator Dovaras. Thank you.

I wonder if Senator Bennett would permit me to ask one or two
simple questions?

Senator BENNETT. Surely. I have had my turn and I will wait until
it comes around again.

Senator Doucras. Mr. Secretary, on Friday I called attention to the
fact that in Vietnam the bsmking facilities are controlled by French
banks, notably the Bank of Indo-China. Therefore American expendi-
tures in that country in terms of dollars would largely find their way
into the Bank of Indo-China, would then be shi pedy to France, and
under the present policies of President de Gauﬁe would constitute
claims against our gold and would result in a. gold drain. And I sug-
gested that a constructive step would be to develop American banks
in Vietnam into which dollar claims would be channeled so that they
would not, constitute claims against our gold.

Do you have any further statements to make today in response to
that suggestion of mine?

Secretary Fowrrr. Yes, We have made inquiries as to the situation.
‘We find that there are some American banks, T think three or four in
number, who have applied for permission to be chartered to operate in
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that, area. I am hopeful that favorable action will be taken by the
authorities there on one or all of the applications. Unless there is
fairly prompt action in that avea, I would feel it important enough for
the Treasury to dispatch someone to Vietham to go into the situation.

This is primarily a matter for the diplomatic mission, Ambassdor
Lodge, to be concerned about. But we will keep in close touch with the
situation.

Senator Doueras. You feel this is a constructive suggestion?

Secretary Fowrer. I do,«=ir.

Senator Doveras. It may be very crucial beecause if we expend addi-
tional billions of dollars, a goodly percentage of which would be spent
inside of Vietnam, it could constitute a gold drain of very large
magnitude.

Secretary Fowrer. This has been the subject of considerable exami-
nation by Administrator Bell—to know where the funds will ulti-
mately end up. It would depend. of conrse, upon the private decisions
that arve ultimately made as to whether funds would be banked in U.S.
facilities or other facilities. This is a matter of choice. I am not-—

Senator Douvcras. By internal regulation

Secretary Fowrer. I think it is incumbent upon us to do everything
we reasonably can do, consistent with respect {or other sovereignties.
to minimize 1 every way possible both the impact on our balance of
payvments—and the impact on our gold supply—as a result of our
activity there.

Senator Doveras. By internal regulations of the South Vietna-
mese Government, it could be provided that all dollar claims should
be d(;posited in American banks rather than in French banks, isn’t that
true?

Secretary Fowrer. T would think that could certainly he a decision.

Senator Doveras. Now, if I may touch another suggestion which is
an old one, as you know, I have been urging for 13 months that we
assume no further responsibility for economic aid to African nations,
formerly French colonies because just as with South Vietnam, the
banking facilities of those countries are still French based. \

Now. I know that this is perhaps a subject which should be more
properly addressed to the Administrator of AID but we never quite
get a chance to bring this matter up before him. I wonder if it would
be appropriate for you to express your opinion on this suggestion?

Secretary FowLer. Yes, sir. )

In a letter to you I have expressed my opinion. I will be glad to
do so again.

Last October, in reply to your letter, I said on this subject :

With respect to U.8. programs of aid to former French territories, we at
Treasury have urged State and AID to take into consideration the availability
of economic assistance from France and access to French foreign exchange
resources in determining the magnitude of U.S. assistance. I expect to urge
that these factors be given still greater weight in the future,

This has been our position since the matter was brought to our at-
tention. I would be glad to Mr. Bell communicate with you if you
would like.

Senator Doveras. Of course, you know that Mr. Douglas Mac-
Arthur ITI, presumably speaking for all Government agencies except
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the Treasury, rejected this suggestion on the ground that the African
nations have their needs which should he met and that these should
be onsidered independently of where the dollars were finally deposited,

So the ofticial policy of the administration was adverse to this sug-
gestion, 1T do hope that this will be considered seriously, especially
i view of your statement that last year France withdrew $800 mil)-
lion of gold and that its current poliey is to present at. least $30 million
a month in dolar claims. This example is being followed, is it not,
by Belgium, the Netherlands, Spain, and Portugal?

Secvetary Fowrer. To a lesser degree by Belgium and the Nether-
lands.  But Spain has been a frequent purchaser of gold over the
past. year.

Senator Dovaras, Senator Benneti ?

Senator Benyerr. Thank you, Mr. Chairman.

1 have two or three questions here largely for the record. 1 would
like to retwrn to the withholding problem. Under the graduated
withholding plan, in computing withholding allowances, estimated
deductions for the current. year may not exceed the total, the amount
of actual deductions for the prior year, that the taxpayer may know
very well that his deductions arve going to be larger. Why shouldn’t
he be allowed to estimate these deductions if they ave rensonable?

Seeretary Fowner, 1 will ask Seevetary Surrey to answer that,

Mr. Surkey. The House commitiee went into this Senator, and was
concerned with thae poessibilities of serious—TI don’t want to use the
word “abuses”-—serious problems in the entire withholding system
if there was not some anchor upon which to base their additional
allowances system. At the present time, theve is after all a good deal
of certainty in our withholding system. ‘The only factors the tax-
payer takes into account are the number of his dependents. These nre
given facts. This additional allowance system injeets two major
uncertainties, The taxpayer has to estimaio his deductions and the
taxpayer has to estimate his salaries and wages and the House was
concerned that without some definite anchor, at least at the start of
this new additional allowaneo svstem, there could conceivably be a
breakdown in the whole withholding system, This new withholding
allowance system is somewhat complicated, it is new, people will have
to get used to it, and in the initinl stages there was the thonght there
should be some definite certainty in the matter,

If the taxpayer were allowed to guess or estimate what he thought
his deduetions would be for the year, you could see the problems that
could start to ereep in and at the beginning of the use of this system.
The House thonght it would be hetter to have definite figures the tax-
payer could use and those would form the anchor for his statements
as to whether he is entitled to an additional allowance or not.

That was the reason for that provision in the Houso bill,

Senator Benxerr. And your answer would he the same for the
alternadive question about his right (o estimate that his actual income
will be lower?

Mr, Surrey. Tt is the same prineiples that is covrect.

Senator Bennerr. Is there any special rule when a taxpayer changes
from a 10-percent standard deduetion to itemized deductions?

Mr. Sureey. Any special rule with respeet to what?
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Sonator Benseer, The conditions under which he may make an
estimato il he is changing from a standard deduetion,

Mr. Svreev. No. L don't think so, if 1 understand the guestion.

Senator Bexxwre, Welly on page 35 of the House report, we read:

If for the taxable year Immediately preceding the estimation year, the em-
ployee elected under section 144 of the code to use the standnrd deduction, his
estimated Itemized deduetion for such estimation year were zero,

Why shouldn't hie be treated that his estimated itemized deduetions
were 10 pereent

Mr. Sveeey. At least the amount of the standard deduetion, yes.

Senator Benyerr. Yes,

Mr. Sukkey, 1 think the veason for that is in a sense they are equal
10 10 pereent. but he would not bo able to quulify for the additional
allowaneo in that you need, under the House bill, over a 12-percent
relationship between itemized deductions and salaries and wages.  So
consequently if he ealled his itemized deductions equal to 10 percent,
he would still be in the nongualifying class,

I think this was a shorthand way of saying in the Housoe bill that
inasmuch as you don’t. qualify, then we will eall your itemized deduc-
tions zero,  If they ealled them 10 percent, the net result. wonld be the
same.

o still would not. be eligible,

Soenator Bennerr. How does & man change from standard to item-
ized then if, every time he presonts his vecord, you say, well your record
lust. year was zevo and your request for deductions can't he any higher
than last yvear’s record ¢

Mr. Surkey. Let’s assume o person in the year 1966 is on standard
deduction basis.

Senafor Bennerr, That is vight.

Mr. Surrey. Then, since at best his deductions can’t be more than
10 pereent. of his income, he would not be eligible under the House bill,
in view of the qualifying floor of 12 percent; but let's assume in the
year 1967 ho govs up in his deductions, and they go to, say, 25 percent.
Then in filing in 1968 ho would then become eligible for the additional
allowanee,  Ilis deductions would actually have to rise,

Senator Bennerr. But you would foree him to wait 1 year,

Mr. Surkey. That is, T think, no different. than the first. point. that
you asked mo about, a situation in which, for some reason or other, a
taxpayer’s deductions may rise. It is really an example of the first
caso that you gave me, I believe,

Senator Bexnerr. Well, except that it has the additional factor
of o time lag which is ereated by t{m inferpretation of the law,

Mr. Sorrey. No. T don’t think so. I think in the first case, his
dedutions happen to be low in the first year. ‘T'he reason he took the
standard deduction is simply because his itemized deduetions eame to
less than 10 percent. That is the normal reason why a person would
claim the standard deduction. Tt is then worth more to him than his
itemized deductions. So you are dealing with the taxpayer who, in
the base year or the year to which reference is made, has low itemized
deductions.

Now, then, if his deduetions rise for one renson or another, he would
bo in the same position as the taxpayer whose itemized deduetions were,
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say, 15 percent and rose to 20 percent. IHis happen to be less than 10
percent and may rise to about 15.

Senator Bennerr. What happens in using your example—you use
the itemized deduction in 1966. He had deductions of 16 percent in
1967 which he couldn’t claim until 1968. What could he claim in 19677

Mr., Surkey. Well, the difference—when you use the word “claim”
so there is no confusion, you are talking about clnim for the additional
allowance?

Senator Beynerr. Yes, that is right.

Mr, Surrey. He could always claim the itemized deduetions for his
tax return. There is no bar there in computing his actual tax for the
year. ITe always gets the correct deduction. So we arve talking only
about whether he believes he is eligible for this additional allowance.

Now, if his actual deductions in 1966, when he comes to file his tax
return in 1967, show a certain amount, it is that figure which he would
use on his claim for additional allowanee, and we have a form pre-
pared for that. ITe would use that figure unless he expected his de-
ductions in 1967 to drop, in which case he should be using the lower
figure,

Senator BeExxerr. Let me see if I can say it back to you.

The taxpayer who uses the standard deduection method in 1966
wishes to change over to the other deduction method. e files his tax
return on the 15th of April for 1966. Ie files it on the 15th of April.
Therefore, he is not in a position to claim the higher deductions in
January.

Mr. Strrey. ITe did not have a large amount of deductions in 1966,
That is right.

Senator Bex~rerr, Well, perhaps he discovered that his deduetions
in 1966 were, in fact, higher than 12 pervcent, even though he made the
mistake, or through carelessness or some other reason just filed for the
standard deduction ?

Mr. Surrey. When he comes to file his return in 1967 for the year
1966 there is nothing that prohibits him from using the standard de-
duetion or itemized deduetions. ITe then is in a position to look at his
1966 deductions and claim what actually happened. Tf his itemized
deductions in the year 1966 came to less than 10 percent, he may claim
the standard deduction because that will reduce his tax liability. If
his itemized deductions in 1966 came to more than 10 peveent, he will
claim his itemized deductions and he will use that figure from his 1966
tax return to start the caleulations that he will have to make on his
claim for additional allowance. There will be nothing in 1967 that will
keep him from entering the correct figure in his tax return for the year
1966, and in turn to use that correet figure based upon the 1966 deduc-
tion in computing his elaim for additional allowance.

Senator Bexxerr, Well, now, I am confused.

Mr. Surkey. I am sorry it turned out that way. You see, T think
maybe the difference is we are talking about two things and I don't
want to get that confused.

One is how he handles his claim for additional allowance for with-
holding purposes, which is only for withholding purposes.

Senator BEnnert. That it right.

Mr. Surrry. When he comes to file his tax return, he is in no way
barred from computing the right amount of deductions regardless
of what the claim was for the withholding allowance.
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Senator Bexxerr, But let's come back to the original problem and
I probably confused it by my use of the word “elaim.™

Standard deductions in 1966, he wishes to change over to itemized
deductions,  ITe cannot do that until his 1967——until 1968. Ie can’t
change his withholding rate until 1968,

M. Svreey. Thatisright.

Senator Benygrr, After having used the standard deduction in
1967. Then what does he use in 19677

Mr. Sverey. In 1967, for the purposes of withholding, he would,
as the Tlouse report indicated, use the data from the 1966 return which
would be the standard deduction. In filing his tax return for the year
1967, to compute the correct tax liability, he would use whatever the
facts show for 1967,

If itemized deductions were larger than the standard deduction in
1967, he would use the larger itemized deductions.

Then in 1968, when he would make his appropriate claim for with-
holding allowances, he looks at his 1967 veturn. This is really just
an illustration of the same fact that you asked me at the very begin-
ning, what is the basis for computing deductions, and it is always
the return for the last year's veturn.

Of conrse, the withholding system always gives you credit for at
least. 10 pereent deduction.  That is built into the system. And, as
I say, the reason for this anchor in the ITouse bill is just the desire
to have some certainty when we start out. with this system. The case
vou gave me is really an illustration where he thinks, that his dedue-
tion will rise, he may quite accurate, but in other cases he may be
guessing, Tt isan example of that situation basically.

Senator Bexxwrr, Perhaps he obligates himself for a rather sub-
stantial loan and he knows his interest is going to carry the deduction
involved. Tt issomething that he can demonstrate definitely.

Me, Sveeey. Yes.  In some eases, yes, and T think in some easer, no.
In some eases he might believe that i April that there is going to be
a medieal operation which will cost him money. Tt turns ont a month
later they decide to postpone the operation for several years. TFactors
of that nature are sometimes hard to pin down.

Senator Bexxerr. The House bill contains a floor amendment which
purports to relieve overwithholding. Are you in favor of limiting
overwithholding in general?

Mr. Svreey. The Seevetary, in his statement said, “Yes.” Tn other
words, the Seeretary in his statement said, while the ITouse provision
overail is complicated and there will be a period of adjustment to it,
he thought it was an appropriate approach to moderate overwith-
holding.  You will never be :\L]e to have a perfect system.

Secretary Fowrer, Do you want to go into the floor amendment?

Senator Bexxerr, Yes. That is what Tam talking about.

Mr. Svrrey. On the floor amendment, the Secretary’s statement said
there are problems associated with the variation in that technique in-
troduced by the committee floor amendment which we will be glad to
discuss in the technical sessions. That variation involves added com-
plexities and also produces underwithhnlding in some situations.

T think with respect to that floor amendment we would say that that
was not an appropriate way to approach the problem. In other words,
that addition does give us & number of problems and one of the princi-

50-508— 66-~—11
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pal problems is that it builds in underwithholding for a number of
the people involved.

Senator Ben~Nerr., Assuming that the committee is not sympathetic
to your point of view and the floor amendment stays i the bill,
wouldn’t you think it more fair that the floor amendment goes only
to the first withholding allowance, permits you to vary that basis
down to a rate of half a percent rather than a full percent?

Don’t you think if we leave that in the bill that we should apply
that to allowances above the first allowance, assuming that a man’s in-
come justifies, say, two or three allowances?

Mr. Surrey. I do not think so, Senator, and I think when we get
into the tables, you will see the problem. You see, the concern we
have on the floor amendment is—and we can go into these tables later—
you can run through the figures and you can get $50, amounts of that
nature of underwithholding, under the floor amendment. We think
it is inadvisable to give taxpayers a system which they are led to
believe will bring them out right so they will not owe any money at
the end of the year, and then have them come to the end of the year
and find that due to the mathematics of the system they are going to
end up owing the Government $50 or something like that.

Consequently, if there is to be any further reduction in overwith-
holding, we would like to discuss other variations with you rather
than this particular mathematical approach.

Scnator Bennerr. How does the withholding allowance work when
a taxpayer receives bunch income in a year and uses the income aver-
aging provision ?

Mr. Surrey. Are you asking what withholding tax would apply to
a particular bonus item or something of that nature?

Senator BenNerr. Thatis right.

Mr. Surrey. I think there 1s a special rule which takes account of
that situation.

Senator BENNETT. What income does he use in the following year
to measure his right to have an allowance established ?

Mr. Surrey. He would use, I think, his total salary for the prior
year, to my recollection.

Senator BENNeTT. And ignore the——

Mr. Surrey. It would be total salary and wages for the prior year.

Secretary FowrLer. I don’t think you ignore bonus. If he got that
bonus and that is treated as wages, salary, income, that would be
included.

Senator BENNETT. But here is a man in 1966 who gets a bonus and
bases his overwithholding on it and next year he doesn’t get the bonus.
Then this is just an accidental case of overwithholding?

Mr. Surrey. These are problems that are going to occur just as if
a person believed he is going to be employed for a whole year and isn't
employed for a whole year.  Nothing in this bill is going to be able to
cure his overwithholding.

Senator BENNETT. Isitcured under the present law ?

Mr. Surrey. No, sir.

Secretary FowLER. You are going to have a very substantial amount
of overwithholding and underwithholding continuing. But if you
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look at the table on page 13 of the Iouse report, you will note that
there will be a very substantial reduction in a number of returns in
which there is overwithholding or underwithholding. The so-called
break-even number of returns will be substantially increased as a re-
sult. of this bill and at the same time the order of magnitude of the
overwithholding and underwithholding will be reduced substantially.

Senator Benxerr. That is what the chart shows but you are still
left with personal problems of overwithholding and underwithholding.

Secretary Fowrer. We can’t get away from them.

Senator Benxerr. My last question takes you into a completely
different field. There have been two newspaper reports that have come
to my attention over the weekend making the charge that the 1-percent
increase in the automobile excise tax is there because the President
said in his budget on page 111:

Tegislation will be proposed to finance highway beautification costs by trans-
ferring to the trust fund receipts equal to 1 percentage point of the existing auto
excise tax explicitly designated for that purpose,

Is this a situation in which the 1-percent excise tax isn't going to be
available for Vietnam but is going to be taken out for the automobile
highway trust fund if the President’s proposal carries through ?

Mr. Surkey. No. The two 1 percents are not at all related. As you
know, there has always been a basic 1-percent floor on the auto tax. It
is never going to be reduced to zero under the legislation of last year,
under this legislation. There was some assumption in last year’s
discussions of the automobile tax, that the 1 percent might well have
to be used for items associated with the automobile such as beauty, and
I think that is the 1 percent that is being talked about in the budget.

The 1 percent that is being talked about here is the drop that oc-
curred in January from 7 to 6 percent.

Senator BENNETT. Then to say it another way, whether we pass
this bill or not, there is 1 percent 1n the automobile excise tax which it
is expected will be devoted for this purpose?

Mr. Surrey. That is right.

Senator BenNErT. Then there is just a coincidental relationship be-
tween the two figures of 1 percent?

Mr. Surrey. That is certainly right.

Senator BEn~eTT. It is clear to me but I raised the question to get it
into the record so that it would be clear to other people who may be
confused by this charge.

Thank you, Mr. Chairman.

Senator Douaras. Senator Hartke, have you had a chance to ask
any questions?

Senator Harrke. I have,but if Senator Smathers wants to go ahead,
it is all right.

jo right ahead. I am willing to wait.

Senator SmaruERs. You may ask the questions I was going to ask.

Senator Douaras. Senator Hartke?

Senator Harrke. Mr. Secretary, over the weekend there have been
quite a few statements issued, not only with regard to the war, but
also in regard to financing this war.

Without regard to how you are going to conduct the military end
of the war, do you think—there are some good friends of yours, Mr.
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Samuelson, Mr. Heller, Mr. Rowan—all have indicated that the time
is way past for you to put off the request for increase in taxation.

Do these statements have any influence upon your opinion as to
whether or not we should put aside this bill now and really take up
the big issue of how we are going to pay for a 8- to 7-year war as the
President indicated on Saturday ¥

Secretary Fowrer. I do not believe they change the position that
I have taken up to now, Senator Hartke. "The important thing to do
now is to enact this legislation as quickly and as definitively as possible
and deal, as my statement to the committee indicated, with future
developments as those future developments occur.

I did include in my presentation to the Joint Keonomic Committee
earlier this month a rather detailed statement on various proposals
that had been made that we come forward now with enlarged tax
proposals, with more monetary policy, or with harsher restraints of
another character. Rather than take up the time of this committee,
I would simply say I stand on my previous position. However, I
would like to include my statement before the joint committee as a
detailed exposition of why I take that position.

(The statement is as follows :)

SUPPLEMENTARY STATEMENT or HonN. HENRY H. FOWLER, SECRETARY OF THE
TREASURY, BEFORE THE JOINT EcoNoMic COMMITTEE, FEBRUARY 3, 1966

During these hearings members of the committee have expressed their concern
about the threat of inflation., The administration shares that concern. Its
actions on the Government employee pay raise in August, the steel settlement in
September, and the aluminum, copper, and steel price situations this past fall,
as well as its current budget, bear witness to this concern.

There are those who propose that the administration come forward now with
a program to enforce much harsher restraints on the economy than those now
in effect or proposed in the President’s budget. The administration disagrees
with the premise that inore needs to be done now. However, it welcomes the
putting forward of any specific proposals since they may add to the range of
contingency planning in which it itself is engaged. Indeed, it suggests that the
House Ways and Means Committee or this joint committee study, review, and
recommend the type of tax increases which would be most suitable if inflationary
pressures require additional fiscal action.

First, let us be very clear as to the position of the administration in the
uncertainties that the situation in Vietnam makes inescapable. The President
has given to the Congress an unqualified commitment that “Should unforeseen
inflationary pressures develop, I will propose such fiscal actions as are appropriate
to maintain economic stability.,” He has pointed out that “The extent of the
fiscal or monetary restraint that wiil be needed to avoid inflationary pressures
will depend direetly on the restraint and moderation exercised by those who have
power over wages and prices.” This is our answer to those who ask, “Will the
Government go for tax increases later this year?”

Second, the administration does not believe it is wise to impose measures of
restraint on the economy in addition to those in effect or proposed in the
President’s budget and Economic Report unless or until the “unforeseen infla-
tionary pressures” develop.

We have seen too many expansions turned into recessions by slamming down
too hard on the brakes. We have seen too much unemployment and under-
employment too long to cut back drastically and unnecessarily on private demand
to provide purposefully an idle reserve of manpower and capacity. We advocate
a course of moderation and balance in dealing with any danger of economic
excess as we have advocated moderation and balance in curing economic
deficiency.

The national economic objectives as set forth in the Employment Act of 1916,
under which this committee functions, provide that “It is the continuing policy
and responsibility of the Federal Government to use all practicable means * * *
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for the purpose of creating and maintaining, in a manner capable to foster and
promote free competitive enterprise and the general welfare, conditions under
which there will be afforded useful employment opportunities, including self-
employment, for those able, willing, and seeking to work, and to promote
maximum employment, production, and purchasing power.”

This administration includes price stability as a goal to be sought along with
these more particularized objectives of full employment and a healthy rate of
growth. It believes that there is a fundamental compatibility of these three
objectives and that in seeking one of them it is unwise to sacritice the others.
If one objective, such as price stability or full employment, is sought with the
utmost rigor without concern for the others, this is not wise national policy.

Of course, from time to time very special situations may force one economic
objective to move ahead of the others. It is quite conceivable that the threat
of an inflation of such size or duration might cause stabilization of the price level
to be given top priority. These black and white situations seldom occur. The
more usual task is to seek price stability, growth, and high employment simul-
taneously and in a reasonable degree. The challenge today is to find the mix
of monetary, credit, and fiscal measures best designed to achieve all these objec-
tives, recognizing that public policies will not be adequate if some groups who
enjoy and exercise substantial market power choose to push up or maintain
prices or wages at unwarranted levels.

Against this background let us look at the present situation objectively and
carefully with a concern that we press toward all these goals rather than
become preoccupied with a single one. In this calendar year 1966 restraints
which did not characterize 1965 have already been imposed upon the economy.
Beginning in January an extra $6 billion a year in social security and medicare
taxes is being withdrawn from private purchasing power to flow into the trust
funds. This was not true of December 1965, or November, or October.

In December 1965 the Federal Reserve Board announced two actions designed,
in its words, “to dampen mounting demands on banks for still further credit
extensions that might add to inflationary pressures.” The full effect of these
actions, which take a considerable period of time to be felt, is yet to be ascertained.

The new tax proposals recommended by the President, if adopted by March 15
as he urged, would withdraw from private purchasing power an additional
$2.9 billion during calendar 1966.

The shift in the budgetary situation from substantial deficits in fiscal 1966.
brought on by the response to the challenge of Vietnam, to surpluses or minor
deficits in the administrative, cash and national income account budgets has
been made possible by expenditure reductions coupled with the new tax
proposals,

Coming onstream in 1966 are vast quantities of new industrial capacity
which are the fruits of investment made in recent years. Coming into the
labor force are a million and one-half additional new entrants from the younger
age group and, in addition, many hundreds of thousands are being given the
benefit of manpower training to better equip them to fill the needs of the labor
market. And, of course, the dwindling rate of unemployment is stimulating
;'enewed effort in the private sector to train and better utilize the available labor
orce.

Given all these new factors the wise course of balance and moderation in
pursuing continued growth, a higher rate of employment and relative price
stability would seem to call for determining how the economy reacts to this new
mix of relatively moderate restraints before adopting without apparent present
reason the far harsher measures—presumably increased tax rates, direct price
and wage controls, and much tighter monetary restraint.

Senator Hartke. What is the date of that report?

Secretary Fowrrr. February 3.

Senator Hartke. That is February 3. Do you think that the atti-
tude of the administration has changed since February 3 with regard
to the anticipated length of this encounter which is now referred to as
a war in South Vietnam?

Secretary FowrLer. No, sir. As I read the President’s statement to
the press on Saturday, the situation is very much like the statement on
page 10 of his budget message—in which he outlined the uncertainties
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that are inherent in the present situation and then concluded with the

note that:

If, on the other hand, events in southeast Asia so develop that additional funds
are required, I will not hesitate to request the necessary sums. And should that
contingency arise, or should unforeseen inflationary pressures develop, I will
propose such fiscal actions as are appropriate to maintain economic stability.

I think that that statement, made in his budget message on January
25, is, as I understand it, very much the same as the statement he made
Saturday to the press. )

Senator Harrke, Well, is there any contention within the adminis-
tration from any source with which you have talked—and I am not
asking you to reveal any military secrets or any security information—
is there any information of any nature whatsoever that there is an
impending negotiation, that there is an impending settlement of this
situation m Vietnam, that there is an impending holding of the cost to
the rate at the present time, or that which was being consumed last
month, for example, or the month before ?

In other words, what I am asking you, do you have any information
whatsoever which would justify us to plan militarily for a 3- to 7-year
war and to plan financially for a 6-month war?

Secretary Fowrer. In this particular budget, and in the proposals
before this committee, we are not planning for either & 6-month war,
a 12-month war or 3-year war. We are planning for the period
covering the fiscal year 1966, and fiscal year 1967, on the basis of facts
as they were known to the President and budgetary authorities when
the budget went to press.

To my knowledge, as I said to you the other day, there has been
no change in those budgetary estimates in roughly the last month.

Senator HarTkEe. Mr. Secretary, is the report which was printed in
the papers that there is at the present time in the Defense Department
preparation of the material asking for an additional supplemental for
1967 already being prepared; do you have any information with
regard to that whatsoever?

Secretary Fowrer. No. To the question, Senator Hartke, of
whether the 1967 budget provides for the sitnation as we see it now—
I specifically asked the Director of the Bureau of the Budget whether
the 1967 budget provides for any escalation in the Vietnam activities
as we currently foresee them. I discussed it with him, and he has
provided me with the following answer:

Insofar as financing the Vietnam conflict is concerned, quite obviously the
1967 budget had to be put together under conditions of uncertainty. In this
budget we have fully provided for continuing the conflict without any dramatic
changes in the current level of intensity through fiscal 1967. At the same
time, the budget does provide the forces and equipment for an immediate re-
sponse to further possible step-ups in activity. However, should the level of
intensity of the conflict substantially increase, financing at higher level may
require additional funds. Should such a situation develop, we will promptly
ask the Congress for such funds and accompany that request with appropriate
fiscal measures to maintain economie stability.

What I would like to stress—

and I continue the Budget Director’s comments to me—

is that we have met these uncertainties as straightforwardly as we can. On
the one hand, fully providing for the necessary financing to meet the future as
we can best see it now, and frankly, telling the people and Congress that the
uncertainties of the situation may require additional action.
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Now, I just cannot look beyond that.

Senator Harrxr. Well, now, what was the date of that question and
that answer ?

Secretary Fowrer, This was in connection with my coming before
th%s_ committee and knowing that there would be questions on this
subject.

Senator HarTkE. Last week?

Secretary Fowrer. That is right. T assumed there would be ques-
tions of this nature presented to me.

Senator Harrke. Thisisa rather involved answer.

Mr. Chairman, I do not know whether the chairman has this infor-
inati_on, l;ut has the Budget Director been asked to appear on these
rearings ?

Senator Douaras. Not that I am aware of.

Senator Harrke. I would think in view of this statement and in
view of the uncertainty expressed by the Secretary here as to this
})osition, that it would be appropriate for the Budget Director to hear
iim and give us an amplification of whether or not we are preparing
for a long struggle here and going to finance a long stru%g]e, or
whether we are goinsg to finance one for 6 months to a year. In other
words, the President’s message is 3 to 7 years. I think we have to know
how we are going to pay for this war.

Secretary Fowrer. Senator Hartke, I knew——

Senator Harrxe. Justa minute,

Senator Dovcras. I would suggest that that suggestion be withheld
until we meet in executive session rather than passed upon in open
session, and at a time when the chairman of the committee can be
present.

Senator Hartke. Let’s take the statement for what it is. It is very
difficult to take a written answer to a question submitted by a witness
and then try to find out what the person who gave the answer really
meant. I think it is very difficult, but we will try the best we can.

Now, he says that at present levels, to continue the effort at present
levels, is I think the wording you gave me, and I don’t have a copy
of it, but I assume that is what it said, and with no escalation, does
that mean

Secretary Fowrer. No. The question was, “Does the 1967 budget
provide for any escalation in Vietnam activities?” One sentence goes
{oyour point. Itsays:

At the same time, the budget does provide the forces and equipment for an
immediate response to further possible step-ups in activity.

So there is some margin provided for additional escalation. How-
ever, it contemplates that there might be further developments that
will require further financing.

Senator Harrir. Thisis what I am trying to find out. Senator John
Stennis has made the remark on the floor of the Senate that we will
have 600,000 troops there by the end of the year. What I am trying
to find out, does this present request by the Treasury in its tax pro-
posal, is it sufficient to cover for 1967 400,000 troops, 205,000 which
we have now, or the 600,000 which Senator Stennis mentioned in his
floor speech ¢
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Secretary Fowrer. I have no knowledge as to the magnitude of
tr(iop commitments that the present budget would cover. I can
only

Senator Harrke. Does the Secretary of Defense give us any idea
as to whether or not the nature or the amount of additional financial
requirements that are going to be entailed by the so-called continuation
of the effort at the present levels?

Secretary FowrLer. I know the Secretary has been appearing before
various committees. Iam not.ableto

Senator Harrxe. He didn’t appear before the Foreign Relations
Committee. TTe refused to appear in public. I don’t know whether
he is going to appear in private. I think maybe possibly-

Secretary Fowrer. Tt is my understanding that a number of very
detailed statements have been made by the Secretary of Defense to
the Armed Services Committee. YWhat T am saying 1s that I am not
familiar with the comment in those statements as to the magnitude of
the forces that. would be funded by the budgetary request in 1967.

Senator Harrxe. I do not want to become involved in security
measures and I am not asking for statements now, but T ain asking you
as a matter of fact does the Treasury Department consult with the
Department of Defense on these matters? Do you have in your Cabinet
meetings, does the amount of money which is going to be required to
pay for this operation, is it discussed or is it not discussed, or is there
a communication between the Departments in this field ?

Secretary Fowrer. Communication between the Departments in this
field, Senator Hartke, primarily flow through the Bureau of the Budget
in the President’s Executive Office. Insofar as the expenditure projec-
tions are concerned, and insofar as trying to meet those expenditure
projections with revenue, we deal with the Director of the Bureau of
the Budget and not collaterally with the various departments and
agencies concerned.

Senator Harrke. In other words, what you are saying is they tell
you how much money to raise and you are supposed to find out how to
raise it ?

Secretary Fowrer., That is correct.

Senator HArTkE. Isthat fair?

Secretary FowrLer. And the Bureau of the Budget is the coordinat-
ing arm to bring in the estimate on expenditures from the many de-
partments and agencies concerned, including the Department of De-
fense. Therefore we do not have any day-to-day, or week-to-week,
detailed exchanges collaterally with the individual departments.

Senator Hartke. Mr. Chairman, just for the sake of the record I
would like to again put forth the proposition that this is another
indication why it is very necessary that the Director of the Budget -
appear before this committee, and I want this noted at this time so it
is not indicated that it was passed up, that the opportunity was passed
up. Idon’t want to waive any rights in this regard. )

Senator Doucras. When the committee meets in executive session,
and when the chairman of the committee is present, I think it would be
very appropriate for you to raise that matter.

Senator Harrke. Now, in this regard, though, we have the past to
look to and the same question of communication and how this Govern-
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ment. coordinates its war plans with its finance plans for the war
presents some problems in this specifically last year when we had be-
fore this committee a war which possibly accelerated during the year
at a gradual but steady rate, When was the first time that the Treas-
ury was notified by the Budget Bureau that there was going to be a
substantial increase due to the escalation of the war, and therefore a
substantial increase in the deficit which would have to be financed by
borrowing or increased taxation?

Secretary Fowrer. I don’t recall the precise date, Senator Hartke,
but my recollections are that following the announcement of the Presi-
dential decisions on July 28, 1965, we became aware, in general terms,
as did the American people, and the Congress, that there would be sub-
stantial increases in the financial requirements. The general order of
magnitude, and the amounts, were not known, I don’t believe even to
the Secretary of Defense, until many months later.

Senator Harrke. Well, we did know as far back as August, at least,
of 1965, in the hearings which were held at that time, that we were go-
ing to have at least an additional appropriation of $1.7 billion at that
time, which means that before August somebody had to know or surely
knew in the Government someplace that this was the immediate re-
quest, and we also knew at that time that that was not going to be
sufficient, that we were going to have to have a substantial increase
above that amount.

Isn't that true?

Secretary Fowrer. I think in August and in September, Senator
Hartke, everyone in the country knew that there would be substantial
requirements. As I recall it, the $1.7 billion, special appropriation was
for the so-called long leadtime items that Secretary McNamara identi-
fied when the orders had to be placed long in advance in order to meet
possible contingencies that might arise.

Senator Harrxe. Well, the information certainly should have been
known at least in the Defense Department. They had to know some-
time before those hearings in August that this additional amount of
$1.7—that amount had to be put together before it was sent to Congress,
and it was done in August, isn’t that right?

Secretary Fowrer. I don’t recall the date in August, but it was done
in August, to my recollection,

Senator Hartke. August 1965. Now, then, after that, of course,
they said at the time of those hearings it was clear that the $1.7 was only
a part of the financing—I a speaking about financing now—required
for the 1968.

Isn’t that. true?

Secretary Fowrer., That is right.

Senator Harrke. Now, at that time did the Defense Department
notify you that in any amount whatsoever, give you any estimate of
how much more they were going to have to spend ?

Secretary Fowrger. No, sir.

Senator Hartke. Did the Budget Bureau give any estimate as to
the additional amount?

Secretary Fowrer. No. The general impression that I obtained
from the Director of the Bureau of the Budget was that there would



166 TAX ADJUSTMENT ACT OF 1066

be a requirement for substantial additional outlays and that the
budgetary problems for fiscal 1967 would represent quite a change in
budgetary outlook from what had been previously contemplated. 1
began to say at that time that the first casualty of Vietnam on the
economic front was the prospect of further tax reductions that had
been under some discussion prior to that time. I think you are
familiar with the general statements and comments that were made
during the fall and that this new situation would call for a new
budgetary approach which would preclude any possibilities of tax
reduction. Whether or not it W(m}d require tax increases, or some
of the devices that are employed in this bill, naturally depended on
the amounts that would ultimately be determined as necessary to meet
requirements of Vietnam as well as what would happen to the other
parts of the budget—the sector of the defense budget not related spe-
cifically to Vietnam, to the other departments and agencies of the
Government, and to other expenditure programs of substantial
magnitude,

Senator IHantke, Let’s come on back. In other words, we had their
recognition at least that it was going to be substantially more than
1.7, isn't that true? Before we adjourned the Congress. And im-
mediately following the elimination of the excise taxes which are
now being asked to be reinstituted. TIsn’t.thattrue?

Secretary Fowrnkr. While we ave on that particnlar subjeet, may 1
say that in the hearings before this committee last June 8 and 9--
when the question came up about going beyond the administration pro-
posals on the automobile tax—I was asked specifically by the committee
whether we favored the House bill which went 4 percentage points
beyond the administration proposal. We said that we did not favor
the House bill and that we ‘hopod the lesser reduction would be acted
upon by the Congress. There were a number of questions and answers
about holding off on that, Now———-

Senator Harrke, Let me ask you, Mr. Secretary, you have the record
there and it certainly ought to reveal this if it is true. Was that holding
off request being made on the reduction of automobile taxes made on
the basis of information that you had received?

Secretary Fowrer, No.

Senator Iarrxe. The cost of war was going to esealate.

Secretary Fowrrr. No, it was for various reasons. For example,
Senator Long said:

Mr. Surrey, if during the next:
I quote from page 30—

if during the next 2 or 8 years we should run into an emergency situation, in
other words, suppose the war in Vietnam got to be a hot war and we got en-
gaged in other areas where we had to raise a lot of additional revenues, would
this very tax here on automobiles be one of those that you might very well
have to recommend either putting back on or further deferring the cancella-
tion of in the cvent that we had voted to take only b points off?

Mr. Surrey replied ;

I think so, Senator. As I indicated this is a tax where the revenue is large,
but it is the kind of tax where to collect that large amount of revenue {s no
particular burden on the manufacturer involved and no particular burden on
the Internal Revenue Service.
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Senator Harrxe., The burden is only on the people who buy the cars.

Secretary Fowrnpr, That is right,

Senator Long goes on tosay:

In the event we don't go along with the IHouse in this particular matier, do
vou see any impediment to our declding at a later date if the thing works out
the way we hoped it would and the economy continued to prosper, to repeal
this tnx and phase it out the way the House bill recommends?

Mr. Surkey. No, I don'i. ‘That is our position that future Congresses can
take n look at this, ake up their mind in the light of the situntion at that the,

And there were similar exchanges looking to the prospect that there
may be n designation.

Senator ITakrke, The whole point about it was at that time none
of the action taken in front of the committee was based upon infor-
mation which you had received from the Department of Defense di-
rectly or indivectly, either from the Seeretary of Defense or from the
Director of the Budget, is that correct ?

Secretary Fowrkr, That is correct.  And T think in the House
hearings on the exise tax billy the then Director of the Budget, Mr.
Kermit Gordon, appeared and testified concerning the postuve of
the budget. and the expenditure outlook as he saw it at that time.
e snid that he felt that the $700 million additional military appro-
priation that had been proposed in May could be taken care 0} by
other economies in the budget.

Senntor Harre. All right.  Now let's come on back to this thing.

Secrvetary Fowrkr, T think that was the debt hearings, Senator
artke.

Senator Hakrke., After the excise tax had been acted upon in the
Congress, did the Director of the Budget at any time ever tell you the
magnitude of the deficit. which was anticipated for fiseal 1966 hefore
Congress adjourned ¢

Secretary Fowrkr, My recollection, Senator Tartke, is that hie guve
me a clenr indication that we would have a very serious budgetary
problem for fiseal yeur 1967, which we would have to take very heavily
into account, in the preparations for the 1967 budget and in trying to
hold down the expenditure levels in the fiseal 1966 budget. Various
questions were up at the time. For example, the question of the
civilinn pay bill, as you remember, was up, and that was a_serious
consideration beeaunse of its impact on the 1966 budget, as well as the
1967 budget—and the President took the position that the bill as
passed by the ITouse was not acceptable.

Senator Hawvrkr. T am willing to listen to these long answers and
these other little items that you want to drop in.  That 1s perfeetly all
vight.  But T would like—what I am trying to establish right now, I
am going to tell you what it is. T am not trying to beat around the
bush.  What I an trying to find out very simply is where the line of
communication broke down and just when it broke down and when it
was reestablished, if it has been reestablished, in regard to the cost of
this effort in Vietnam, That is, where in a period of time from the
time when we came in here and reduced the excise taxes upon the
recommendations of the administration with very serious charges that
these were regressive taxes, that they were on the board, that they
wera the type of taxes which absolutely were, in the opinion of the
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administration generally, the type of taxes which should have been
abolished a long time ago, all of which I agree with, incidentally, but
I am trying to find out when the change of attitude occurred and
when the information change occurred. What T am trying to find out
is simply this, When if at all did the Director of the Budget indicate
the size of the financial problem for fiscal year 19667 Was it before
Congress adjourned, in the interim between Congress’ adjournment
and the time that the President made his state of the Union message,
which was the first public declaration? Was it after the state of the
Union message immediately following the time we had that informa-
tion? Where in point of time was the information first transmitted
from the Budget Bureau to the Treasury Department which has {o
finance the governmental expenditures? Where did this occur?
When did the magnitude of the deficit occur?

Secretary Fowrer. The order of magnitude, Senator Hartke, as I
have indicated before, could only be determined in connection with the
budgetary process as reflected in the President’s budget document.
What the exact order of magnitude of these figures—the increase in
military requirements—would be, what their incidence would be, when
they would have their impact, where matters that all had to be de-
veloped and presented in connection with this budget document.

Now, we were all aware following the President’s statement on July
28, and following the presentation of the appropiration of the addi-
tional $1.7 billion, that there would be very substantial additions to the
1966 budget and over and beyond that, into the 1967 budget. But
precisely what those magnitudes were, and what the timing was on
when they became known, you would have to get from the Secretary
of Defense. Idon'thaveit.

Senator WirLrams. Would the Senator yield at that point ?

Senator HarTkE. Just a moment. I might suggest in view of this
statement that possibly the Secretary of Defense could come here and
testify on figures and statements on finance, because we are expected
here to—not on procednres, not upon the war strategy, but how you are
going to finance this war which the President has indicated now is
planned for a 3- to 7-year war, that possibly he should be, and I think
this would be a matter of discussion in executive session.

Senator Douaras. The Senator from Indiana can propose that in
the executive session. The acting chairman will merely remark that
the Secretary of Defense testified before the Armed Services Com-
mittee, though he has not testified before the Foreign Relations Com-
mittee. He had certain communications. Now, if we call these men
hefore every committee of the Congress which has any tangential re-
lationship to the subject, the administrative officers won’t have time to
do any work at their desks, and while I appreciate the suggestion of the
Senator from Indiana, I think it very properly could be decided by the
committee as a whole. I ask that we have a certain compassion for
these hard-pressed Cabinet officers.

Senator Harrke. With all due deference to the acting chairman, I
might say this. Tt wasn’t this Senator that suggested those facts
would have to be secured from the Secretary of Defense. It was the
response to the question made by the Secretary of the Treasury that if
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these facts were wanted, they would have to be secured from the Sec-
retary of Defense. Maybe we can have one of his assistants come on
in.  Lam not—maybe he has n budget director down there. Certainly
somebody down there ought to be willing to tell us about what we are
expected to pay for. 1 think we have an obligation to this country to
tell the truth about how much we are going to be spending here and
liow we are going to pay for it.

Senator Dovaras, What is——

Senator Diexsex. Will you yield?

Senator Harwrke. The Senator from Delaware asked me to yield.
T will be glad to.

Senator Wirniays, T was just going to ask this question, Mr. Sec-
retary. When you discovered last, you said, July and August that
there had been an acceleration and that yon were going to be con-
fronted with these problems, why did you not come down to the
Congress and ask for cancellation of the tax reductions that you had
proposed in June and the ones that were scheduled to go into effect
January 1, rather than let them go on again and off again as :ou
are now doing?

Secretary Fowrer. They are not going on again and off again,
Senator.

Senator WirLiams, They ave not?

Secretary Fowrkr. We are not asking that the excise taxes that
were repealed by the Congress and went completely out of our tax
system on July 1 or January 1 be restored.

Senator WiLriams. Is that the reason you call this an adjustment
back rather than a tax increase?
1Secretary Fowrer. [ didn’t coin that name. That was coined in
the——-

Senator WiLL1aMs. By the Great Society ?

Secretary FowLer (continuing). In the House Ways and Means
Committee. You will have to ask them their reasons for the title
of the bill.

Senator Wirriams. I will pursue that a little later. Go ahead, the
Senator from Illinois.

Senator DirkseN. How many outstanding issues of Federal bonds
will we have to refinance in fiscal 1967, if you have got a round figure?
And you can correct later if you want.

Secretary Fowrrr. In order to be completely accurate on that, Sen-
ator Dirksen, I would like to supply that for the record. We will, of
course, have to regularly turn over 3 month bills, 6 month bills, and
yearly bills as they mature. Insofar as major financing problems are
concerned, I think it is fair to suy that we have broken the back of
our problem as we see it in the months ahead by the February financ-
ing which took out a very substantial portion of the issues that were
coming due in April, May, and August, in addition to the notes matur-
ing in February. There were five issues there. Therefore, instead
of having to go into the market to refund very sizable public holdings
im May and August, by the advance refunding those have been sub-
stantially reduced so thai their order of magnitude is not such as to
‘ause either any concern to us or to the market,
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Markctable sccuritics maturing in fiscal ycar 1967 as of Jan, 31, 1966
{In milliony of dollars)

Held by
Total
Foderal
Resorve All other
and GIA
Cortiflcates, notes, and bonds:
1066:
Aug, 15:
d-pereent bond o L 699 48 451
4-percent note ! B, 441 5,875 2, bt
Oct. 1: 1!ypercent exchange note 17 A I 357
Nov. 15:
3¥g-pereent Dond. . eiiiiieiaiaanas 1,85 2238 1,613
4.percent note. ... - . 2,254 566 1, 688
434-percont certificate 1,052 1 1,651
Feb, 15:
BEE-PEreent NOLC. L.t eaa 2,358 313 2,045
4-percent note. ... o..o... . b, 151 3,222 1,00
Apr. 1: 134-percent exchange note. Q00 f ... 270
May 15: 4}¢-percent note.......... .. 0, 748 8, 788 2, 960
June 15: 2Lg-percent hond . .ot 1,430 152 1,278
Subtotal i iieiiaiieane. 34,211 17,208 17,008
Weekly and annual bills:
J-month bills 18, 024
G-tmonth bilk 20, 025 9,443 44,614
12-month bills 12,008
B ORI 88, 208 26, 646 61, 622

1 Adjusted for Feb. 15, 1966, exchanges,

Senator DiekseN. The reason for the question, I see a figure in o
financial sheet that the larger banks certainly are loaned up to 63
rercent, of balance, both time and demand. Now, if that is true, that
1s probably the highest percentage of bank loans in the history of the
country, and it would mean that if you don’t have a tight money
rolicy, we will certainly have—if you have a tight money policy your
interest rate on refinancing will be higher. Now, T have seen specula-
tions here. Treasury may have made as much as 514 percent before
they get through. If that is the case, then the amount would be sub-
stantially higher actually than the figures show.

Secrvetary Fownrr. 1t might well be, Senator. That would depend,
as you say, on the trend of the money market. We did take advantage
of n good market opportunity that existed in late January and early
February to achieve some moderate debt extension and lighten the
nearby calendar of financing, that is, throngh the spring and summer.
But events will simply have to determine what the situation will be in
the fall and in the winter. Your surmise about it might turn out to
be correct. On the other hand, T would not want to venture any agree-
ment or disagreement with that particular assumption. We think we
are in fairly good shape as far as our financing needs are concerned
over the next 6 months, and we believe that with this February finane-
ing behind us, and with the benefit of this bill, should it be enacted,
we will be in fairly good shape.

Senator DirkseN. One other thing. Tn the budget you show $9.7
billion for net interest paid in 1967, and you use the word “net” he-
cause you accepted with the interest received by States and subdivi-
sions and individuals.
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Now, heretofore I have no recollection that we used the term “net
interest rate” and extended it so that the interest on the public debt
as of now

Secretary Fowrner. The expenditure for interest is set forth in var-
ious places in the budget document, for example, on page 19 in the
table “Payments to the Public.” The estimate for interest fiscal
year 1967 1s $12.9 billion.

Senator Dirkskn. Thank you.

Senator Dovernas. Are there any other questions?

Senator Saarners. I would like to ask three short questions, if I
may, Mr. Chairman,

Senator ITarrke. I am perfectly willing to wait. T will yield to the
Senator from Delaware and to the Senator from Illinois. I will be
glad to go ahead and waive my time if the Senator from Florida wants
to ask questions. 1 want it first understood that I am not trying to
take anybody else's time. I sit down at this end of the table and—I
will tuke my time whenever it comes to me.

Senator Winniams., After the Senator from Indiana gets through
I will have a couple more questions to ask.

Senator Dovaras, The Senator from Florida.

Senator Syaruers. Mr, Secretary, with respect to the reasons why
vou took this approach to meet the increasing demands of the cost of
the war in Vietnam rather than the investment credit repeal, can I
ask you this question If you had followed the investment credit re-
seal rather than this particular np})rm\ch, how soon would any money
wve come into the Treasury for the purposes, we will say, of financ-
ing the war in Vietnam?

Secretary Fowrer. It would depend upon the way in which the
suspension or repeal were enacted. I belive, in fairness to those who
had initinted expansion plans, placed orders, and commenced proj-
ects in reliance on the investment credit which is available to them
when they complete the project, that Congress would provide an excep-
tion for projects which are underway. Assuming that that would be
the judgment of Congress, we would not reap any revenue benefits from
the suspension of the investment credit of any general magnitude dur-
ing this fiscal year under the formula of Senator Gore’s amendment.
According to our calculations, in the next fiscal year we might receive
benefits of about a billion dollars,

Senator SmarHers. So, then, the answer is that if we followed the
repeal of the investiment tax credit, there would not be any, in your
judgment, additional revenue to the Government this year.

Secretary Fowrer. For fiseal 1966 gnin would be zero on the repeal
as provided in Senator Gore’s bill. We may be a little high on our
estimate for 1967. We are recalculating it now,

Senator Smariers. Now, when you decided to make this recom-
mendation to the Congress was one of the conditions, upon which yvou
hased this judgment, that this particular recommendation would les-
sen the demand for goods which apparently are now going into short
supply? In other words, was your purpose also one of dampening
what you might say was the beginning of the fires of inflation ¢

Secretary Fowrkr. The general bill as a whole had two rationales.
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The primary rationale, and the one on which I think there is the most
emphasis, is that we need this money in order to finance the costs of
the war in Vietnam,

Senator Syrarners. Right,

Secretary Fowrer., A secondary consideration is that the conse-
quences of the bill will, and I make no contention that it is a harsh
measure, will be that in a moderate way it will tend to restrain the
growth of demand. The drawing out of revenues from private pur-
chasing power, which under this gill in the calendar year 1966 will be
in the order of magnitude of about $2.7 billion, will have some re-
straining effect on the economy.

Senator SymaTHErs. Now, the third and last question. Was it your
belief, and it is your belief as I understand it, that the investment tax
credit actually 1s an incentive for the building of more capacity so
that there will be a greater supply of goods which would mean that
there would be less pressure for increased prices, and less likelihood
of inflation ?

Secretary FowrLer. That is very definitely one of the reasons why
we did not choose the investment credit approach. We also have to
keep in mind as an important consideration that our balance of pay-
ments is still a continuing problem. As I just indicated in response to
questions by Senator Talmadge, it will continue to be a long-term
problem.

Therefore, we want to keep our economy as efficient and as competi-
tive with other economies as possible. As you will recall, one of the
original purposes for enactment of the investment credit was to encour-
age investment in facilities and machinery that would increase pro-
ductivity and maintain it at a very high rate.

Senator Smatuers. Inthe United States?

Secretary Fowrer. Inthe United States.

I would like also to observe in connection with this, just as a gen-
eral comment, that when you have an expansion in demand, the best
way to meet it is to expand supply, which means expanding facilities.
As you will recall, during World War II and the Korean war, in
‘order to expand many of the facilities that you might say are induced
by the investment credit, Congress made special emergency tax amorti-
zation processes available.

In my response to your inquiry, Senator Smathers, on Friday as to
to desirability of suspending the investment credit, I indicated some
of the reasons why we considered such a suspension to be unwise. I
would like now to recapitulate and supplement the points made in our
previous discussion.

1. The investment credit is a sound, long-range measure which pro-
vides incentives for expansion and modernization of our productive
capacity.

2. The credit encourages technological advance and the introduction
of more efficient. processes, which increase our prbductivit_v and enable
the economy to deal with the periodic wage increases which are char-
acteristic of our economy without price increases.

3. Tn this way, as well as by making investment here more attrac-
tive, the credit helps us to deal with our balance of paymeuts.

4. The investment credit is not suitable as a short-ranae restraining
measure—cash flow or revenue effects are delayed. The credit be-
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comes available as the investment project is completed. As a matter
of good faith and fairness, a suspension would have to provide an ex-
ception for projects already underway or contracted for prior to the
eftective date. The impact of the suspension in terms of both raising
revenue and restraining the cash flow to investing business would
therefore be delayed by a considerable period, reflecting the leadtime
involved in most investment activity. The real impact of the suspen-
sion might not hit us for a year or so following the effective date of
the suspension.

5. Leadtime in modern investment involves more than contractual
commitments: In this connection, I would point. out that in taking
action to suspend the credit, even if prior “orders” or contractual
commitments were excepted, considerable injustice and disruption
would be caused to businesses which have already gone ahead with
“in-house design™ and other preparatory activities for making new
investments. Leadtime, viewed realistically, often involves various
steps including extensive plant design carried out by the investing
business itself. Suspending the eredit on projects on which extensive
preparatory work nas been done may involve about. the same losses or
penalties to taxpaye:s as cancellation of an outstanding contract. For
obvious reasons, howsever, it would be difficult to draft a suspension
provision which would take care of investment already started in the
sense described here.

6. Problem of unused credit carryovers: Businesses are allowed a 3-
year carryback and a 5-year carryforward of unused credits—denied
currently by the 25 percent of tax and related limitations. Substan-
tial unused credits have accumulated, possibly at the rate of $300
million a year. It would Le harsh to deny the use of the unused credit
carryover if the current credit were suspended. Removing the credit
currently would increase the availability of substantial amounts of
credit carryover. The exact amount of this effect is difficult to esti-
mate, but it could potentially cancel a considerable part of the revenue
effect of a temporary suspensioin.

7. Suspending the investmen!, credit may hit the small plants hard-
est.: The available evidence indicates that the investment leadtime,
including design and procurement, varies dirvectly with the size of the
plant. Productive facilities for equipping small plants can be designed
and completed in a fraction of tle time required for large facilities.
Temporary suspension of the credit would thus hit small plant con-
struction soonest and hardest. The equipping of large plants already
contracted for could go on for a longer time, still receiving the credit
on completion, and large plants could be started after the effective
date of the suspension, looking forward to completion after the date
the credit is restored.

8. Return of uneconomic “repair and maintenance” of outmoded
equipment: The credit bas apparvently heen helpful in disconraging
previous practices of repairing antiquated equipment to eke out its
industrial life. Prior to the credit, taxpayers often preferred to spend
money keeping the old machine going. partly because they felt they
could get current tax deductions for these outlays. The investment
credit tipped the balance in favor of getting modern equipment. Sus-
pension of the credit may send many businesses back to the uneconomic

.
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repair and maintenance practices so that their expenditures can be
expensed for tax purposes. This would not only be bad for our tech-
nological progress but also would involve demands on the economy and
revenue decreases which would offset both the economic restraint and
revenue contribution of suspending the credit.

9. Suspension of the credit might prove to be most effective in cur-
tailing tﬁe type of investment that makes the most anti-inflationary
contribution : Suspension of the credit would operate most promptly
and effectively on equipment which has a short leadtime between order
and delivery and which bunches its contribution to production within
a short period of time (that is, has a relatively short useful life).
This type of equipment would help round out productive capacity in
the next year or two. On the other hand, the long leadtime equipment
with a long useful life would be much less affected by suspension of
the credit because completion could be scheduled 2 years or so hence,
whei the credit. was to be restored.

10. Suspension of the credit would create imbalance in the 1966
revenue program and apply too severe a restraint on investment : The
program provided in the bill before the committee relies heavily on
restraint of corporate cash flow and liquidity to apply a moderate
restraining factor on the economy. Of the $4.8 billion revenue total
for the fiscal year 1967, $3.2 billion, or about two-thirds, is derived
from the acceleration of corporate tax payments. This in itself will
provide a moderate and salutary restraint on investment. The otler
Increases in revenue affecting purchasing power generally will also
operate to moderate expansive investment activity. If a suspension
ot the investment credit is added to the program, it will concentrate
too much on the business sector and run the risk of slamming on the
brakes too hard.

Senator SmaTtaers. I want to yield to the distinguished acting
chairman at this point.

Senator Doucras. I would merely like to remark that there is an
ironical paradox and contradiction between the monetary policy of
the Federal Reserve Board and the Government on the one hand, and
the tax policy of the administration on the other. The effect, of
course, of increasing the interest rate initiated by the Federal Reserve
Board but now acquiesced in and approved by the Treasury, is to
restrain investment, and that was certainly one of its purposes, to
restrain investment by increasing the cost of long term borrowing.

But on the other hand, now the Treasury defends the investment
credit refund on the ground that it stimulates investment.

Secretary FowLer. Once——

Senator Douaras. Just a minute. I think I have got a bon mot
here coming that I don’t want to cut mnyself off. It reminds me of the
character in Stephen Leacock’s story, who mounted his horse and rode
off in all directions. The front legs of the horse restraining invest-
ment, the rear legs of the horse stimulating investment, and the horse
itself being torn in two by these conflicting forces.

Secretary Fowrer. If I could put a slig%ntly different version on this,
Senator, it would be this. We accept the fact that the corporate accel-
eration will cause a review of marginal investment projects on the
part of the 16,000 companies affected, and may result in some modest
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or moderate reevaluation of whether or not they should be carried
through. This is an incidental result of the corporate acceleration.
The purposeful result of the corporate acceleration was to acquire the
additional revenue in a very substantial amount to help bring the
budget into more approximate balance.

Senator Douaras. The Senator from Indiana.

Senator HarrkEe. I think the Senator from Illinois has put his fin-
ger on what I was eventually going to come back to, and it is all right
with me that he has done it very quickly, and that is the fact that there
seems to be a lack of communications ]Zere. I want to find out when
we can’t put that back together and have people start talking to each
other in the administration so that we have the corporate acceleration
holding back investment, we have the increase in the interest rate by
the Federal Reserve Board holding back investment, and here we have
the retention of the investment credit to increase investment.

I just wonder if these policies are discussed or whether there is some
explanation which I have missed.

Secretary FowrLer. They have been discussed a great deal. As you
know, from the colloquy last Friday, we do not always see eye to eye.
This is not because of a failure of communication or because of a failure
or lack of discussion. It is just that insofar as the action of December
6 is concerned, there was a difference of opinion.

Senator Harrke. Let me ask you, then, an obvious question, I think,
and that a lot of talk again, and it seems that some 0(} these conversa-
tions in the press, and so forth, do have a way of sometimes becoming
policy, a lot of discussions in banking circles, some which I talked to
quite honestly say that they anticipate another increase by the Federal
Reserve Board in the discount rate. What is going to be the policy
of the Treasury, since Bureau of the Budget is not here and Federal
Reserve Board is not here, what is going to be the policy of the
Treasury if within the very near future there is another proposal to
increase the interest rate? 1 know we have a new member of the
Federal Reserve Board. Maybe we can make him the swing vote, have
a little influence on him, more influence than we had in the past, since
it was a 4-to-3 decision.

Secretary Fowrer. All I can say on that subject now, Senator
Hartke, is as I have stated on February 3, to the Joint Economic Com-
mittee, that as I see it now, given all the new factors that are present in
the situation, the wise course of balance and moderation in pursuing
continued growth, a high rate of employment, and relative price
stability, would seem to call for determining how the economy reacts
to the new mix of relatively moderate restraints before adopting far
lm{:ﬂher measures which would include, of course, tighter monetary

bolicy.

L Ml?.’ Chairman, since the question has been raised by various Senators

as to what the position of the Treasury is on why we do not advocate
_more action now, I would like to make my statement to the Joint

Economic Committee a part of the record in order that our position

may be completely understood.

Senator Douveras. Without objection, that will be done.

(See p. 160.)

Senator Doucras. The Senator from Indiana.

Senator HarrxEe. Let’s go back and I will try to pick up again where
we left off when the Senator from Delaware was questioning. I
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thought his question was very appropriate and I was going to ask
basically the same question. But I would like to come back to the
question raised by the Senator from Florida.

On this investment credit, as I understand the answer from the
Treasury was that you could not hope to reap any benefits in this year
but in the neighborhood of about $1 billion next year; is that correct ?

Secretary Fowrer. We are making a further study of the revenue
constants and that figure may turn out to be high. But in any event
there will be a substantially delayed revenue benefit from it.

Senator Harrke. So there is no misunderstanding about this, it is
fair, in executive session, if I report the testimony of the Treasury that
on the investment credit, that if it were repealed or suspended at this
time, say for a period of 2 years, which in effect would be a temporary
repeal, 1f it were repealed or suspended, there would be no revenue
come to the Treasury this year.

Seeretary Fowrer. Senator Hartke, my whole answer was prefaced
on the assumption that Congress would include in any suspension or
repeal a provision exempting those projects which were underway or
which had been undertaken in reliance upon the existence of the invest-
ment credit. Given that kind of provision in the law, the figures are
as I indicated.

Senator Harrir., The amount would, according to the best estimates
you have, be in the neighborhod of that.

Secretary Fowrer. That is right. 'We will have refined figures for
the executive session, but I think they will be at that level or lower.

Senator Harrke. I might say to you if you are going to have them
for the executive session, the acting chairman has just informed me
that the chairman wants to act upon the Senator from Tennessee’s
proposal at 12 o’clock noon, so you have got 25 minutes to get those
additional figures in here.

Secretary Fowrer. We will stand on the figures I gave you.

Senator Hartke. You will stand on the figures, then. All right.

Now, one element which is just a side element for the moment, that is
this: In this regard you feel that the Congress must act fairly with its
taxpayers and therefors would probably exempt that portion of their
investment policy which already has been acted upon in reliance—-—

Secretary Fowrrr. Action in reliance, that is correct.

Senator HarTtke. Of course, we are not doing that in the case of
the acceleration, are we?

Secretary Fowwrrr. No,sir.

Senator Hartre. We are telling them on acceleraiton that even
though we passed a law last year which provided that acceleration
should be extended over several years, that we have now changed our
policy, which the Government has a right to do, that we are now recom-
mending that the acceleration be speeded nup and—an escalated acce-
leration;is thatright?

Secretary Fowrer. That is right.

Senator Harrkr. All right. And therefore, if they have relied
upon this and it causes any difficulty in these corporations what relief
do vou suggest that we in Congress give to them?

Secretary Fowrer, None.

Senator Hartke. None.
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Secretary IFowrer. I think they are two entirely different cases, and
the order of magnitude——

Senator Harrke. No question they ave different cases. They just
affect different taxpayers.

Secretary Fowrer. Ithink the effect and difficulty involved in taking
care of the cash flow problems that are a consequence of corporate ac-
celeration are entirely different from the withdrawal of a tax credit
which really changes the liability of the taxpayer—not the speed or
time of payment.

Senator Harrke. Well, on the cash flow element of that, this will
affect him in regard to his cash flow—vhat if he doesn’t, what if he
hasn’t made allowances for this? I know that your answer is that
it doesn’t present a serious problem, but what if they have to go out
and borrow this money? Isn’t this going to be an added expense to
them in this business this year?

Secretary FowrLer. Yes, indeed. This is a consequence of the in-
cidence of acceleration.

Senator Harrke. In fact, what he is going to have to do is borrow
money to pay the taxes which he ordinarily, last fall, based upon the
action of Clongress, would not have anticipated he would have to pay.

Secretary Fowrer. I think the general practice, at least most o} the
corporate practice that I know anything about, is that you acerue funds
to meet these taxes. You keep them. You put them in bills, in com-
mercial paper, or something of that nature, but you acerue the funds
to meet your taxes as a current matter.

Senator Harrxe. Thisisa bookkeeping entry.

Secretary Fowrer. There may he some companies that don’t follow
that practice, but that certainly is the standard practice.

Senator Harrxe. But when they figure out their whole balance,
when they make their determination for their operations for the year,
they go ahead and anticipate this is going to be paid not in March,
say, of 1965, but, for example, generally speaking, the figure is going
to l)e@ paid in April of—April of 1965—in April of 1966. Isn’t that
true?

Secretary Fowrer. Undoubtedly the funds which they presumably
have accrued and have invested in bills or commercial paper will have
to be called on in larger amounts in April and in June of this year
than was contemplated. Instead of paying 9 percent of their estimated
tax, 12 percent will have to be paid.

Senator Hartke. Ithink that we agree with that,

Now, the point, though, remains that you anticipate that the Con-
gress is going to be fair to the taxpayer on one aspect, but you say
that you are going to have to go ahead and take advantage of him
on thisother aspect. Isn’t that true, now, really?

Secretary Fowrer. If you would include the fact that one would
he a change in what you owe the Government. This is a much
different. question than the rate at which yvou have to pay the Gov-
ernment. Congress has on many occasions changed the timing
and scale of collections, and it has had different consequences for dif-
ferent taxpayers.

Senator Harrke. In the same field, the excise tax field, there is a
change, too. Certain places have acted upon the basis of the actions
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of Congress, I mean these telephone companies, for example, have
notified their consumers they have had to change all their procedures,
too, isn’t that correct ?

Secretary Fowrer. I don’t think they had to change their pro-
cedures in any substantial way. They still have to send a bill. They
simply changed the calculation of the tax from a 10-percent rate to a
8-percent rate. They will have to reset the computers to bill the tax
at a different rate.

Senator Harrke, Now, I am not an expert in these computers, but
the point is, IBM informs me there is an expense involved in this, and
for the simall companies it is small, but proportionately very large,
that for the large companies, of course, it is a larger amout, but pro-
portionately very small, is that true? :

Secretary Fowrer. I would like Mr. Surrey to speak to this in
detail. This change will not cause substantial administrative hard-

ship.

é:ma.tor Harrxe. Let’s come back to that in a moment. What T am
trying to get in this little side excursion is the fact that we have now
established a principle which we anticipate we will act on in order to
protect the taxpayer in one field upon his anticipation, the tax conse-
quences as a result of change in tax policy, but in the other case we

_are not, isn’t that true?

Secretary Fowrer. We looked at these two different situations and
one is more serious than the other.

Senator Harrke. Only a question of degree.

Let’s come back to the whole problem again. Back to the tax credit,
which the Senator from Florida has raised. I have not raised this
question. The Senator from Tennessee raised this question.
~ TIsn’t it true that no matter when you make that change on invest-
ment credit, if you make it now, next June after you have had a re-
assessment, next May, as most people have indicated when you will be
back, I don't know—these people seem to have some special psychic
approach.

Secretary FowrLer. They have psychic approaches, Senator, T don’t
understand ¢ .

Senator Harrge. Whenever they come back, if you are going to
change the investment credit at that time, the same leadtime would be
involved, same action involved, and then you would be dealing with
whatever period is in the future before you would have any substan-
tial reaping of results to the Treasury.

Secretary Fowrer. That is correct. '

Senator HArTKE. So no matter what you do in this field, there is a
delayed reaction. ‘

Secretary Fowrer. That isright.

Senator HarrrEe. So if this is going to be the policy, if the Congress
wanted to take this, they would probably be better advised to do it at
their earliest possible moment rather than at the latest moment, if they
wanted to have the least possible number of cases which they would
have to create an exception for.

Secretary Fowrer. If all of the reasons that have been advanced as
to why it was unwise to do it are overborne by the Congress, then I
think Congress should look at the revenue requirements as it sees them.
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As you say, the same time problem will be present whenever the Con-
gress deals with this particular tax credit.

Senator Harrkr. In regard to investment tax credit, as I under-
stand, the Senator from Florida indicated that this would create a
greater capacity and greater su%ply of goods which therefore would
result in less likelihood for inflation. Is that—and the Secretary
answered that in the affirmative, :

Secretary FowLer. I agree with that statement.

Senator Harrxe, As I understand also, in answer to another ques-
tion, the purpose of this bill, as I think you used the word, the conse-
quences, the secondary consequences, were moderately intended to re-
strain the growth of demand. Isthat true?

Secretary Fowrer. That is a secondary consideration. The primary
consideration is to raise the funds to finance the war.

Senator Hartre. I am just taking these two points. In other words,
this was in answer to questions from the Senator from Florida, that
we have on the one hand the rationale, the secondary consequences
of this bill,moderately tend to restrain the growth of demand. And
on the ctheér-hand we have jnvestment tax policy which is intended to
create an increase inthgSupply of god :

Now, if that_jgfrue, how are we—we haVve
ply of goodg4nd restraint on the demand—whq
Increased sy :

-

an increase in the sup-
is going to buy this

Secre of Februaxy 8 indicated, in
looking i sSyres require cer-
tain agtions, I thi aid before, to
seo how the ec of measures,
whigh include this advocating

tod4y, into much harshef Mi6ad
Jenator HARTKE. - :

20 fit Dy-saying that if this bill is
itlidraw from private|purchasing
jhg-the calendar yearf1966. That

ted by A
power an additi

s on the in-
operation or

vestrdent credit, y
repealtng it, would fon and give to
the Presjdent the authority d the gtion into which
field investment credit rable?” Now, we Have the so-called
guidelines m front of us, in which the Presiden/is making under. his
Council of Economic Advisers the determinatién as to whether or not-
the price increasedare within the guidelines or whether it is justified
and the wage increases, Wwhetherthey-«1€ justified. )
_ What would be wrong with providing the President with the au-
thority to make up his mind as to whether or not we should have in-
creased production’of automobiles and increased production of pin-
ball machines and bowling alley equipment, and items of this sort, and
whether or not the investment should be permitted in the field of
those items which are necessary for the prosecution of this war{
Secretary Fowrer. Senator Hartke, given a situation comparable
to World War II or to the magnitude of the buildup in the Korean
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war, I think such a selective use of tax amortization or tax advantages
would perhaps be desirable. I do not believe it would be desirable
at this time to modify the generalized treatment of the taxation of
new machinery and equipment and place in the Treasury or some
other department of the Government the determination of what ex-
pansion was particularly related to the military effort, as we had to
do during these two previous wars, and then grant or deny tax amor-
tization certificates to individual companies who applied in connection
with it. It would completely change the character and nature of the
investment tax credit. Unless the situation developed to be far more
different. from the situation today, I think it would be a mistake for
Congress to do that.

Senator Hartre. If we head into a 3- to 7-year war, that would
be a considerably different approach than what we are heading into
today ; isn’t that true?

Secretary Fowrer. I think it depends not only on the duration of
the conflict, but the magnitude of the effort involved. We must keep
in front of us the fact that the percentage of our gross national prod-
uct which is today devoted to the entire defense operation is in the
order of magnitude of 7.6 percent. Of that, the war in Vietnam,
according to the budget figures, takes about $10.5 billion in fiseal 1967.
The relationship of this $10.5 billion, the cost of the conflict, to a
gross national product of over $700 million, is an entirely different
order of economic magnitude from the situation we had during the
Korean conflict.

Therefore, it is not only the question of duration, but it is a ques-
tion of how limited or how extensive the demand on our economy is.
This $10.5 billion is about 20 to 25 percent of the annual accretion to
our gross national produect.

Senator Dotvaras. T wonder if the Senator from Indiana and the
Secretary would permit the acting chairman to make an observation
and a plea. We all recognize how essential these hearings are and how
important. it is for the rest of the people to question administrative
officials.

On the other hand, we are faced with the need for a certain amount
of celerity in action and the Secretary, like the Secretary of Defense,
is & heavily burdened man, and I have a good deal of sympathy for
the members of the Cabinet and the pressures that they have to do
their work under and at the same time meet the demands of the con-
eressional committees.

Without trying to shut anybody off, I would like to express the
hope that we can finish v ith the Secretary of the Treasury today. and
I hope that we could meet in executive session, but if that is not pos-
sible, T hope that we could conclude the examination of the Secretary
today and then go on to executive session tomorrow.,

Now, I have no power to shut any member of the committee off
and T do not inton(%) to do so, but T do wish to preach the gospel of
restraint as well as examination.

Senator Wirriawms., Mr, Chairman, if the Senator will yield, I, too,
would like to see this hearing expedited, but I was here 4 hours last:
Friday, and the minority took exactly 10 minutes on this sids of the
table with the Sceretary. T was here at 9 o’clock this morning, and
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1 think we had 28 minutes discussion. I have some questions very
pertinent to this bill which I do want to ask. If we can complete the
hearings today, fine, but if we do not complete the hearings I think
it. is well enough to come back here tomorrow morning. .

I realize the desire of the administration for rapid action on this
bill, and T am going to cooperate with them, but I remind all concerned
that we ave in this situation because the administration passed an
ill-advised tax cut last year at a time when in my opinion the whole
country and the administration knew we were in a war, knew we had
a deficit of $8 billion.

Senator IIarrke. I recall—the chairman will notice that I was here
when these hearings began, too. I had a total of 10 minutes. Quite
frankly it was a very abbreviated 10 minutes. It was right on the
nose. I do not mind telling you I know some of the other members of
this committee were given time beyond that. I did not complain. I
did not complain this morning. I am willing ¢o yield to anybody else,
but, I recall that the acting chairman indicated the other day that he
did not want to be cut off and made the request in front of this com-
mittee. He said, I want it thoroughly understood, as I recall, that T
have a right to pursue some of my questions. I think that in all fair-
ness the mere fact that I sit down at this end of the table should not
be a reason why you should not have a chance to go into some of these
matters which I think are very important like the Senator from Dela-
ware has indicated, most of these items are one-shot. operations and I
think it is important that this country, if we are going to be asked to
finance a war, that we get down to the business of financing it, tell the
people what we have to do. We may have to tighten our belts and
have more taxes. I think the American people are willing to face up
toit. T think they have a right to know exactly what is going to be
involved.

Senator Smarners. Mr. Chairman, will the gentleman yield there
that T might ask a question? T wonder if it is possible for the Senator
from Indiana to advise the committee and the Secretary how much
longer he expects to take?

Senator HArTkE. If you will check the hearings, you will find out
that the questions asked by the Senator from Indiana have been ex-
tremely short. The replies have been extremely long and I am not
complaining but. T just want you to know if there has been any viola-
tion of time, it certainly has not been on the part of this Senator. I
am not complaining. T am glad to hear it. We had one interjection.
We went all the way from the answer to the question to the question
of the pay increase and other matters which T asked nothing about
whatsoever. But I went back and I said what T was trying to estab-
lish is one simple fact, this question of communication hetween the
members of the Cabinet. Now we are faced with another question of
communications as to what is going to happen in the future.

Senator Smatiers. Will the Senator yield ?

Senator ITArTRE. T yielded to the Senator a while ago.

Senator Smarners. He did not. answer my question.

Senator HarTre. I offered to yield to the Senator from Florida. I
said T would wait and let. him go ahead if he wanted to. He took a new
line of approach which T had not intended to pursue whatsoever, but T
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thought the record ought to be clarified, and I am glad that the Sena-
tor from Illinois joined in that participation. I just want you to know
that this is a question of the suspension of the investment credit. Ihad
no questions on this matter but since it was raised, I thought it should
be clarified that we did have, as the Senator from Illinois so ugt]y de-
seribed, the horse going in two directions, but I would like to find out
and I think this makes it appropriate, whether or not we are dealing
with a short-term, one-shot operation, whether we are going to face up
to the fact that we have a serious war on our hands, and somebody is
going to have to pay the bill.

Senator Saariers. Will the Senator yield? IfImay justaska very
friendly question to help everybody?

Senator HarTkE. I will be glad to.

Senator SmarTrers, Iam not fussing, Senator. Iam just merely ask-
ing him does he think he will be able to conclude his line of question-
ing so that the Senator from Delaware might be able to finish by 1
o’clock and that the Secretary might know what plans he can make.

Senator Harrxe. If the Senator from Florida can tell me what the
answers to my questions are going to be, I probably would be in better
shape to give him an answer to that question.

Senator SmatHERs. In other words, you do not know.

Senator Hartre. Idonotknow.

Senator Smarirrs. Go ahead, then, Vance.

Senator Harrge. As I understand, then, now on the question of the
selective—yon used the word “selective”. Selective sacrifice, which is
more appropriate than the term you used. This selective sacrifice ap-
proach which the President could make up his mind on which one he
needed to sacrifice and which one he needed to help, the bowling alley
people or people manufacturing automobiles, or whether he is going
to help the people in the Defense Department. It depends on the cost
of the war,

Secretary Fowrer. That is right.

Senator HarTrE. You are talking about finance. But if this oc-
curred, that this is a solution which would probably receive very high
priority in the Treasury, is that true?

Secretary Fowrer, No. I did not want to pass any judgment, Sen-
ator, on this measure as to where it would stand in the hierarchy of
choices. T only tried to say that as of now I do -t think replacing
the investment credit with a selective tax amortizucion system like we
had during World War IT and the Korean war would be advisable.

Senator Hartxe. All right. Do vou think it is going to be advisable
at any time that we do anything in the field of the so-called tax credit
or do you think that this should be considered, as I have read from some
of vour statements, as a permanent part of our tax policy ?

Secretarvy Fowrer. I do.

Senator Harrke. You feel that it should be a permanent part of our
tax policy.

Secretary Fowrer, Yes,

Senator Hartke. And without regard to whether or not there is an
acceleration of the financial cost of the war, that it should be retained.

Secretary FowrLer. Of course, Senator Hartke, all of these mattors
would be open to reconsideration when and if it is necessary to come in
for additional revenues.
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We do not make any advance judgments about this particular pro-
vision or that particular provision. I am simply saying that, os of
now, I think the investment tax credit is very desirable and should be
a permanent piece of our tax machinery. 1 think it would be inad-
visable to modify or suspend it as a part of this legislation.

Senator Hartxe. All right. Now, then, let us come on back to
where I left when I yielded to the Senator from Delaware. That is
the question on these excise taxes. This was some 35 minutes ago,
in which I want you to know we went down this other excursion which
T had no intention of pursuing whatsoever, but since it was raised, T
think it necded to be pursued.

In regard to the excise taxes which were imposed last sammer, and
with regard to the statement by the Secretary of Defense before the
Congress in August of last summer that there was going to be at least
a $1.7 billion amount plus more, will you explain why you did not come
back and ask for the recision of the excise taxes of $1.2 billion which
would still have left you $500 million short ?

Secvetary Fowrer. Because, Senator, I did not know before the
Congress adjourned what the order of magnitude of the total budget
would be or whether or not it would be necessary to ask for additional
revenues, and if so, in what amounts we would need additional revenue.
I knew at that time, it was so announced, that tax reduction would be
out of the way as far as the war was concerned, but I did not know
whether it would be necessary to ask Congress for additional revenues,
or in what amount or of what nature.

Senator ITarrke. Well, now, am I to understand, then, that as far
as the Treasury Department is concerned, that before the Congress ad-
journed last year, you were not in any way informed of the potential-
ity of having a budget deficit at least in excess of $1.2 billion beyond
that which had previously been estimated ?

Secretary Fowrer., Well, yes, we knew that there would be, as T have
said, substantial additional expenditures in fiscal year 1966 for mili-
tary outlays in South Vietnam,

Senator Harrke. We so-called gave the eandy to the baby, said,
“Look at it good, take one good bite, and then away we go.”

Secretary Fowrer. Senator, the law had been enacted and signed
in June. If you will review the record, you will find the environment
existing then was quite different from the situation last fall. To
come in and ask for particular kinds of tax action in the fall without
knowing what the order of magnitude would be, or what action the
budget would require when the calculations for fiscal 1966 were in
hardened form, was just not a situation in which we felt we would have
a case for coming back and asking Congress to undo at that time what
it had done a few months before.

Senator IHarrke. But you did know that it was going to be in excess
of $1.2 billion, beyond what had previously*been estimated for the
deficit, did younot ?

Secretary FowLer. We knew it would be substantial.

Senator HARTKE. You knew it was going to be substantially more
than that, did younot ¢

Secretary Fowrer. Yes,sir,

Senator HARTKE. And were so informed.

Secretary Fowrer. I did not know the order of magnitude.
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Senator Harrxe. You knew it was going to be substantially more
than that and now you come on back and say in view of the situation,
you are asking us to repeal the repeal in this session of Congress rather
than doing it in the last session of Congress. I am just trying to estab-
lish the facts as they were at the time.

Secretary Fowrer. We are asking you only to graduate the redue-
tion of these two taxes in a different pattern from that which had been
voted on in June. We are asking for a moritorium on the graduation
of the reduction.

Senator Harrxe. Now, on excise taxes, one reason, as I understand,
you stated that you moved in this field, because it was a fast way to get
revenue.

Secretary Fowrrr. Thatis right.

Senator Harrxr. No question about that. A fast way. .And also
that it was the easy way. Easy, fast way to get revenue.

Secretary Fowrer. That is correct.

Senator Harrke. Now, then, in view of that, and since this has been
the action, if there is an escalation, which I frankly fear there is going
to be, in the cost of the war, is it contemplated by the Treasury that
the next step would be to take that easy, fast way again by further in-
creases in the sales taxes, these excise taxes?

Secretary Fowrrr. No, Senator. When and if there are circum-
stances that would require additional tax action, we would have to
look again at the order of magnitude to determine whether or not it
was substantial and face up, then, to the problem of what is the fair,
equitable, and most appropriate way in view of our long-term eco-
nomic problems to finance the war.

Under this particular bill, we think the questions of how the cost
is spread about are substantially minimized. But I think if we came
back for further increases in taxes, the character of the increases
would be before the Congress.

Senator Harrke. You admit. that the only increase in taxes at this
stage is really the excise tax feature; is that not true?

Secretary Fowrer. Right.

Senator HarTtke. The rest of it really is nothing except eollection
of taxes which ultimately would become due anyway.

Secretary Fowrer. That is right.

Senator Harrke. All we are doing is accelerating the collection of
them.

Secretary Fowrer. That is correct.

Senator Harrge. Therefore, if there is a continuation of this cost,
then next year this acceleration will not be available to pay that cost.

Secretary Fowrer. That is right.

Senator Hartke. So we are faced—how much does that represent
in the tax bracket.?

Secretary Fowrer. Around $4.8 billion for fiscal 1967. That would
represent an increase of $3.6 billion over 1966.

Senator Harrxe. $3.6 billion.

Secretary Fowrrr, That is right.

Senator HarRTRE. So what you are faced with, if this war continues
at the present levels, without acceleration, you are faced then with the
problem of raising in the next fiscal year without any change in the
revenue, without any change in expenditures, assuming it is all the



TAX ADJUSTMENT ACT OF 1966 185

same, which we know it will not be, but assuming it is, you are faced
with the problem of the increasing taxes or increasing borrowing by
23.6 billion.

Secretary Fowrer, No. As I pointed out to Senator Williams, the
economy continues to grow and advance. Therefore the increased
revenues at current rates or under the tax system which we will have,
would produce, according to our estimates, an additional $7.5 billion.
Our estimate for the current fiscal year is that the fiscal dividend, as
it is called, is about $9 billion.

Senator IHarrke. That is estimating how far in advance?

Secretary Fowrer. Through fiscal year 1967.

Senator Harrkr. Which means that begins in June—that is about
15 months—16 months from now.

Secretary Fowrer. Next December or January we will be estimatin
what the outlook for the economy is for calendar year 1967, which
would give us the base on which we would project the revenue expec-
tations for the fiscal year 1968. What I am saying is that if the
erowth pattern continues like it has in the last few years, the growth
in revenues from that source could be in the range from %5 billion
to $8 billion or $9 billion a year.

Senator Harrre. Now, to another matter. As I understand, the
Government position is that they plan to pool their mortgages and
guaranteed loans and offer these for private participation: is that
correct?

Secretary Fowrer. Not to pool all of them. Pool selected portions
of them. The figure in the budget, including direct sales of $500 mil-
lion, is $4.7 billion, compared with approximately £3.3 billion in the
current, fiscal year.

Senator Harrxe, But this is another one-shot operation, is it not?

Secretary Fowrer. No. This is a continuation of a practice which
has characterized the operations of the Government for many years.
As I pointed out in the discussion with Senator Williams, it is an
intensification of that process in that the amounts of these disposals
are $1.5 billion more this year; that is, for fiscal year 1967, than pro-
jected for fiseal 1966.

Senator Hakrke. The truth of it is you would have to raise, if you
did not do that, an additional $4.7 billion in revenue or you would
have to borrow that amount of money otherwise.

Secretary Fowrer. That is right.

Senator Harrke. So whether you say it is a one-shot operation or
not, it reduces the deficit.

Secretary Fowrer. This is not a one-shot operation. That would
be a continuing practice.

Senator Harrke. It reduces the deficit amount by $4.7 billion,

Sceretary Fowrer. It always has that effect and also has the effect,
as it is intensified, of substituting private credit for the direct lending
programs of the Government in that sense of the word.

Senator Harrke. What happens if you cannot market them?

Secretary Fowrer. Your deficit is that much bigger.

Senator ITartke. Your deficit is that much bigger?

Secretary Fowrer. That is correct.

Senator Hartke. Now, we have just gone through a nice experiment
on that with the Export-Import Bank situation.
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Secretary FowrLer. We have found the Export-Import Bank—they
offered $700 million of participation at a rate of 514 percent to com-
nmercial banks, and a little more than half, $360 mil}ion, was (aken
up by the banks.

Senator Hartke. This was for 18 months, is that not correct?

Secretary FowrLer. Put-and-call feature at that point.

Senator Hartke. Put-and-call feature at 18 months and the rate
was 514 percent ?

Secretary Fowrer. Correct.

Senator Harrke. Which is a substantially high rate for this type of
obligation.

Secretary Fowrer, It was higher than it had been through—-

Senator HarTre. Higher than we had ever offered before, and yet
the public response to that was less than half; is that not trueg,

Secretary Fowrer. That is right.

Senator},- ARTEE. Now, how do you account for that?

Secretary FowrLer. Money is tight.

%ena.;or HarrxEe. Money is tight, is it not; very tight and getting
tighter

g'Secretzu'y FowrLer. Well, money is tight. Whether it is getting
tighter or not is a judgment I will not make.

Senator Harrre. Now, is money tight partially as a result of the
action of the Federal Reserve Board in your opinion?

Secretary Fowrgr. I think that the primary cause of the tightness
of money 1s the greatly increased requirements for credit and the de-
sire for credit on the part of many eloments in the economy.

Senator HARTKE. gome places are rationing credit; is that not true?

Secretary FowrLEr, As we both know, the policies of the Federal Re-
serve Board in handling the various facets of monetary policy have a
very important and significant relationship to the tightness of money.
Therefore, in a sense, you could say the total complex of policies of the
Federal Reserve Board against the background of the very large de-
mand for money result in what we call a tight money situation.

Senator Hartke. Now, as a result of tﬁis offering only being par-
tialll gold, this was quite & disappointment to the Treasury, was it not
rea

Sezretary Fowrer. I would not chars cterize it as quite a dissapoint-
ment. The Export-Import Bank went out trying to find a market for
this paper. We were willing to sell wider the terms that Mr. Linder
announced. We were willing to sell and would have been pleased to
sell $700 million. We did not have the expectation that the total
amount would necessarily be sold.

Senator arrks. Well, now, how much of this $4.7 billion does the
Treasury anticipate that it will not be able to sell ?

Secretary Fowrrr. I have no estimate of that as of now. This
looks ahead for 18 months and I do not know what the situation in
the market will be during that 18-month period. T would expect that
we would be able to dispose of——

Senator ILarTkEe. I donot want to be accused——

The CiramrMan (now presiding). Just 1 minute. ITold on. Sus-
pend everything for a moment. As long as I am chairan of this
committee, I am going to give Senators the chance to get information
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they want, but at the same time I am not going to have a witness denied
the opportunity to answer a question, A

Now, do not answer the question for the witness, Senator. ILet him
answer the question for himself. 1 have considerable sympathy for
your position, but I just want to get both sides on the record. Let
the Secretary answer the question and then ask your next question.

Go ahead, Mr. Secretary.

Senator Harrke. Just a minute Mr. Chairman. Can I at this time
say that I am going to permit the Secretary to answer the question.

The Cuamman. I am going to suggest that the Secretary answer
the question and then I am going to call on the Senator to ask his
uext question.

Senator Harrke. Go ahead, but I want to comment.

The Curairman. All right. You can comment but let him answer
the question.

Sceretary Fowrer. I have nothing further to add.

The CrarMaN. Go ahead.

Senator Harrxe. The point I wanted to make, before the chairman
arrived was that the acting chairman was attempting to terminate
the right of this Senator to ask the questions he wanted to ask. At
least so I interpreted it. And I pointed out at that time that the ques-
ions were not all of the problem. Part of the problem was the
answers, all I was trying to do was accommodate the committee.

The Cramman, May I say to the Senator from Indiana, as far as
the chairman of this committee is concerned, the Senator is going to
@et the information he wants. Now, I have some difficulty gaining con-
sent of the Senate for this committee to meet while the Senate is in
session. But I will come back here after the Senate gets through and,
if the Secretary of the Treasury who is a hard working man is agree-
able, we will come back here the moment the Senate quits and stay
past midnight, until 1 o’clock in the morning if need be for the Senator
to get the answers. The Secretary of the Treasury is a most patient
and reasonable man. But we are not going to proceed on the basis that
a Senator makes a 10-minute speech and does not give the witness a
change to respond to it. The witness is going to be given a chance to
answer the question, and if he takes too long, if he is filibustering a
question, I will call him to order. But I do not want to have these
lengthy speeches made. Of course, under our procedure we will let
any Senator make enough of a statement to make his position clear
with reference to his question.

Senator Hartxe. I personally like this approach much better and
that it to permit the witness to answer in whatever manner he wants
to, but permit me to ask the question. I just do not want to catch
both ends of this thing, be criticized on one end for asking a question
and taking time, and criticized on the other because I tried to cut the
answer short. I personally prefer to let the witness answer in any
way he wants to, and I am glad the chairman has now revoked the
previous suggestion of the acting chairman and is going to permit
us to procceﬁ along that line.

The Cramrman, I am willing to take whatever time it takes to get
any information the Senators want. The only objection I have is that
I would just like for the Senators to be willing to come here and ask
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questions and not. object to the committee working extra hours if it is
necessary to get the job done. .

The Senator from Indiana is one of the most hard working, diligent
members of our committee and Congress as a whole, and we are proud
to have him,

Senator Harrke. I will be glad to be here at 1 oclock in the niorn-
ing if that is necessary, too. )

Now, back on this $4.7 billion. As I understood, you said now, just
to get us back where we were, at this time it isimpossible to sa,%r wheather
or not the participation will meet the same fate as the $700 million offer-
ing of the Export-Import Bank.

Secretary Fowrer. That is right. Although it would certainly be
our expectation that we would be able to market the securities on suit-
able terms between now and June 30, 1967.

Senator Harrke. Does the Secretary anticipate that they will have
{o be offered at a higher rate than the five and a half percent?

Secretary Fowrer. T have no anticipation along that line, one way
or the other.

Senator Harrre. Or at a shorter term?

Secretary Fowrer. I have no anticipation along that line either.

Senator Harrgr. But if you wanted to make them more attraciive,
that. would be one~——

Secretary Fowrer., One way to——

Senator Hartke. One of two ways to approach that situation.

Secretary Fowrer. That is correct.

Senator Harrxe. All right. Now, that account for $4.7 bilkion.
Does this $700 million—is that to be added to that or is that in the
$4.7 billion of offerings?

Secretary Fowrer. This particular Export-Import Bank?

Senator Harrke. Yes. That was an addition?

Secretary Fowrrer., That was part of the 1966 fiscal year program.

Senator Huarrke. Now, in the anticipations also in the budget fig-
ures, as I understand it, it is mxtici?pated to receive about $1 billion
out of the stockpile sales; is that true ?

Secretary Fowrer. The Senator has the figures there hefore him.
I donot have that precisely in mind. But T think—-—

Senator Hartke. Let me say——-

Secretary FowrLer (continuing). Approximately.

Senator HarTrE (continuing). Approximately $1 billion, and if
that is wrong, the Secretary can correct it.

Secretary Fowrer. We will correct the record.

Senator HarTke. Now, that is a one-shot operation, too, is it not ¢

Secretary IFowrLer. No. We expect to continue to sell out of the
stockpile as requirements indicate. There are very large quantities
of excess materials in the stockpile.

Senator IarTre. But the point about it is that the $1 billion, what-
ever items you sell this year out of the stockpile, that is gone. You
cannot sell them twice.

Secretary FowrLer. No. TExcept there are many billions of dollars
worth of materials in the stockpiles.

Senator HarTKE. I am quite aware of that, and I think industry is,
too.

Now, another $1.7 billion has been secured in a one-shot operation
by switching on the coinage from silver to the copper.
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Secretary Fowrrr. The estimate is $1,570 million in. fiseat -yt
1967.

Senator Harrke. Oh.

Secretary FowLer. $1,570 million.

Senator Harrke. I missed it by a little over $125 million, $1.570
million.

Secretary Fowrer. That is correct.

Senator Harrke. And that is a one-shot operation.

Secretary Fowrrr. That is right. There will be a sharply declining
figure in fiscal year 1968. 'We would not expect coin production to be
of the same order of magnitude as in fiscal 1967.

Senator Harrke. In this alone you have $4.7 in the sale of these
mortgages and guaranteed loans. You have approximately $1 billion
in the stockpile, which makes $5.7 and $1.5, I would say, which will
give you $7.2 billion which basieally comes up into one-shot operation;
is this not true?

Secretary Fowrer. Senator IHartke, T think I can shorten this ex-
change since I have answered all these questions for Senator Williams
in very much the same terms that you have offered them here. My
answers to Senator Williams will suffice to answer this line of questions.

Senator Harrke. Well, is that not true, though?

Secretary Fowrkr., Yes.

Senator Harrke, But you will, then, have to make determinations
how to raise taxes next yvear to accommodate that $7.2 million.

Secretary Fowrer. How to deploy the additional revenues that come
out of an expanding economy and how to do that in connection with
the budgeting of expenditures for fiscal 1968.

Senator Harrxe. That isall the questions T have.

Ave you the acting chairman?

Senator WiLrrays (now presiding). Yes. The committee is back in
the hands of the minority.

My, Secretary, the chairman asked would it suit you to come back
tomorrow morning at 9 o’cleck? .

Secretary Fowrer. I can stay here, come back after the session of the
Senate, or come back tomorrow at 9.

Senator Winriays. The chairman does not have consent of the Sen-
ate to meet this afternoon and asked me to recess this meeting until 9
o’clock tomorrow and make the announcement that he is going to try
to have an executive session at 10:30.

Secretary Fowrer. I will be here at 9 o’clock in the morning.

Senator Taryapee. Mr. Chairman I would like to have this state-
ment I received from Mr. Joseph . Teopold, whose economic and
fiscal theories are well known and highly respected in Georgia, printed
at this point of the record.

The Ciratraran. Without objection it will be done.

('The material referred to follows:)

SUMMARY STATEMENT PERTAINING TO CURRENT TAX PROPOSALS BY
Joserir H, LEOPOLD, ATLANTA, GA.

Purpose.—~The purpose of this statement is to present new and im-
portant discoveries in the field of economic technology that are unfavor-
able both to the proposed legislation, and the basic thecries prompting
its vecommendation,

59-593— 66———13
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SUMMARY OF CONCLUSIONS

Ahe quantity theory of moncy is false

Present monetary policies are based entirely upon the quantity theory of
money which holds that as the supply of active money in an economy increases
or decreases, prices increase or decrease directly in some proportion thereto.

The foregoing theory is false because it fails to take into account the fact
that, within the productive capacity of an economy, new money introduced
usually generates production of a corresponding amount of additional wealth
at current prices; sometimes at lower prices when unit costs are reduced due
to increased volume of output.

In a pecuniary economy, new money is the only medium that makes possible
production of more wealth at ever-increasing rates. Curtailment in the rate
of supply of new money will result in a corresponding curtailment of economie
growth. In effect, money is the fuel that drives the economic machine; the rate
of output of an economy is limited by the amount of currently active monetary
fuel being fed to it.

Basic definitions relating to monctary theory

Money is media (articles or hookkeeping entries) that are generally accepted
in an economy as proof of ownership of monetary units.

The monetary unit is the official empirical unit used for measuring the
exchangeable value of productive human effort: or what amounts to the same
thing, the official unit used for measuring the exchangeable value of produce
of human effort. In the United States, the monetary unit is the dollar established
by Congress in 1792,

A monetary medium is considered legal tender when the Government declares
it to be acceptable for the payment of all debts, public and private. The principal
monetary media in the United States arve bank deposits, currency notes, and
coin. Only currency notes and coin are legal tender, although transfer of deposits
(bookkeeping entries) via bank drafts are used for most financial transactions,

National taxation

Present concepts of taxation at the national level are false; they reflect an
unnecessary destruction of earned purchasing power, and have the effect of
voiding the beneficial natural money supply process that is inherent in the
natural tax process. With the balunced budgel concepl of national taxation,
the money supply process is delegated by the Government entirely to the com-
mercial banking industry which creates new credit money out of thin air through
loans to customers and to the Government; instead of permitting the money
supply process to be equitably shared by the Government and the banking
industry, as it should be. The present arrangement results in an inadequate
noneredit money supply in the economy, forcing owners and workers to borrow
disproportionately large amounts of credit money in order to support current
rates of production.

The vital tax secret waiting to be unlocked is that remittances to the Internal
Revenue Service are not the Federal tax, but that the Federal tax is the goods
and services surrendered to the Federal Government and/or its employees by the
civilian economy in exchange for authorized Treasury checks which, all by
themselves, are the tax money because Congress requires the Federal Reserve
System to have member banks convert Treasury checks into deposits and/or
cash on demand of the payee, in precisely the same way that banks so convert
authorized civilian checks.

Taxation at the national level is not a transfer of money from citizens to the
Government, but is the process whereby the Government commandeers wealth
produced by the civilian economy in exchange for official Treasury drafts which
are always convertible into deposits and/or cash anywhere in the economy.

Remittances to the Internal Revenue Service simply reflect destroyed pur-
chasing power justified only to the extent that the economy does not have the in-
dustrial eapacity to produce the wealth that the citizens would attempt to pur-
chu.?ie if they were permitted to retain the remittances for expenditures as they
see fit.

It is not necessary for Treasury drafts to be matched with citizens’ remittances
to the Internal Revenue Service for the same reason it is not necessary for the
Government to lower the rate of improvement in the citizens’ living standards
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below what the economy has the industrial capacity to achieve., Blind adlierence
to the balanced budget concept of Federal taxation simply provides a built-in
limitation on the Nation's economice growth; it is the principal cause of present
malignant pockets of poverty in this country and around the world,

Official statistics confirming the forcgoing analysis

Phe irrelevance between a balanced budget and avoiding inflation is confirmed
by comparing statistics for the 3-year war period 1943 through 1945 when deficits
were astronomical with the postwar period of similar duration, 1949 through
1051 when “deficits” were negligible.

During 1943-45 the total deficit was $163 billion, or almost 60 percent of tetal
Federal expenditures of $272 billion ; while during the same period the wholesale
price index incereased only 214 percent. On the other hand, during 1949-51 the
total deficit was only $1.4 billion or 1.1 percent of total expenditurés of $12¢
billion; but this time the wholesale price index increased over 13 percent., In
other words, when remittances to the Internal Revenue Service amounted to
98.9 percent of total Federal expenditures, inflation increased six times faster
than when the remittances amounted to only 40 percent of expenditures. If this
performunce means anything, it means that balancing the budget is very in-
flationary fiscal policy.

Recommendation

As a counter proposal to the tax legislation under consideration ; in view of the
foregoing ; and in view of the fact that the principal cause of price increases is
wage increases, not increase in the money supply, the writer respectfully offers
the following as a solution to buth the tax problem and the problem of halting in.
flation due to wage increases,

Congress should immediately impose a freeze on all wage increases, except for
upgrade in worker classification through performance, and except for increases
resulting in wage rates of less than, say, $2 per hour. In return, Congress should
annually reduce the rates of remittances to the Internal Revenue Service by an
amount calculated to give everyone—individuals and corporations—an increased
take-home net income of approximately 3.2 percent or whatever the guidepost
analysts come up with. Any resulting deficits should be financed by selling in-
terest-free Treasury bonds to the Federal Reserve System.

In the case of a current personal or corporate remittance rate of 50 percent,
for example, the new rate (based upon a 3.2-percent guidepost) would calculate
48,4 or, say, 48.5 percent. For the subsequent year the new rate would cal-
culate 46.85 or, say, 47 percent, In the case of a current rate of 20 percent, the
new rate would calculate 17.44 or, say, 17.5 percent. For the subsequent year it.
would be 14.86 or, say, 15 percent.

Even though it would increase everyone's take-home pay by the desired con-
trolled amount, this proposal would not be inflationary because it would not
raise employment costs, and would actually reduce other ingredients of price,
without reducing profit rates. It would also provide more funds for owners
and lenders to finance creation of more new plant capacity, so as to further
increase ou'put of goods, the only nondepression way of combating inflation;
and the only way of increasing the rate of improvement in average living
standards,

Not only would this program leave little or no excuse for raising prices
(thus making Government pressure to discourage the practice more effective)
but also, in those industries where competition is brisk, or profits are regulated
by the government (Federal, State, or local) prices might actualy be lowered
by some portion or all of the corporate remittance reduction; analogous to
passing on to consumers excise tax cuts, In due course, prices would be subject
to further lowering due to reduced production costs achieved through automa-
tion.

An added feature is that the proposal would prevent further inerease in the
Federal ‘‘public debt”; instead the debt would continue to be retired through
Federal Reserve purchases of Government bonds in the open market, in order
to create bank reserves, the present basis for permitting member banks to
imake more commercial loans, The Federal Reserve System has already retired
$40 billion of the public debt in this manner, but this fact is effectively obscured
by the officinl semantics used by monetary authorities to describe the operation.

‘Still another desirable feature is that all ecitizens would benefit from the
policy, instead of the present arrangement which favors organized workers at
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the expense of the unorganized, even though, on balance, the latter support the
former by purchasing the former’g output.

Of course, if the Vietnam confiict becomes a major war, requiring more de-
struction of, rather than increase in worker purchasing power, then the guide-
post analysts would come up with the percentage increase in remittances neces-
sary to match take-home wages with the reduced physical volume of consumer
goods avallable, The fmportant point is that the remittances would be geared
to the meaningful concept of physical volume of ouput, and not the irrelevant
concept of a balanced budget.,

Reference attachments :

iAuthoms complete statement in support of conclusions and recommenda-
tions.
Auxiliary statement: “What is the Source of ‘Deficit’ Money ?”’

<
CoMPLETE STATEMENT IN SUPPORT oF CONCLUSIONS AND RECOMMENDATIONS IPER-
TAINING TO CURRENT TAX PROPOSALS BY Joserir H, Lrororn, ATLANTA, GA.

It is a pleasure to présent to this committee information which, I believe, ig of
vital fmportance to the future economic welfare, not only of this Nation, but of
all nations,

When one surveys the worldwlde economiec scene, the view is not pleasant, In
many nations poverty Is spreading faster than the population. In our own
Nation we are frequently reminded that tens of millions of citizens are living in
substandard conditions bordering on poverty.

But what makes all this worse is that there is no agreed-upon practical solution
in sight; authorities are hopelessly divided over just what should be done, and
the steps taken thus far hardly scratch the surface of the problem.

Somoe authorities say the problem 18 due to antomation which displaces work.
ers and causes unemployment. Yet, if it were not for the cost-reducing effect
of automation, the wage increases imposed on the economy during the past 213
years would have caused prices to rise even higher than they did, thus further
reducing demand and causing more worker layoffs than were actually experi-
enced. The present tragle situation in the coal regions of this country illustrates
this principle. In the absence of automation in coal mines, there would be even
Zreater unemployment in Appalachia. '

Some authorities say the trouble is caused by insufficlent gold in the world.
Yet a little thought will confirm to anyone that the presence or absence of gold
fn a nation has absolutely nothing to do with the amount of useful natural
rescurces in that nation, or the intelligence or ahility of its citizens to exploit
these vesources. If the pregence or absence of gold stored in bank vaults does,
in facy, interfere with production of wealth for which there is capacity and
know-hov’ to produce, then this, in itself, is a severe indictment of the present
use of gola stored in bank vaults.

Some authorities say the problemn is caused by low prices for imported wealth;
that higher tariffs should be imposed to protect higher prices in this country.
Bot higher prices result fu lower living standards, and are particularly harsh
on those at the lower end of the economic ladder, Upon analysis, such “pro-
tection” of higher prices 1s found to he merely Jdovernment-sponsored dissipation
of capital and labor on nneconomical employments contrary to the interests of
consumers who are thus forced to support these emaployments. If certain work-
ers jobg must be subsid'zed to avold welfare problems, it wculd seem that the
matter should be handled as welfare relief, and direct payments made accord.
ingly. Artificially raising prices to consumers is not oniy unfair use of Gov-
ernment power, it also delays abandonment of the uneconomiecal activity, thus
denying the economy the beneflts of a more efficlent application of the capital and
labor in question, ‘

In this country, -some authorities say that workers’ monetary wages are not
Yigh enough, and that profit rates are too high. Yet since 1947 most wages in
the United States have more than doubled, while the average corporate profit
rates in terms of total receipts have reduced about 45 percent from 5.5 to 3.0
percent. In fact, many businesses are actually caught in a profit squeeze. It
{8 needless to sny what would happen to these businesses if wages were raised
still further. The automobile worker layoffs at Studebaker and American Motors,
for example, speak for themselves in this regard.



TAX ADJUSTMENT ACT OF 1966 193

Some authorlties say our economic problems stem from inflation caused by too
much credit money being used in the economy because the rate of increase in
credit money is greater than the rate of increase In output of real wealth, But
on examination, all thix relationship really means is that a larger portion of the
Increased output of wealth in the economy is being financed with credit money,
than iy being finunced with noncredit money ; and that credit money apparently
Is carrying an increasing share of the monetary load in supporting current rates
of production. This would logleally suggest, therefore, that the cause of the
shortage of noncredit money in the economy should be investigated, rather than
arbitrarily cutting off the substitute medium, eredit money, which, though not
s free of “flseal drag” (Interest payments) as noncredit money, is better than
no money.

Some authoritles sny . that corporate remittances to the Internal Revenue
Service, excise levies, and interest rates should be rafsed {o fight fnflation. Yet
these items are part of the price level. Raising these would fan inflation by
vaising prices pald by the public. The logie in adopting these proposals Is
analogous (o o businessman accepting o small loss on each article sold because
he expects that a profit will be realized due to the large number of such sales,

Seme authorities say the problem Is due to payment imbalances between ex-
ports and imports; and that thexe payments must be brought into bnlance in order
to achieve economic progress.  Yet the central hanking systems of the world
do not seem to recognize the only practical remedy for this sftuation; i.e., return-
fng to matural self-balancing rates of exchange which.were used for centurles
prior to 19X the year the presen ance—inducing rystem of fixed unnatural
rates was fmposed upon ieree. ¢ nt exchange rate for the Indian
rupee is a glaring i ration of the severe pr distortions for traded goods
that can be caus oy the present system: The Indtap rupee is officlully subsi-
dlzed by Indige® Central Bank on behalf of dealers inforelgn exchange, at 21
U.8, cents; whiereas its natural val g only 12.U.8, cent®d, This means that an

Amerlean iiporter must pay $21 for an“anticle selling for Y00 rupees in India,
even thoygh the natural of the article i only $12. natural value of
100 ruy an mad le to an Indian
made fn the United
States 1) rate of ex-
chang 4 $12, not $21.)
It i3 pecdless to say what om $12 to $21 imposed on U.S,
impofters: is doing to the e . et nothing {8 being done
tor : overnmekt nttempts to discourage
impgrts of wen ds : high tqriffs or outrtight prohibi-
tiong, in order i Ot . areduced volumg of exports
causd by the inflated pMdes o ier aused by the unfealistic rate
of exchange supported by 0o the detriment of her jnternational

S 84 ]
to maYy’s economip p b trol, even though only a small frac-
tion oX the earth’s y esonrces/have yet been
exploitdl. Aside from lackl
providenke.

d? It leads\up a b alley desecihed simply in two
words, “economic ignorance: al gelentiats are being tgdght incorrect appli-
cation of fuhdamental economie theory because their #litors were similarly
taught ; the problem goes back several generations. The& modern scholar simply
has not fathomed

Adam Smith, but it has T Smith’s invisible hand, for
example, is invisible all right, but it is as real and as inexorable as time,

It was a suspicion that the foregoing might be the situation that prompted
me to undertake several years ago a comprehensive survey of fundamental
economic theory to find out if I could combine my knowledge of economic prin-
ciples with analytical skill acquired through my training in, and experience
with the natural laws of the engineering sciences, to ptpoint the elusive nat-
ural economic secret, or secrets, that I suspected were waiting to be discovered.
For this study it was decided that only rigorous scientific techniques of analysis
would be used based upon unwavering application of fundamental principles
instead of the dogmatic iInterpretation of ‘empirical statistics, which has been

BEST AVAILABLE COPY
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the principal method of inquiry engaged in by most orthodox social sclentlsts
during the past several generations.

My investigation was successful beyond imagination; siartling new informa-
tion was uncovered concerning natural economic Iaws and how they have always
operated to determine the rate of economic growth, or the lack of it, anywhere;
and thig is what my message is all about,

Because social selentists have been so thoroughly doetrinated In thelr present
basic concepts, it may be difficult for many of them to even consider conclusions
contrary to these beliefs. But, forfunately, some practitioners already have
observed discrepancies between traditional dogma and actual performance:
they are beginning to sense that all 13 not exactly what they have been taught
to belleve; and they are now probing into economie theory that heretofore has
been considered sacrosanct. These analysts have no iden of what a Pandora’s
box of natural economic secrets lay behind their cautious inquiry. They, too,
will be amazed at what they discover, but because they already suspect some-
thing not presently understood is there, they will be able to recognize it more
quickly when it comes into view, and interpret it properly in terms of practieal
economic policy. Nevertheless, 1t will be a difficult debrainwashing operation
at hest (as it was for me), stubbornly resisted to the end, analogous to the many
stanch believers in the concept of a flat earth right up to the timc of Columbus’
voynges.

ECONOMISTS’ FAILURE TO CHALLENGE TRADITIONAY. BELIEFS

In essence, present economic theory comprises a varlety of neubulous and
often conflicting views postulated from four basic beliefs that have heen passed
on from generation to generation, and that have been almost universally ac-
cepted without question, These beliefs are pure dogma beeause they are not
conclusions deduced from principles, but are, themselves, assumed to be prin-
ciples. Accordingly, they are rarely challenged, but are the starting point from
which practically all economic analysls is undertaken, notwithstanding the fact
that there nre many incongruities inherent in them that become very apparent
with only a relatively small amount of investigation.

ANALYSBIS OF OFFICTATL, ECONOMIC DOGMA

The first of the four beliefs embraced by ecconomists, and from which all official
economic concepts have been postulated, is that economies is not a science: but
ix applied governmental philosophy, subject to the preferences of government
officials for achieving specifie social goals relating to distribution of wealth.

The correct explanation of this matter follows:

Economies is a natural seience

Economies is the seience concerned with natural laws governing the anplication
of human effort to the production and distribution of necegsities, comforts, and
luxuries. Natural economic laws, like natural laws of any kind, are inexorable
and immutable. There i no way in which they can be clrecumvented without
eventual unpleasant consequences—{he degree of unpleasantness is proportional
to the extent of the attempted deviation, Galileo stated essentially the same
thing several centuries ngo when his discoveries in the fleld of astronomy were
rejected by contemporary intellectnals: “Nature is inexorable and immutable
she never transgresses the laws imposed upon her, or cares a whit whether her
abtruse reasons and methods are understandable to men.” 'The basic natural
law of economies is the “law of sunply and demand.” This law determines the
equitable valne of all articles and services. Maximum economic growth will
occur in all seetors of any economy when the value of everyone’s services is
determined by free operation of the law of supply and demand in a non-
monopolistic environment. It is the duty of government to protect the occonomy
against monopolism practiced hy any sector. ( Monopolisin is collusion among
any group of individnals to force the economy to pay a higher than natural price
for their services. The natural vrice of anything is the price that antomatieally
occurs in a free competitive market through interaction of the forces of supply
and demand.)

The second helief embraced by economists is that the value of a monetarv
unit ls determined by its gold content; hence the acquisition of a large gold
sunnly is necessary to nrotect that value.

The correct explanation for this item is as follows:
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The gold fallacy

Gold has nothing whatsoever to do with the value of any nation’s monetary
unit. Monetary units are empirical units of measure of the exchangeable value
of produetive hnman effort., The value of a monetary unit is established only
by the quantity and guality of productive human effort that the citizens in the
issuing nation arve willing to exert In exchange for that unit. This effort can
be broken down into three categories: (1) the number of minutes and how in-
dustriously civilian and government workers currently work for the monetary
unit: (2) how small a percent profit on sales owners accept in payment for their
economic leadership In creating jobs for workers; and (3) how small a percent
rate of interest lenders accept for thelr services in channeling spare capital to
owners and others for productive apptcation,

In the case of the U.8, dollar, for example, the foregoing three human-effort-
per-dollar ingredients are all that backs up the value of the dollar, hecause
the dollar price of anything is equal to the sum of the dollar charges for their
sorviees of everyone having anything to do with its production and/or distri-
bution for sale. When U.8, citizens in any category receive more dollars per
unit of output of wealth for their services, the value of the 1.8, dollar is reduced
proportionately.  Gold does not enter the pieture in any way,

Gold possesses fte present value only because the TS, Government offers to
surrender dollars—backed up by U.S., human effort—for gold. Contrary to
popular belief, gold does not give value to dollars. Moreover, there is no logieal
reason for our giving an unnatural value to gold by subsidizing it at a higher-
than-natural price, as we now do. And, anyway, gold 18 no longer used for
money. There is no commercial market anywhere in which merchants honor
uncoined gold as money., If the U.S. Treasury announced tomorrow that it
would no longer buy gold at any price. nobhody would be interested in buying our
gold at $35 per ounce, and the price of gold on the world market would promptly
plunge to its natural value as determined by the huge supply of it in storage
around the world, in relation to the limited demand for it for useful applications,
It is donbtful that the natural price of gold is as much as $10 per ounce.

The third belief embraced by economists is that the value of a monetary unit
automatieally inereases or decreases inversely in some proportion to the volume
of demand deposits in commercial banks plus currency notes in circulation.
(This quantity theory of money is really inconsistent with the gold content
theory referred to previously. Yet both propositions are embraced with more
or less equal fervor by orthodox economists who have not yet noticed the incon-

sisteney.)

The correct explanation for this ftem is as follows : )

The quantity theory of money 18 false

From the “human effort” content of the dollar previously explained, it is
apparent that the value of a monetary unit (which is reflected in the price of
goods) is independent of the total amount of money in the economy, for the
same reason that the power content of a gallon of gasoline is independent of
the number of gallons in storage back at the refineries: the two variables are
simply unrelated. The only price that changes significantly with the size of
the money supply is the price of money (interest rates), The smaller the money
supply the higher interest rates will be, and the lesser will he the incentive for
owners to enzage in productive effort requiring borrowed capital. Contrary to
popular belief, an excess (unused) money supply in “storage” in banks does not
contribute significantly to inflation. Conversely, contraction of such money
supply does not combat inflation. Inflation stems only from increases in wage,
profit, interest. or tax rates, or some combination of these solo components of
price. The tax rates thac contribute to inflation are price subsidies, tariffs,
excise taxes, and business taxes such as corporation income taxes: all of which
must be included in the selling price of goods and services affected by these
levies. Only personal income taxes at the lower income brackets (affecting the
bulk of consumers) are effective in curtailing inflation; and then only that
fnflation which is attributable to increased profit rates. This is because an
increase in personal income taxes does not reduce the cost of production: and
hence cannot possibly combat inflation due to increased costs; it only reduces
effective demand for produced wenlth which puts a profit squeeze on owners,
and thus curtails inflation, provided that the inflation is due to higher profit rates

The fact that excess money supply does not contribute to inflation to any meas-
urable extent was proven beyond question during the thirties. Throughout the
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decade of the great depression commercial banks held huge excess reserves of
money available for lending; there was no inflation, Indeed, throughout this
period the Government was engaged in a desperate futile effort to ereate inflation
(higher prices) to a degree beenuse social scientists advising the Government
incorrectly thought this was the way to solve the depression.  (‘The real cnuse
of the prolonged stagnation—Ilow-profit. rates, especially after taxes—was not
recognized, but instead was actually (but unknowlingly) aggravated by higher
tuxes imposed on businesses in order {o balance the budget.  During this period,
taxes on business profits and on the Income of the rich were Increased substan-
tially ; as a consequence, a severe recession set in, in 1037-88, which continued
unabated until advent of World War IL) Inflation (which is always undesir-
able) was later induced primarily by wartime wage inereases.

The fact that contraction of the money supply does not combat inflation was
clearly demonstrated after the war, Throughout the postwar period of the
fortles and fifties the wage-price spiral of inflation continued unabafed, even
though the Federal Reserve System squeezed the mouey supply on several ocen-
sions, Al that was accomplished through these eredit restrictions was inereased
tnterest rates and postwar recesstons with no effect on the continuing price
spiral.  The wage demands of organized workers, which induced postwar infla-
tion, were simply not influenced by the availability of cevedit to owners.  Since
1000 the price spiral has slowed down only heeause the eost-reducing effect of
automation has been able to keep up with the cost-inereasing effect of wage
increases. DBut wage Increases now seem to be getting the upper hand again,
and 8o a resumption of the price spiral can be expected. Squeezing the money
supply again will not correct this, or even help. With present wage patterns,
there is no way that additional erosion of the dollar’s value can be avolded, for
the same reason that there is no way that the whole of anything c¢an be more or
less than the sum of its parts,

Contrary to official belief, there 18 no desirable upper limit to the size of the
morney supply in an economy, as long as the proper amount of productive huma.
effort (i.c., at current wage rates) is expended in exchange for every monetary
unit in existence when it is spent in the economy. This applies to credit monoy
or noncredit money: new money or old money. From this, it s alse apjurent
that the balanced budget concept of natlonal taxation is irrelevant, and that
the need for remittances of any kind by citizens to their national Government
is dependent only upon whether the economy hus the capaeity to produce addi-
tional wealth that would be demanded by the citizens through the spending of
these remittances if they were retained,

Treasury checks, by themselves, are the real Federal tax monev, and the
civilinn human effort engaged in producing the wealth purchased with Treasury
checks is the only real tax paid by the eivillan economy to support the Federal
Government, Taxation at the national level does not necessarily rvequire a
rurrender of money by the civilian economy to the Government : it requires only
that the civilian economy surrender real wealth (the produce of eivilinn human
effort) commandeered by authority of Congress through the various appropriation
acts, In exchange for the tax money, Treasury checks. This natural tax process
consists only of the civilian economy’s honoring I'rensury checks ag money, as
it now does. TIncidentally. Treasury checks, all by themselves, are money he-
cause Congress requires the Federal Reserve System fo have member banks
convert the cheeks into deposits and/or eash, on demand of the payee,

Tt is interesting to note that all citizens in the economy are automatically
taxed individually and equally (natural taxation) by a hidden increment in the
prevailing price level for civilinn goods and sevvices that would not he there if
the Treasury checks were not spent to purchase some of this wealth, Remittances
by citizens to the Internal Revenue Serviee (which constitute, in effeet, a second
tax on top of the natnral tax already paid) are logically justified only to the
extent necessary to provent excessive inflation-producing competition that would
otherwise occur between the remittances (if they were retnined for expenditure
by the eitizens who earned them) and the Government’s Treasury check tax
money, for the Hmited quantity of goods and services capable of being produced
by the civilian economy when working at its current full eapacity.

Tor example, during a major war when the efforts of many citizens are diverted
from their normal employment producing wealth for personal consumption to
the needs of war, it is necessary for the citizens to he divested of laree nortions
of their gross earnings in order to prevent inflation-prodneing competition for
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the limited quantity of eivilinn goods for sale to the publie, However, if it were
possible during a war say, through automation, for nonservicemen to produce
all of the materiel needs of the war effort, plus all the wealth that would be
demanded in the market by citizens if they were permitted to retain their gross
wages, then remittances to the Government, even during a war, would not bhe
necessary,  DBut since a major war usually requires such a proportionately Inrge
diversion of manpower from the production of wealth for personal consumption
to the production of war materiel, the production of suflicient wealth for personal
consumption to satisfy total demand is impossible; hence remittances to the
Government are always required under such a situntion. The hmportant point
is that even when the remittances are necessary, they are not the tax money; a
balanced budget i3 never the eriterion for them; only the productive capacity of
the economy is relevant,

Practically every State and loeal government in the United States needs niore
revenue to pay for urgently needed community services, From the foregoing
explanation, and the fact that State and loeal governments spend only about
half of what the Federal Government spends, it can be seen that the loeal tax
problem stems entirely from fialse concepts about taxation at the national level,
If the IPederal Government did not try so hard fo balance its expenditure of
Treasury checks with eitizens' remittances to the Internal Revenue Service, the
people conld afford to provide their State and local governments with adequate
revenue, Stubborn bellef in the need for a Federal balanced budget is the
hidden culprit.

Normally, the productive output of an economy is an ever-inereasing variable
whose rate is determined only by the rate at which money, “backed up” by the
proper amount of productive human effort, is spent in the economy. Curtail the
active money supply, (i.e,, money being spent) and the production of wealth
will be curtailed, with corresponding reduction in average living standards,
But prices will not fall significantly unless wages are reduced, because wages
are by far the principal ingredient in the price of anything. The postwar
experience in the United States, previously referred to, illustrates this prineiple.

Except during a major war when substantial amounts of manpower are
diverted from productive effort, and there are restrictions against “nonessential”
productfon, there is no such thing as reaching the upper limit of an economy’s
productive capacity beeause, as the current apparent limit is approached, the
productive capacity is automatically increased due to the population growth
and new technology; this process continues ad infinitum, with average living
standards rising in proportion to the rate at which the Nation’s real output
increases faster than the population,

It is absurd to say that the economy is “overheating,” and hence should be
slowed down because it is producing wealth at a higher rate than formerly.
Increased rate of production of wealth, aside from being the only way to raise
living standards, is the most potent weapon for combating “inflation.” As
previously noted, the latier evil occurs only when the cost-reducing effect of
automation—man'’s priceless economic blessing—is offset by the cost-increasing
effect of worker's wage increases,

Similarly, it is false reasoning to conclude, as cconomists are now doing, that
full employment. carries with it the threat of “balooning wages” and “rampant
inflation.” Actually, the greatest impetus to technological advancement, per-
mitting larger output of wealth at lower unit costs, is provided by scarcity of
labor and/ov higher labor costs,  (But, to avoid unemployment, the higher labor
costs must arise only out of a natural scarcity of labor; not out of monopolis-
tically imposed wage incereases,)

During the fceties and fifties, increased output per worker man-hour (due to
automation) sgomewhat softened the inflationary impact of monopolistically
imposed wage increases. Without automation, these wage inereases would
liave caused prices to rise so much higher than they did, that demand would
have been curtailed sufficiently to induce mueh more unemployment than was
aetunally experienced, Tt is incorrect to equate automation with unemployment :
in a “natural economic environment” automation increases employment: in a
monopolistic environment automation reduces the amount of unemployment
caused by wage increases, Automation can never be harmful, for the same
reason that goodness can never he evil.

Price increases due to searcity (vesulting in higher profit rates) are healthy
and have their own bulit-in correction: they attract additional effort to the
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production of the searce items; thus soon eliminating the shortage, often causing
prices to be lower than they were before the price rise.  Scarvcities in a booming
economy (except wartime secarcities) are signs of economic henlth; surplukes
are sighs of economic sickness,

Instead of fretting about the possibility of “full employment” and “scareitios”
due to heavy demand—characteristics of a healthy “natural economlie environ-
ment”—economists should be encouraging adoption of Government policies ealeu-
Inted to hasten achievement of these concomitant indexes of economie virility., As
noted, the ingenuity of management, the real economie leaders——spurred by
competition—is quite capable of overcoming “scarcities” through automation,
through additional plant and equipment, and through utilization of the con-
stantly Increasing civilian work force. (Release to the eivilian economy of
more workers through elimination of unnecessary Government jobs would help
also; as would be encouragement of healthy citizens to postpone retirement, by
permitting them to continue working as much as they desire, while drawing full
soelnl security benefits,)

The alarm belng expressed by economists over the current high rate of con-
striuction of new plant and equipment is completely unjustified. It would bhe
a tragedy if public officinls adopted the same view and Interfered with this
vital productive effort which is a mandatory prevequisite if more wealth and
higher Hvying standards for all eitizengs—the primary goal of any economy—
are to be achieved. Current recommendations for increasing remittances to the
Internal Revenue Service in order to discourage plant expansions, if followed,
would he & major blunder. Such action would not only accomplish the opposite
of its intended purpose with regard to curbing iIntlation (prices wonld rise
ns owners attempt to pasx on the inereased remittances to consumers), but it
would also aggravate the Nation’s poverty problem by discouraging the ereation
of new Johs, the only solution to this problem, "The last time suceh increnses
were imposed in a nonwar situation (1937-38) a severe recession set in xoon
therenfter.

Although the economic demands of the present Vietnam conflict are not
insignifieant, neither are they yet sufficient to justify curtailment of pro-
duction of wealth for private consumption, When proQuction of wenlth for
private consumption is curtailed prematurely through increased remittances
to the Government and/or curiafling growth of the active money supply, un-
employment soon follows. On the other hand. if workers are abhsorbed in the
Armed Forces in sufficient munbers, then private production must be eut back
in favor of Government orders. Under these clrcumstances fuereased remit-
tances to the Tnternal Revenue Service are Justified to prevent inflation-produeing
competition for the reduced output available for civilinn consumption,

By way of summary, then, the vital tax secret walting to be untocked fs that
remittanees to the Internal Revenue Serviee are not the “Federa) tax,” but
that the “Federal tax” s the goods and gervices surrendered to the Federnl
Government and/or its employees by the elvilian economy in exchange for
authorized Treasury checks which, all by themselves, are the “tax money” he-
cause Congress requires the Federnl Reserve System to have member banks
convert Treasury checks Into deposits and/or eash on demand of the payee,
in vpreeigely the same way that banks so convert authorized civilinn checks,

Taxation at the national level is not a transfer of money from citizens to the
Government, but is the process whereby the Government commandeers wenlth
produeced by the civilian economy in exchange for official Treasury deafts which
are always convertible into deposits and/or cash anywhere in the economy,

Remittances to the Internal Revenue Service simply refleet destroyved purchas-
ing power justified only to the extent that the cconomy does not have the indus-
trinl capacity to produce the wealth that the citizens would attempt to purchase
if they were permitted to retain the remittances for expenditure as they see fit,

Tt 18 not necessary for Treasury drafts to be matched with citizens’ remittances
to the Tnternal Revenue Service for the same reason it is not necessary for the
Government to lower the rate of improvement in the eitizens' living standards
helow what the economy has the industrial capacity to achieve, Blind adherence
to the “balanced hnudget” concept of Federal taxation simply provides a huilt-in
limitation on the Nation’s economic growth: it is the prineipal canse of present
malignant nockets of poverty in this country and around the world.

The fourth and final haste belief embraced hy economists is that monopolistic
nower over wages must be granted to workers in a caplitalistic economy in order
to assure maximum improved living standards for workers.
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This item gets deeply into the field of labor-management relations and, although
I would be happy to discuss it as I have the others, I suspect the committee would
rather concentrate on topies having to do with finance, Suflice it to say, however,
my analysis demonstrates this bellef to be false also,

Although this concludes my gencral remarks, I feel that no analysis of a prob-
lem s complete without a specifie recommendation of how the proposed solution
might be implemented in a practical way. I would, therefore, respeetfully like to
offer such recommendation at this time, which is a counterproposal to the “tax”
statute under consideration, as well as to the present “guidepost” concept of
granting annual increased gross wages to workers, much of which, because of the
inequitable way the “guldes” are calculated, must be paid for out of profit rates
and/or inflated prices,

Congress should immediately impose a freeze on all wage increases, except for
upgrade In worker classification through performmance, and except for Increases
resulting in wage rates of less than, say, $2 per hour. In return, Congress should
annually reduce the rates of remittances to the Internal Revenue Service by an
amount caleulated to give everyone—individuals and corporations—an increased
take-home net income of approximately 3.2 percent or whatever the “guldepost”
analysts come up with, Any resulting “deficits” should be financed by “selling”
interest-free I'reasury bonds to the Federal Reserve System,

In the ease of a current personal or corporate remittance rate of 50 percent,
for example, the new rate (hagsed upon a 3.2 pereent “guidepost”) would ealculate
48.4 percent or, say, 48.5 percent, Kor the subsequent year the new rate would
calenlate 46.85 percent or, say, 47 percent. In the case of a current rate of 20
percent, the new rate would calculate 17.44 percent or, say, 17.0 percent, Ior
the gubsequent yvear it would he 14,86 percent or, say, 15 percent.

Even though it would increase everyone’s take-home pay by the desired con-
trolled amount, this proposal would not be inflationary beecaure it would not raise
employment, costs, and would actually reduce other ingredients of price, without
redueing profit rates, Tt would also provide more funds for owners and lenders
to finance creation of more new plant eapacity, so as to further increave output
of goods, the only nondepression way of combating inflation ; and the only way of
increasing the rate of improvement in average lving standards,

Not only would this program leave little or no excuse for ratsing prices (thux
making Government pressure to discourage the practice more effective) but also,
in those industries where competition is brisk, or profits are regulated by the

jovernment (Kederal, State, or loenl) prices might actually be lowered by some

portion or all of the corporate remittance reduction; analogous to passing on to
consumers exclse tax cuts, In due eourse, prices would be subjeet to further
lowering due to reduce production costs achieved through automation.

An added feature is that the proposal would prevent further increase in the
Federal “public debt”; instead tite “debt” wonld continue to be retired through
Federal Reserve purchases of Government bonds in the “open market.” in order
to ereate bank reserves, the present basis for permitting member hanks to make
more commercinl loany, The Federal Reserve System has already retirved 40
billion of the “public debt” in this manner, but this fact is effectively obscured
by the official semantiesr used by monetary authorities to deseribe the operation,

S another desirable feature is that all eitizens would benefit from the policy,
ingtead of the present arrangement which favors organized workers at the ex-
pense of the unorganized, even though, on balance, the latter support the former
by purchasing the former’s output,

Of course, if the Vietnam conflict hbecomes a major war, requiring more
destruction of, rather than inerease in worker purchasing power, then the “guide
post” analysts would come up with the pereentage inerease in remittance neces-
sary to mateh take-home wages with the redueed physieal volume of consumer
goods available, The important point is that the remittance would be geared to
the meaningful concept of physical volume of output, and not the irrelevant
concept of a “balanced budget.”

Wirtat Is THE SoUurce or “DEFiciT™’ MoNEY?
(By Joseph H. T.eopold)

A statement often repeated by economists and public officials in support of a
Federal “balanced budget,” is the following :

“When the Government decldes to spend more money than it receives from the
citizens, that extra money is ‘created out of thin air,’ through the banks, and
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when spent, takes on value only by reducing the value of all money in the
econonly.”

The above statement is false, as the following analysis demonstrates:

Through the mechanism of “loans and discounts” commercial banks are con-
tinually creating new money “out of thin air” to finance current production and
distribution of wealth. (Last year they created about $30 billion.) Thiy new
money is always aceepted in the economy on a par with all other money ; it is
“Inflationary” only if it competes with other money actively seeking n fixed
amount of wealth previously produced. (In such case, the price rige would he
due to the relative scarcity of goods, reflecting extra proflt to the seller.)

But, if, instead of eompeting with other active money for a fixed amount of
wealth previously produced, the new money generates production of an corre-
sponding amount of additional wealth, then it is not “inflationary,” but becomes
monetary fuel performing a necessary function—indeed, n function that is
mundatory if the additional wealth is to be created at all; since without ex-
penditure of the new money, the new wealth obviously would not he produced.
New money, therefore, is the medium that makes possible production of more
wealth in an economy at ever-increasing rates, Curtailment in the rate of supply
of new money must result in a corresponding curtailment of economic growth,
This is why all recesslons and depressions of the past have followed shortly
after curtailment of the money supply.

In effect, economints have adopted the belief that new money created by banks
for commercial loans is not inflationary ; but if the same money is created for
Government loans, it i{s inflationary. A corollary which follows from this
proposition is that Government-spent money does not generate production of new
wealth—only civilian-spent money accomplishes this. But this makes no sense
since everyone knows that a Government-spent dollar commands (he same wealth
anywhere in the economy that a civilian dollar does. As every Member of Con-
gress has learned, owners certainly do not frown on, or shy from producing
wealth in exchange for Government-spent dollars. Therefore, within the pro-
ductive capacity of the economy, including its capability of expanding capacity,
newly created Government-spent dollars are no more or less “Inflationary” than
newly created civilian-spent dollars.

From the foregoing, it also follows that the Government can create its own
“deficit” money, and need not have it created by commercial banks as it now
does. As a matter of fact, all new bank-created money is honored in the economy
only because Congress, in effect, has instructed the Federal Reserve System to
convert the bank-created money into legal tender on demand of citizens. Since
Congress also requires the Xederal Reserve System to convert all authorized
Treasury checks into legal tender on demand of citizens, Treasury checks, all by
themselves, are perfectly sound money.

The bellef, implemented by present official monetary policy, that it is necessary
for commercial banks to first create “deflcit” money “out of thin air” and then
lend it to the Government before it can be spent by the Government, is false for
the same reason that a father should not be prevented by his child from per-
forming certain work just because father taught child how to perform similar
work.

President Lincoln, when confronted with the choice of issuing Government
bonds to banks to obtain “deficit” money, or issuing new money directly to the
economy, declded as follows:

“If the Government can lssue a dollar bond, it can issue a dollar note; the
element that mnkes the bond good, makes the dollar equally good. It is absurd
to say that the Government can issue a bond but not a dollar.”

Another way of stating this principle is as follows :

“If commercial banks can create money ‘out of thin air’ and lend it to the
Government at interest, the Government can create the same money ‘out of thin
air’ and save the taxpayers the interest.”

From the foregoing, it is apparent that at least the portion of the “deficit”
created by commereial banks and loaned to the Government is unnecessary;
the interest paid on these funds, amounting to billions of dollars annually, re-
flects a parasitical drain on the productive sector of the economy.

{(Whereupon, at 12:25 p.m., the committee recessed to reconvene at
9 a.m., on Tuesday, Mar. 1,1966.)
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TUESDAY, MARCH 1, 1966

U.S. SeNare,
Coayrrree oN FINANCE,
Washington, D.C.

The committee met, pursuant, to recess, at 9 a.m., in room 2221, New
Senate Oflice Building, Senator John J. Williams (chairman) pre-
siding.

Present : Senators Long, Smathers, Anderson, Douglas, McCarthy,
ITartke, Ribicofl, Metealf, Williams, Carlson, Curtis, and Morton.

Senator WirLriams. The chairman has asked that we go ahead and
start these hearings if it isall vight.

Secretary Fowrer. Yes, sir.

Senator Winerass., Mr. Secretary, last October I introduced a
couple of bills dealing with the question of political advertising and
whether or not they should be deductible for business expenses.  One
bill suggested that they be deductible and the other that they should
not be deductible.

Now, the reason that I did that, ag I explained, was to have the
two extremes as an approach to the problem and to force an answer.
I asked if you had any recommendations. Are you ready to comment
on these bills as to the recommendations of the Treasury Department?

Which bill and what formula for treating these political contri-
butions disguised as advertising do you recommend ¢

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY, ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT
SECRETARY FOR TAX POLICY—Resumed

Secretary Fowrer. Senator, we have been studying the bills that
you have referred to relating to the tax treatment of advertising in
political convention programs and similar publications, and also the
related topic of the purcrfmse of tickets to political dinners or events.
I understand, as you have stated, that one of your proposals would
make the expenditure deductible, while your other proposal would
make such expenditures nondeductible.

These difficulties and uncertainties present the Internal Revenue
Service with a very real problem in trying to apply to this area the
present“provisions of internal revenue laws dea}ing with deductions

enerally.
g I think it would be of great benefit to the Internal 1 _venue Ser. ice
and the Treasury Department from an administrative standpoint to
have this matter clarified as fully as possible.
201
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As respects a choice bhetween your two different. approaches and
looking at the matter from strictly a standpoint. of tax policy, I be-
lieve it would be more in keeping with the general nature of these ex-
penditures to make them nondeductible.  That result would more
closely aline the situntion with the general appronch of the tax law
that pnyments or contributions for political purposes are not. to ho
treated as deduetible by the payor. That would be our position on
these mensures, 1, of course, would like to add as a tangentinl matter
that I am hopeful that the present bill ean go through without getting
over into many other areas, but L know that. is o matter for the com-
mitteo to determine, and I will only express my wish and hope that.
llhl(\ consideration of this problem won't. impede the progress with the
ill,

Senator Wiuntans, T thank you for that statement.

As T said yesterday, T am expeeting to support this bill so 1 am
not trying to delay it. I do think this is a field in which wo should
act now.  As I told you privately, I agree completoly that these should
be nondeductible, "1 always understood heretofora that they wero
not. deductible,  With the endorsement which we are now getting
from the Department this proposal will be offered as an amendment,
tothisbill. Tam hoping it will bo adopted.

'T'his is nn avea that needs clarification,

L introduced one other proposal in this conneetion that wonld deal
with the method of treating small political contributions. L proposed
that wo make the smaller political contributions, $10 to $25, subject to
70 pereent {ax eredit. The next $75 would be treated as a deduction.
L am wondering if the Treasury Department has had time to study
that proposal and veach any conelusions?

Seeretary Fowrgr. Yes; we are engaged in the study of that sub-
jeet matter, Senator. With respect. to your bill proposing a tax eredit
or tax deduetion for politieal contributions in smaller amounts, we aroe
studying it in view of the President’s statement in his state of the
Union messago to the effect that ways should be found to provide
incentives for political contributions so as to make political giving and
financial support of politieal parties more widespread. There are
various possibilities which are being looked at.  Some of them are in
the nature of a review since an infensive study of this subject was made
several years back. They are being reviewed now from the stand-
point of their effectiveness, their costs, their administrative feasibility
and other relevant policy considerations.

This is a study whichis very actively going on, Senntor Willimms, at.
this time, and until it is completed and the President. submits a detailed
I'n'npnsul dealing with this problem, among others, I would hope that
" could De excused without making any particular comment. on the
approach you suggested, which is certainly ono of those which is being
studied.  That is about nll T want to say this morning.

Senator Wirriawms, With that semiendorsement, I won’t, press you
further, Mr. Secretary, beeauso based on my conferences T ﬁmvo wd
with the Department on this same subject’ I know that it is heing
studied with the thought of coming up with recommendations. There-
fore. T will, in line with your suggestion, be inclined to wait. until you
get the report, but I do feel, as yon have stated and as the President.
stated in his message, this is an aren with which we should deal. We
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will have other tax legislation before us at o lnter date, and I am
hoping by that time we ean rench a formula, 1 think it is generally
lmllio.wd that this field needs attention, and if we can hold it up until
we can reach nn aren of agreement it would promptly pass,

Secretary Fowrer, I think that is correct, Senator. We will cer-
tainly work with you to that end,

Senator Wineiams, 1 appreciate that, and I shall be glad to work
with you.

Now. I had a third bill. In the 196+ act. we provided for the infor-
mation returns to be sent. to the taxpayers who were receiving interest.
and dividends, und of course the wages were already taken eare of be-
fore by the W--2 forms,

In enacting that legislation and in extending the requirement. for the
sending of the W-2% it was ealled to my attention that we excused the
Government itself from complying with the same rules. I specifically
refer to the Department of Agrienlture and the }myments that they
nuke o nereage reserve, soil bunk, and various other programs to the
farmers, all of which under the law are 100-percent, taxable, just. the
samo as dividends and interest.  Yet the Department is not sending out
these W=2 forms that we require of industry. I introduced the other
day a bill which would bring the Department under the same rules and
regulations of reporting not only to the recipient of these checks but.
also to the Treasury Department, This is not a revenue-producing
measure as wo both renlize.

Secretary Fowrer., Yes,

Senator WirLranms, And 1 would like to have your comments upon
that proposal.

Secretary Fowrkr. Senator, we certainly favor this proposal in
principle.  We realize that it involves another Department, and I
understand that members of the Treasury staff are in touch with the
Department of Agriculture to determine the administrative problems
that might be involved. But I think we are very aflirmatively in sup-
yort of the principle and would hope to work something out along the

ines you have indicated.

Senator Winniams, Well, I appreciate that, and that amendment
wiil also be offered.

In talking with the Department the only objection that I have had
is in the amount of bookwork involved Kut wo got that same com-
plaint from industry and nobody seemed to bo concerned, so certainly
the Government should live by its own rules. If it is rather burden-
some maybe they would be more sympathetic sometimes when they get
complaint from industry.

Seeretary Fowrer, 1t certainly would be helpful to us in adminis-
tering our part of the job.

Senator Wirtiams, We are making such excellent i)rogress in get-
ting your cooz;emtion, I have another proposal that I think that wo
can’ dispose of equally fast, and that is u suggestion that I made that
wo reduce the oil depletion rate. I H)I'O[)Ose that we reduce it to 25
percent the first year, 2214 percent the second year, and 20 percent
the third year, and remain at that rate thereafter.

T have an old estimate as to revenue that would be produced, this
estimate was made a couple of years ago, but it would be somewhat
similar now.
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Reducing to 25 percent I understand would bring $75 million, 2214
percent would increase it another $75 or make it $150 million, and when
1t got into full effect it would be $250 miilion. I am wondering if we
can get a simple endorsement on that, too.

Secretary Fowrrr. That gives me more of a problem, Senator Wil-
linms, in view of the fact that the present bill 1s somewhat limited in
scope and does not address itself to many of the problem areas related
to the structural reform of the tax system.

As I said at the outset while commenting on some of your earlier
measures, my main concern is that we not get into areas which would
impede progress in the prompt and quick enactment of this bill
which I llmow is your interest also.

"The proposal before the committee is designed to raise what we be-
lieve is necessary revenue quickly. It is purposely designed to do that
in a way that could avoid controversy or certainly minimize any con-
troversy and do so in a way that doesn’t increase income tax liability
for either individuals or corporations.

We know from past experience that any time you change tax lia-
bilities, no matter how worthy or how clear the reasons, those that,
have their liabilities increased are inclined to be rather strongly op-
posed to any such change.

We also know from our experience on various proposals that have
been proposed to the Congress in the last 3 or 4 years, that changes
in the structure of depletion rates raises controversial issues which T
believe would be likely to cause substantial delay in the enactment of
this program. For tf;at. reason, I would have to say at this time I
would not feel it wise to include any such amendment in the bill.

Senator WirLiams, Do I detect a ray of hope that the administra-
tion has endorsed this with the one qualification that this is not the
exact time but if I can find an appropriate time to put this on a bill
where it would not cause delay we would have your endorsement ¢

Secretary Fowrer. I didn’t mean to imply one way or the other, T
think that I had better stand on the proposition that the President
stated in his economic report that we must review special tax prefer-
ences, that is an exact quotation. As a part of any such review, this
is certainly an avea that could be examined,

Se]m;tor Wirriaas, Is it being examined as a part of your next pro-
posals

Secretary Fowrer. Not currently. We are pretty well occupied
with this current tax program, and we are not, at the moment, en-
ﬁgged in an examination of the subject. However, I know that it is

ing looked into, and has been looked into in other Departments that
have related concerns to the topic.

Senator WirLrams, I realize it has been looked into because for the
past 15 years we have had

Secretary Fowrer. We have had the experience along that line, too.

Senator Wirriams. I was hoping that while we were in such a mood
of endorsement here, we could have continued right on through.

Secretary Fowrer. Senator, I think that probably my endorsement
would not be very meaningful one way or another on this subject.

Senator WirLiams. You would be surprised.

Secretary Fowrer. There are others who would——

Senator Wirriass. You would be surprised.
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Seeretary Fowrer. We weren’t too successful a few years ago in
dealing with this problem when my predecessor tilted his lance at one
small ﬁange of it, and I don’t thinK i have any more influence in that
divection than he had,

Senator Wirrniams, Well, we will try to save you in spite of your-
sell on that one. [Laughter.]

I noticed in the papers the other day—and this was not, a quotation
from you—that consideration was being given to a tax in reverse is
the way it was described, that somebody who has an income below
$3,000, which was the level set by the President, would get o tax refund
}n p]roportion to the amount of his income that was below this stated
evel.

Is the Treasury Department really giving any consideration to any
such proposal ?

Sceretary Fowrer, Well, T certainly haven't, Senator Williams.
T know it has been a matter of some comment. and study in aeademic
circles. I also think the Commission on Automation has dealt with
ity but T certainly have not given it any serious consideration at this
time. My preoccupation, certainly for as long as the Vietnamese sit-
uation confronts us, will have to do with questions of additions to
revenue rather than in reductions.

Senator WirLiams, Would you care to give us an opinion on such
awild proposal?

Secretary Fowrer. No, sir, I would not. I haven’t studied it. I
haven’t given it any serious consideration at all.

Senator WarLrays, This bill before us extends the tax 1 percent on
autos and increnses it by 1 percent, and it increases the tax on tele-
phones by 7 percent.

Is there any particular reason why these two items were selected ?

Secretary IfowLer. Yes, sir.

There were two or three reasons. Number one, it seemed to be an
established policy of the Congress, incorporated in the excise tax act
revenue producers is the reason they were singled out for gradual re-
pattern.” We thought that by asking for a further stretching out
of the process of gradual reduction the Congress has already adopted
we were more in line with established congressional policy in this
area.

Number two. The fact that these two taxes are very subsiantial
revenue producers is the reason they were singled out for gradual 1e-
duction. If we were going to try to raise an equivalent amount of
revenue by selecting a composite of other excises we would have to
impose taxation on a very large number of items.

As you know, the tax had been completely removed from many items
last July 1 and January 1. The administrative machinery and the
burden on the seller, the manufacturer or retailer, has been completely
eliminated. To achieve a similar amount of revenue would have
meant not only restoring taxes, but also restoring the whole admin-
istrative machinery.

Senator WiLriayms. Well, of course, this bill is not only a stretchout,
it is a reimposition of taxes.

We are reimposing a 7-percent tax on telephones, and we are reinstat-
ing a 1-percent tax on automobiles. Those taxes have been repealed,
and so we are putting taxes back on.

59-593—66—14
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Secretary Fowrer, Well, the rate of tax has been repealed, but the
administrative machinery, already exist. A tax at a lower rate is still
presently being collected.

Senator WirLniams. That was the reason I was suggesting that we
move over into the field of the oil depletion because the machinery
is all there. All we would have to do is just make a very simple change
in the formula. You are going to endorse this yet. [Laughter.]

I get mail asking this question, and it is a little hard to answer—
with these taxes on telephones and automobiles having gone off Jan-
uary 1, why put the 7-percent tax back on a telephone and a new
tax on a car at 1 percent, and at the same time not. do anything with
the 10-percent tax on cabarets and the 20-percent tax on racetrack
admissions both of which also went off January 1.

Actually the cabaret tax went off December 31 to make sure they
could enjoy New Year’s without a tax. Tax on country club dues of
20 percent were repealed January 1, chewing tobacco tax was reduced
10 percent January 1. There are $150 million in those four items.
I get asked the question, just how under the Great Society these can be
counted as necessities while the telephone on the farm must be counted
as a luxury. They want to know when you are going to put these
back. Why did you pick out these four items and say they were the
necessities of life?

Maybe you can give me a suggestion how we can explain that action
to the people.

Secretary FowrLer. By selecting these two taxes, and confining the
problem just to these two where the administrative machinery for the
imposition and collection of taxes continue to be intact, we avoided
the reinstitution on a selective basis of a large number of highly con-
troversial taxes which wouldn’t have produced enough revenue. I do
not believe it would be worth the delay and the difficulties that would
have been entailed in selecting from all of the myriad excise taxes
those on which for one basis of logic or another, it might be said that
they should be imposed.

Out of all of the excise taxes that were going to be repealed, Congress
last June decided in its wisdom that these two big revenue producers
were going to have to be repealed or reduted in a graduated way.
We are simply following the policy of a graduated removal of these
two taxes. There is no contemplation in the President’s message, or
in any statement that I have made to the Ways and Means Committee
or this committee. that this is a permanent turnaround. It is simply
a postponement of the removal of these two graduated taxes along the
lines that Congress had proposed.

Senator Wirrtams. I realize that the bill before us is referred to as
an adjustment act rather than as a tax increase, but you still can’t
get away from the fact that you are putting a 7-percent tax back
on one Industry and a 1l-percent tax on another.

‘What concerns me is the justification of this tax on these two indus-
tries. It would seem to me our tax system should be set up on the
basis of equity, and not by singling out one industry as an easy way
to get money or by taxing one or two industries because they are big.
1t seems to me there should be some equity.

Secretary Fowrer. I would agree, Senator, but I think the adminis-
trative matter is an element that is also worthy of some consideration.
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Senator WirLiams. I do, too, and again you are getting closer to my
oil depletion amendment because that is so simple administratively
to change it to pick up $250 million.

Secretary Fowrer. Again, I come back to the point that there is
some premium on speed in the enactment of this particular bill.

Senator Wirriams. You would be surprised at the speed we could
get if you would just endorse that oil depletion.

Secretary Fowrer, I have no such confidence in that result.

Senator Mercarr. I wonder if the Senator would yield? I would
suggest in spite of the fact, if the administration would come up with
some suggestions in changes in depletion not only in oil but in minerals
and other things, that many of us would very seriously consider those
before approving them. If there is an emergency on this bill, an
amendment certainly should not be put on as far as this whole business
of depletion is concerned.

Senator WirrLtams. I think the Senator is right and, as I stated
earlier, I certainly have no intentions of trying to cause undue delay
in thisbill. I reai};ze the interest in the Treasury of getting it enacted,
but I am not too overly concerned over a few days in order to do the
job right. As I have stated earlier, I think the administration made a
terrible mistake when it recommended that Congress reduce these taxes
last year. I so stated at the time and voted against it. There was a
war going on when the administration signed the bill. They knew
there was a war going on, or at least they should have known it—they
were sending 200,000 men over there. They knew it was going to cost
money.

Before Congress adjourned you also knew that the war was es-
calating, and it would have been very simple to have postponed this
reduction. Then you would not have had to go through all of this
tedious process of reinstating the taxes. I am not going to be
stampeded into just a few days in order to get a good deal.

Secretary Fowrer. I certainly did not intend to imply that, Senator.

Senator WirLiams. I don’t think youdid.

Secretary Fowrer. For the record, I should say this. After the
Excise Tax Act of 1965 was enacted, and after the time I appeared
before this committee to support its enactment on June 8 and 9, a very
substantial change in national policy occurred following a most careful
and thoughtful study and the most intensive consultation, both inside
Governmen* and outside Government, on what our military situation
was and responsibilities were. This occurred after the enactment of
the Excise ’IJz)m Act. As you recall, these decisions were announced to
the public on July 28. At the time I appeared before this committee, I
certainly did not contemplate the problem of financing the effort in
Vietnam on an escalated scale. I would also like to cite some exchanges
on pages 30 and 34 of the hearings before this committee wherein the
administration stated its concern about the action of the House in
removing the automobile tax. e administration asked for only a
5-percent graduated reduction. The House had enacted a 10-percent
graduated removal. The reasons we gave for holding off that action
had to do with the fact that it might be desirable to reserve that addi-
tional 5 percent for action at a time when we were moving into a

deflationary period.
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I think that an examination of page 34 of the record of testimony
before this committee will indicate that the timing of the excise tax
reduction on automobiles was in all of our minds at that time.

Senator Wirriams. Mr. Secretary, I realize that that was ycur testi-
mony, and I don’t question for a moment that that was the informa-
tion you may have received as far as the administration was concerned.

But I know for a fact as a member of one of the committees that
last June the Armed Services Committee and the Foreign Relations
Committee were both being alerted to the fact there was a stepup in
the war. We were alerted to that fact in June, prior to the enact-
ment of this bill. It is true that the President did not make o state-
ment to the American public until some time in the latter part of July,
but the administration knew before that. They were alerting the
Congress. They knew they were escalating the war, and there was no
reason why such information had not been transmitted to the Treasury
Department and they should have taken action to stop the reductions.

here is no doubt in my mind that the administration was well
aware of the danger with which we were confronted, and if it was
not then someone was asleep at the post, and I shudder to think that
anybody was sleeping to that extent down there.

oes the Senator from Kentucky want to ask any questions?

Senator Morton. If you will yield for just one point, Mr. Secre-
tary, I have some appointments in my office, and that is in connection
with this floor stock tax on automobiles. I am sorry I was not here
when you gave your statement.

Secretary Fowrer. I don’t think this topic has come up, Senator
Morton, in the hearings up tonow.

Senator MorTon. The last paragraph on page 9 of your testimony
mentioned this. It is the method of collecting the floor stock tax.
One of the major automobile companies had been in contact with me,
expressing some apprehension about this, and I hoped that they would
have a brief which I could have studied before coming here, but as of
this morning it hadn’t arrived at my office.

I don’t know just what their concern is, but there seems to me a
difficulty in collecting it from the retailer.

Secretary Fowrer. Yes, I think I can help a little bit on that. This
matter of H;e method of collection of the tax came up for very intensive
examination in the executive sessions of the House Ways and Means
Committee. We had initially proposed that the floor stock tax be
collected dirvectly from the dealer and paid to the Treasury. There
were those who were concerned that the dealer would not know the
precise amount of the manufacturer’s excise tax so that he wouldn’t be
cognizant of the precise amount that he could pass on, as it were, to the
customer or reflect in the operations of his business. It was thought,
therefore, that the most equitable way of collecting the tax from the
standpoint of the dealer and thus enable him to cope with the problem
would be as this bill proposes. Although the tax be paid by the dealer,
it is to be collected by the manufacturer from him and then paid over
to the Treasury by the manufacturer.

This wasn’t a casual consideration. It was the result of a discussion
that went on for the better part of a morning. The committee came
out with the formula incorporated in the act.
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So far as the Department is concerned, I think it was comme ci,
comme ca.

Senator Morron. In other words, as I get it, after the action taken
by the Ways and Means Committee and upheld by the House, the man-
ufacturer will pay the Treasury the tax and collect it from the dealer.

Secretary Fowrer. That is right—and in the process inform the
dealer of the precise amount of the tax, so that he can deal with his
customers knowing the exact amount of the tax.

Senator MorroN. Your original proposal to the Congress did en-
visage a floor stock tax?

Secretary Fowrer. That is right.

Senator Morron. And the difference in what the Ways and Means
have come up with and what you originally proposed are the mechanics
of collection ?

Secretary Fowrer. Just the mechanics of collection.

Senator Morron. How much—do you have any estimate at all of
what this floor stock tax amountsto?

Secretary FowrLer. It isabout $25 million.

Senator Morron. Competition in the marketplace in these auto-
mobiles, I guess we have to collect the floor stock tax, but it is a head-
ache to go through one of these things however you collect it, I can
guarantee you that .

I may before we finish our markup of the bill, I now have a copy of
this memorandum which I have to study, and I may call on—-—

Secretary FowLer. Mr. Surrey is very familiar with this.

Senator MorTox (continuing). Mr. Surrey or someone to go over it
with me,

Thank you.

Senator Wirriams. I appreciate the Senator’s raising that point,
and I had it on the agenda.

One further question that is raised concerns the bill. 'We propose
the bill to be effective on March 15 in general, but there is language
here that says the floor stocks tax will be imposed the day after
enactment. }ny the President signs the bill the 10th or the 12th
you will have all of this uncertainty as to just when the tax is to go on.
I raised this question with them before the meeting started hoping that
we could work out some kind of an understanding as to an effective
date. That may be a matter which we could better deal with when we
get into executive session.

Secretary Fowrer. In executive session.

Senator Wirriams, The Treasury is aware of this problem. I do
feel that the bill as it is drafted does need some modification or some
clarification.

Secretary Fowrer. Mr. Surrey is aware of this, and will be glad to
discuss it with you, sir.

Senator Wirrianms. I have another question to raise in connection
with thebill. TItis from a party who claims that under the bill certain
exemptions are made from the excise taxes for nonprofit organizations,
but others are not exempted. Iquotethe letter:

We are nelther for nor against the bill as such, but do believe that if exemptions
are to be made for certain groups not to pay this excise tax the exemptions

should be extended to all agencies which are exempt under section 170(b) (1) (a),
of the Internal Revenue Code. That either it should apply to all or none.
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What would be your reaction to that point ¢

Secretary Fowrer. At this time we would be opposed to extending
the exemption any further, Senator Williams.

Again, this is not appropriate legislation for expanding or extending
exemptions.

Senator Wirriams. The bill does depart. from the existing practice
in that it does extend exemptions, as I understand it, to some new
areas; is that correct.?

Secretary Fowrer. Nonprofit hospitals. This is something the
House committee wished to do. The administration didn’t sponsor it.

Senator Wirriaxs. I am not objecting to what you did, but it just
raises this point.

Secretary Fowrrr. I would hope the process could be arrested where
it is in the bill and that we do not get inlo the question of ail the
other types of exempt organizations that might be considered.

Senator WirLiams. One other problem that we have had brought
to our attention. I have before me a letter transmitted by Senator
Hickenlooper, I won’t mention the company by name for reasons
you will understand, but they claim they bought a posting machine,
and it is only about £ years old. In order to handle their withholding
tax under this new withholding formula, these machines will be
obsolete.

Secretary Fowrer. Senator, I can’t give you a definitive answer on
this case. All I can say is that during the development of the gradu-
ated withholding proposal we met with many employers and this
problem was not raised. The Internal Revenue Service has checked
with other employers in the process, and they have not encountered
any computer problem. T think we first heard of the case when you
raised it informally the other day with one of the members of the
staff—who has been trying to track down the source of it. We will be
prepared to discuss it with you in the executive session.

The thing that gives me some doubt as to whether it is a serious
problem is the fact that, as you know, 18 States presently have gradu-
ated withholding. Tt is hard to believe that there would be major
computer problems that those in the business wouldn't have adapted

themselves to by this time.
" Now it may be that some old machine that was created for a variety
of other purposes long before this, one of the early devices you might
swy, might be obsolete and nat adaptable to this process. But I would
doubt. very much that there is any substantial line of updated com-
puter equipment that covld not be adapted to this operation, or I think
we would have heard of it.

Senator Winriams, This letter indicates that the machine was
bought since 1961, and I am going to give the letter to Mr. Surrey after
this meeting and will discuss it later.

Secretary Fowrer. Right, sir.

Senator Wirriams. I shall ask you to study it, and we will take it
up with you when we get into executive session. I didn’t have the
name of the company when I discussed it the other day, but I do have
the letter now, I wili giveit to you later.

Secretary Fowrer. Thank you, sir.

Senator Wrirrtams. We were discussing earlier the question of in-
terest rates and the 1967 deficit. I won’t go back and review all that
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because I think we reached an agreement that the deficit for fiscal 1967
was between $9 and $10 billion.

Secretary Fowrer. That was your statement. We didn’t reach any
agreement on that.

Senator Wirriams, Well, if we didn’t reach an agreement we will go
back over it agnin.

Secretary Fowrer. We would be here a long time. I just couldn’t
agree to the way you phrase it, Senator. Thatisall.

Senator WirLiams. Well, let’s go back because I certainly wouldn’t
for the world want to leave you, least of all, with a misunderstanding
as to the deficit this year. I was perfectly satisfied by the way we had
it clarified before.

Secretary Fowrer. I don’t think there is any problem about the
arithmetic—it is the interpretation and application of the arithmetic
and what you don’t include in your summation about the other side
of the ledger.

Senator Wirriams. I am not speaking of the FNMA. I am speak-
ing of the expenditures, normal expenditures, and the normal income
of this Government as 1t was projected to the Congress in the Dresi-
dent’s message wherein he claimed that there would he a $1.8 billion
deficit.

Secretary Fowrrr. That is right.

Senator Winniams. Now, in order to arrive at that $1.8 billion deficit.
yvou have figured on a $5.4 hillion acceleration of the corporate income
tax payments.

Secretary Fowrer. Yes, sir.

Senator Winntams. Part of which was taken care of in the 1964 act,
and part of which is taken care of in this bill now before us.

But the sum total of the combined acceles ition is around $5.4 billion
that will come in 1967, that would not have come without the accel-
erated payments, is that correct ?

Secretary Fowrer. Well, about $5 billion.

Senator Wirrrams. There were approximately $100 million that will
come under your proposal for wit}n}lolding tax that would not have
come in normally, 1s that correct ?

Secretary Fowrer. That is correct,

Senator Wirriams., And there is about a billion and a half that will
come into the Treasury in the 1967 fiscal vear, as a result of the reduced
content of silver in the coinage, about $1 billion in 1966, and about
$114 billion in 1967 that is nonrecurring income, is that correct?

Secretary Fowrer. It is nonrecurring and it will diminish substan-
tinlly in 1968.

Senator WirLtams. That is right, it practically vanishes; but $1
billion in 1966, and $134 billion in 1967 fiscal, is that correct ?

Secretary Fowrer. That is roughly correct.

Senator Wirrtams. And the above normal sales of FNMA certifi-
cates are about $1 to $114 biliion, is that correct ?

Secretary Fowrrr, That is correct, sir; when you say above normal
I would say

Senator Wirriams. Well, I would say average,

Secretary Fowrir. At the average.

Senator WirLiams. You are selling $1.7 billion; this is an accelera-
tion of about a billion and a half above the average sales. The point
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T make, if you take these totals which you will admit are one-shot
operations——

Secretary Fowrer. We definitely admit they are one-shot operations.

Senator WirLiams. Figuring the 1968 fiscal year with the same rate
of expenditures, projecting the same level of income that you have now
you have a $9 billion deficit. This one-shot income is used up, is that
not true?

Secretary Fowrer. This is used up this time. I would like to make
just two comments, Senator, and I think we can leave this where we
have it. My objection went to the phrasing of this as a deficit different
from the $1.8 billion that is included in the President’s budget. I will
make my point with just one illustration.

‘We have had corporate accelerated income incorporated in the 1965
budget to the tune of about g billion dollars as a result of the——

Senator WiLtiams. That is right.

Secretary Fowrer. In computing the deficit for fiscal year 1965 we
didn’t treat that billion dollars of accelerated corporate income in any
different way from the manner in which we are treating the $5 billion
acceleration in fiscal 1967.

Senator Wiriams. That is right.

Secretary Fowrer. And we called the deficit the deficit taking into
account the income that comes from whatever its particular source.
Now, that is——

Senator Wirrianms, Mr. Secretary, I am supporting you in accelerat-
ing these payments. Don’t misunderstand me in that. I supported it
in 1955, but I did it with the clear understanding that we were mnoving
forward a portion of the corporate tax payments and that our action
would have the effect of reducing the deficit in those years. Congress
did it in 1955; it does it now. I don’t quarrel with what you are sug-
gesting, but what I am trying to point out is that we are going to
reach a cutoff period in 1968 where this nonrecurring income will not
be available. Based on a $1.8 billion deficit for 1967 that is about $150
million deficit. When in 1968 you move beyond this notched period
with the expenditures and income running the same, you overnight
move into an $800 million deficit per month. I am just pointing out
that this is a real problem we have got to recognize and deal with.

Secretary Fowrer. The only other thing I would like to add is that
when the time comes to draw up the budget for fiscal 1968 that the ab-
sence of these, as you phrase them quite properly, one-shot sources of
revenue will have to be very definitely taken into account. The ex-
penditure pattern in fiscal 1968 will have to take into account the in-
creases in revenue that are a derivative of the economic growth of our
economy. The budgeting problem in fiscal 1968, assuming a con-
tinnance of the war at its present scale, is going to present a very seri-
ous problem, which I know the President is quite conscious of. It
wiil moan that the expenditure pattern for fiscal 1968 will have to be
kent very much in scale.

Senator Wirriams. That is the only reason I was raising this here.
1 think we have a clear understanding that there is this notch provi-
sion. After 1968, it will have to be taken care of either with reduced
expenditures or it will have to be taken care of with a substantial in-
crease in taxes unless your revenues have gone way beyond what any-



TAX ADJUSTMENT ACT OF 1966 213

body has anticipated. I am wondernig if this one-shot operation isn’t
something to get us by the 1966 elections, and then you are going to
come back in again with a proposed tax increase. I don’t think the
American people should be caught by surprise or allowed to be un-
aware of the fact that this is a one-shot operation that will not cure a
‘ather serious problem with which we are confronted. Our revenue
and expenditures are not in balance. As one who is gfoing to support
this proposal here this year. I am doing it with the clear understand-
ing that it does not cure the problem with which we are confronted.
It s only an aspirin that is going to relieve the headache at this par-
ticular time. It is not curing the real problem of a $9 billion deficit.
We are going to have to have a major operation here someday.

Secretary Fowrer. Senator, there 1s no question but I think we agree
that the financing of an additional $10.5 billion for expenditures in
South Vietnam presents a serious problem with which we are all
confronted. The financing of this additional requirement, both in this
budget and in the budgets that follow, if the situation continues, will
necessitate a serious holddown in the pattern of expenditures and, on
the revenue side, the taking advantage of the so~ca1]led fiscal dividends
of economic expansion. I think this current budget does that to a
very considerable extent by applying revenues resulting from the bill
before us, as well as the fruits of the economic expansion anticipated
in this calendar year, to defraying the costs. .

Now, next year when we sit down in the budgeting process the scale
of the war will, of course, be an overriding consideration. I want
you to know that we are just as conscious of the problem as you are,
or we won’t have these one-shot additions at that time. I believe the
allocation of the increased revenues from an expanding economy to
the war will be an overriding consideration.

Senator WiLLiasms., I appreciate that statement, and the reason I
raised it was that I had two or three make the point as to why the
concern. They say that a one-shot operation was used in 1955 to a
partial degree, as you just stated, and the administration uses a one-
shot operation now to accelerate the payments, why not use it again
next year. The point that I was trying to get through, and you have
agreed, is that we have used it up; it is done.

Secretary Fowrer. That is right.

Senator Wirriams. In 1955 they used a part of it, but this time we
have used the remainder. ,

Secretary FowrLer. That is right, sir.

Senator WiLLiams, There is no possible way you can advance these
taxes further. They are current after the enactment of this bill.

Secretary Fowrer., You can’t collect taxes in advance.

Senator WirLiams., That isright.

Now, one other point, and we were discussing this point in the office
a couple or 3 months ago, and that is the need for a change in the
interest rates on E-bonds, I noticed that it has been changed to 4.15

ercent, I think that was—I won’t say overdue—but it was certainly a
justified correction.

The question that is in my mind, and the point we were discussing,
is that the sale of these E-bonds could very well be used as a. deterrent
to inflation if you could get the people to buy them, encouraging
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them to save rather than spend the money. I am wondering if the
415 rate is adequate to encourage the savings that would really help
the situation from an inflation standpoint now.

Secretary Fowrer. I think, Senator, that the 4.15-percent rate will
go a good part of the way to giving us a base for a much more in-
tensive, and I hope a much more suceessful, savings bond program
this year.

We are trying to make this year’s savings bond program far more
intensive than at any time since the war days.

T appreciate your interest and concern with this problem, because T
think you see the savings bond program as a useful way of dealing with
any threat of inflation. The more that we can induce savings at this
time, the greater safeguards we have.

In addition to changing the rate of interest and putting a good
deal of effort into the industrial payroll savings plan—in connection
with which T might add we have very excellent committees and re-
ceive substantial volunteer help from industry—we are considering
whether or not a new product line could be devised within the frame-
work of the 4.15 rate, but tailored in such a way as to give induce-
ments over and above the present type of bonds that are being sold.

T am not prepared at this time to say whether we are going to arrive
at something that we think will be more attractive in connection with
the payroll savings plan, but we are working on it very hard, and
hone to have something to report soon on that subject.

Senator Wirrrasms. I know you are, and I have discussed this sub-
ject with you many times.

Secretary Fowrer. Yes,

Senator Wirriams. We are both pretty much in agreement as to
the obiective, but the reason I make this point is that during World
War IT, at a time when we were really confronted with inflation and
price controls, I think the rate was 2.94 on these E-bonds. It was
right around 3 percent, but at that time money deposited in the banks
would draw 1 to 114 percent, and the E-bonds were made the most at-
tractive investment,

There was a limitation put on as to the amount each could buy,
but they were used to siphon off much of the spending power of the
consumers. The (Government encouraged them to put their money
into savings. Today we do have, and T don’t like to say it, but we do
have this threat of inflation. I think that is misleading—TI think we
have inflation. I don’t think it is something we are dealing with as
a future possibility. We have inflation here within our midst, and
we had better recognize that as such. I think you feel that way about
1t.

Secretary Fowrer. No, sir, I don’t feel we have inflation. T think
we have threats. We have price instability, but I do not go along
with the proposition that we currently have what I would call in-
flation,

Senator Wirrianms. Well, T won’t deal with words. 1t is a good
bhit like this bill is called a tax adjustment instead of an increase, but
I expect the people paying their telephone bills, getting a 7-percent
extra charge on it, are going to think it is more of an increase than
it is an adjustment.
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But regardless of words, the historic record of these Ii-bonds is
that we made them a more attractive form of savings.

I'noticed in the paper this morning that one of the New York banks
is paying 5-percent interest on time deposits, I think they were about
6-month certificates of deposit.

If a man can get 5-percent interest he is not going to buy 4.15-per-
cent E-bonds. You can buy Treasury bonds that yield 5 percent.
You financed a sizable maturity just a couple of weeks ago with 5
percent. If we are going to pay the banks 5 percent wouldn't it be
better to offer a more attractive form of some type of a bond, an E-
bond, or call it a retirement bond, perhaps a 10- or 20-year bond, but
offer the small investor, the man working in the plant whom we are
encouraging to lay aside a portion of his earnings, a plan whereby
you will pay him at least the equivalent of what we are paying the
banking system?

Secretary Fowrer. T think there is a great deal of merit in what you
say and this is one of the areas that we are studying quite intensively—
as to whether we can couple the patriotic incentive that is always in-
volved in the industrial and Government employees payroll savings
ment of thrift and the automaticity of saving that is particularly in-
volved in the industrial and (Government employees payroll savings
plans. We are studying possible ways of coupling those two things
so as to induce the 8 or 9 million people who are currently engaged in
regular saving through wage and salary payroll deductions to add
to the magnitude of their savings along with inducing additional
nillions to become participants in the program. This is the area of
the problem we are addressing ourselves to.

Senator Wirrrams. I have been a supporter of your program, as
you know.

Secretary Fowrer. Yes, sir.

Senator WirrLiams. I have been very much interested, and it is not
something T am suggesting we should correct in this legislation but
it does need consideration.

Secretary FowrLer. Yes.

Senator Dovcr.as. Will the Senator from Delaware yield for a mis-
chievous interjection on my part ? "

Senator WiLriams. If you will wait for this next question then you
can make all the mischief you wish. T realize that there is a patriotic
appeal being placed on purchases of the E-bonds, but I don’t think it is
quite cricket to figure that the 8 or 9 million workers who are going to
buy these E-bonds should be called upon to contribute their savings
from a patriotic standpoint at 1 percent less than we pay the banks.
Patriotism is something that extends to everybody, not just this par-
ticular group of people who are buying the E-bonds, and I hope we can
work out something in the spirit of equity. I don’t think that they
should be asked to finance the Government at lower rates than we pay
the banks; but even more important in this question of dealing with
inflation and the excess purchasing power at this time. It would help
tremendously if we could siphon some of this money into savings.

There is general agreement on that.

Senator Dovaras. Now will the Senator permit me.

The Crarman. Hold on, the Secretary hasn’t had a chance to
answer the quesfion.



216 TAX ADJUSTMENT ACT OF 1966

Secretary Fowrer. Thave no further comment.

Senator Witriayms. Now the Senator from Illinois.

Senator Doucras. Tn Greek tragedy Cassandra always perceived
ovil and misfortune. From time to time she probably played an im-
portant part. But many times she was quite inaccurate. When the
modern Cassandras get up and say we are being devoured by inflation,
I think that they are exaggerating the danger. T will mevely point
out. that the newspapers this morning carried a release from the Burean
of Labor Statistics that the wholesale price level remained absolutely
steady last month.  So we need to have a sense of proportion,

The Cnamyan. Senator Williams.

Senator Dovaras. Thank you, I thank the Senator from Delaware,

Senator WirLianms, Thank you. T thank the Senator from Illinois
in classifving his own remarks as mischievous. This is the point T am
making, the great danger as T see it is that for some time there has
been a reluctance on the part of many in responsible positions to
recognize that inflation ean develop in this country or to recognize
that we are at war. I think we are confronted with both. Both in-
flation and the war are real. If we close our eyes to these threats
and just treat them as big bugaboos that wiil go away I think we are
going to be rudely awakened at some time.

Senator Douveras. This is not mischievous. It is a threat but not a
reality.

Senator Winriaams, Well, I expect there are 200,000 boys in South
Vietnam who think that war is a reality, and even though it is not. so
declared. T know that they consider it a reality, I consider it a reality
and will consider it a reality until such time as we have everyone back
home safe. T think that our Government should recognize what is
happening on the domestic front. T amn sure that the Secretary of
the Treasury is vitally concerned about inflation,

Secretary Fowrer, Scnator Williams, I think T should say that the
administration has been seriously concerned since the earliest time the
wholesale price index indicated that we were not enjoying the price
stability that we had for the past 7 years. I made a number of speeches
in various areas, addressing myself just to the problem of expression
of concern. Many other, members of the administratino, inclnding
the President, also expressed concern from time to time. The Presi-
dent has made repeated appeals to those in his own administration, the
department_heads, to hold down and reduce expenditures. T heard
him make this point 3 or 4 times last summer in connection with the
budget operations. e went into great detail, in a way I have never
seen any previous President pursue the matter, on the necessity for
holding down and giving priority to particular operations and cut-
ting back on others. At the same time, as you know, all during the
late summer and fall there have been repeated appeals for restraint
to management and labor in dealing with the wage and price decisions.
{ don’t think there has been any—as a matter of fact, I think there has
been an effort. on the part of the administration to focus, as Senator
Douglas hag indicated, on the importance of dealing with this threat.
And T don’t think it is fair to say that we have tried to cover it up.

Senator Wirrtams, T didn’t say that. T want to congratulate you
on your remarks and your recognition of the problem. You men-
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tioned in a colloquy wiii: the Senator from Georgia the other day that
the wholesale index had jumped T think it was around 3 percent and
the bulk of that increase was in the last. 60 or 90 days. T realize that
the administration has been expressing concern, and 1 think very
properly so. Teertainly don’t join those whe characterize your concern
as mischievous, This 1s a real concern, and T hope that those in Con-
gress who don't agree with you won’t. consider vhat you and anyone
else who expresses & concern is a mischiefmaker. Maybe the mischief-
makers are in the other divection.

Senator McCarrny. If the Senator will yield, T hope the Treasury
doesn’t get overcommitied to support the position which has been
opened up by the Senator from Delaware, I don’t think the problem
of inflation is particularly serious at the present time. Do you, Mr,
Secretary ?

Secretary Fowrer. No, T think that the threat of inflation, the loss
of price stability, is something that we have to constantly guard
against, Senator McCarthy. T think it is one of the three or four
major national economic objectives. T couple maintaining what I
wonld eall refative price stability, along with a healthy rate of eco-
nontic growth, full employment, achieving a balance in our payments.
I think those are the four objectives. 1 don’t think any one of them
should have a special priority, and T have said so. T think the problem
is to achieve the economic mix that achieves a maximum of all of
these things and not, just to be preoccupied with any particular one.

Senator McCarrny. Tt is a pretty good mix now, isn’t.it.?

Secretary Fowrer, T think it is a very good mix.

Senator McCarruy. What hasbeen going up? What las influenced
the index to cause the rise ?

Secretary Fowrer. The wholesale price index of farm produets
has gone up by 12.3 percent. from January 1965 to January 1966, and
the index of processed foods has gone up 7.8 percent. All others,
which includes the industrial category \\"ﬁch is in a way the most
significant one in terms that we are talking about, went up 1.6 percent
over the last year.

Now

Senator McCarruy. That is about what it has averaged, isn't it,
over the last 7T or 8 years?

Secretary Fowrer., Over the last 7 years the wholesale price index
has been at a fairly steady level. There wasno——

Senator McCarrity, The overall index though went up 11 points,
roughly, since 1957.

Secretary Fowrer, You are talking about consumer price index,
Senator.

Senator McCarrny. Yes.

Secretary Fowrrr. We are talking about the wholesale price index.

Senator McCarriy. Qverall,

Secretary Fowrrr. The consumer price index has gone up on the
average of about 1.3 percent over the last 7 years, The 196465 in-
crease was 1.7 percent.

Senator McCarruy. Isn’t it a fact that farm prices have generally
been depressed for the last 10 years and what is happening now is an
equalization? 'The administration is not opposed to an increase in
farm prices. They don’t think they are out of hand, do they?
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Secretary Fowrer. Well, I am not particularly an expert on farm
prices or prices of foods and farm products and processed foods, but I
do think this is an area, just like any other, that we ought to be con-
cerned about insofar as prices go. I think Commissioner Ross indi-
cated yesterday in announcing a consumer price index for January
that we could continue to expect some increase in meat prices in the
months ahead.

Senator WiLLiams. You mentioned wholesale prices had been rela-
tively stable in the last 6 or 7 years. Ts it not true that in the last year
they rose about 8 percent and that that is what caused the concern?

S}:acretm-y Fowwer, That is right. And I think any departure from
relative price stability is something which is a cause of concern. I do
think that there has Keen a tendency, as Senator McCarthy indicates,
to magnify concern with the threat of inflation and sometimes to di-
minish our concern with the other economic objectives. I think, under
ordinary conditions, and even under the conditions we have today, all
objectives should have close to equal emphasis.

Senator WiLriams. One of the arguments you used in support of
this bill was the fact that it would draw from the corporations a cer-
tain amount of cash, it would reduce their cash flow, and thereby re-
duce their ability to expand or it would act as a deterrent.

Secretary Fowrer. It will diminish private purchasing power in
c&lendar year 1966 by $2,700 million. That would be its economic
effect.

Senator WirLiays. How much is your corporate tax normally ?

Secretary Fowrrr. I don’t have the exact figure.

Senator WirLiams., Approximately.

Secretary Fowrrr. The estimate for fiscal year 1967 is $54,400 mil-
lion. For fiseal 1965, actual receipts were $25.5 billion. The estimate
for fiscal 1966 is $29.7 billion.

Senator Wirrtanms. I realize this bill is not raising corporation tax
rates; it is only advancing payments, but the mathematical effect from
the cash flow of the corporations by this bill is the equivalent of a 6-
percent tax increase, is it not ¢

Secretary Fowrer. I think——

Senator WirLiams. Approximately?

Secretary FowLer. You have to take into account the normal prac-
tice, Senator.

Senator Wirriams, I realize—don’t misunderstand me. I am sup-
porting the bill as I told you in these accelerated payments, but from
a cash flow standpoint of the corporations of America the mathemati-
cal effect is the same as withdrawing 6 percent extra tax.

Secretary Fowrer. I wouldn’t want to be in a position of contending
that the economic effect of the corporate acceleration was the equiva-
lent of a tax increase in the same order of magnitude in dealing with
any threat of inflation. I think the two are entirely different things.
One is a much milder deterrent.

Senator Wirriams. I am just speaking from a dollar standpoint
that that is about what we are doing. One of the arguments ad-
vanced—one of the principal arguments advanced is, of course, you
need the money. :

Secretary Fowrer. That is the principal argument.
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Senator WiLLiaas. Sure. One other argument advanced was that
it would withdraw this money from the purchasing stream of these
corporations and thereby act as a deterrent at this particular time of
overexpansion.

Secretary FowrLer. We think that the fact that it has that secondary
effect is appropriate in view of the general economic situation.

Senator Wirriasms. Mr. Chairman, if somebody else has some ques-
tions I will yield.

The Cuairman. Mr. Secretary, one thought occurs to me for sim-
plifying our tax laws. According to a chart on page 4 of our summary
of HLR. 12752, you estimate that the number of people who would
break even under the system that is provided here would be increased.
from 10.8 to 20.8 million.

Secretary Fowrer, That is the number of returns; 10 million re-
turns break even under the present system and 20 million would break
even under the new system.

The CizairmaN. Fine,

That works out to be about, roughly about 35 percent, I would sup-
pose of all returns would be at the break even on the basis that they
would be within $10 of their actual tax liability.

Secretary FowLer. About a third of the returns.

The Ciamman. Now, my thought is this. There is an awful ot
of minutia and bother abont a return where you have only a dollar or
$2 coming to you. 'Why don’t we just provide by law that if a person
takes a standard deduction and it] he })ists the correct number of ex-
emptions, then within that $10 range there just would be no payment
one way or the other; that is it ?

Secretary FowLer. You mean carry it over until the next year.

The CHaIRMAN. No.

Secretary Fowrer. Cancel it out.

The Cmaimrman. Cancel it out. Just provide by law that within
that range of $10, what you owe, if you elect a standard deduction and
claim the right number of exemptions, it what is withheld.

That in t%at small range, tax liability would be the amount with-
held. You wouldn’t have to collect small amounts and you wouldn't
have to write small refunds.

Secretary FowLer. Senator, my natural inclination is to be very
reluctant about forgiveness in taxes in any amount. I would like to
think about it,

The Cuamman. My point is this, Mr. Secretary: If you elect the
standard deduction you are not itemizing. You just take a standard
amount. So if you elect a standard deduction, if we overwithhold
by less than $10 it is ours, that, is what the law would say. If we
underwithhold by less than $10 it is yours. But we could aflivmatively
provide by law that the amount withheld is the tax obligation, rather
than the amount that you would get in the event that you went into
all the details.

Secretary FowrLer. I am not worried about all the people that are
underwithheld and you forgive the tax. I am thinking about these
people that are overwithheld and want their $10 back.

The Cirairaan. Well, my thought about the matter, Mr. Secretary,
is that it would have practically no revenue consequence if you said
either way. It seems tome the chance it would break one way is about
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the same as the chances of breaking the other. A great number of tax-
payers would just like to be done with it once their tax is withheld.
In other words, by the time he gets through with all this computing,
and one thing or another, and goes down to some consultant and pays
him $10 to figure out if he has $10 refund coming back, it seems to me
it would be just as well to say if they withheld on the basis of a correct
statement of what his exemptions were, there is nothing owed.

If he owed the Government another $5 let’s just forget about it. If
the Government owes him $5, the same answer.

Secretary Fowrer. Well, 1, of course, have concern about all the
people who aren’t involved with withholding. Do you give them the
same treatment, $10 more or less?

The Cirarrman. Noj because if people itemize

Secretary Fowrer. No; who use the standard deduction but file a
return—have nonwage income.

The Ciramrman. Well, if you are going to go to the trouble of work-
ing it all out and listing everything this wouldn’t apply, but where you
are withholding and only a standard deduction is involved, I think
most people prefer just to be done with it, especially if the range in
which you are working is a range of less than $10. 1f you are getting
down to a $3 range I know they would rather be done with it than to
mess around with it.

Secretary Fowrer. They are still going to have to file a return.

Senator, I think this is a very interesting suggestion. I would hope
that at, some point during the year we could have some tax simplifica-
tion matters for the Congress to consider. T am reluctant to pass judg-
ment on it in connection with this particular bill. T think if it proves
to have merit after study, I would see no reason why it couldn’t be
taken up just as well later rather than in connection with this bill.

The Cuarrdran. I would appreciate it if you would look at it, be-
cause I look at this chart and we come down here and it says 20,800,000
people are going to break even. That looks great. I would say hurrah,
there are that many people who are not going to be bothered with and
working all this tax out, they would break even. That is the whole
basis otg the graduated system, to try to equalize tax withheld with tax
due. I think if we get down especially to within $5 or even within
$10, it is fair to say we have worked this out as closely as we could. If
you are pot trying to jimmy the thing one way or the other then let us
withhold on that basis and forget about this small difference.

I think it would do well to apply the Iilrinciple if we can work it out.
If we could have 20 million taxpayers that would be done with by the
time they got through withholding it would be a great simplification
and a great relief tc them.

Secretary FowrLer.- We will certainly get to work right away on a
staff paper to deal with this and try to ﬁave it within 24 hours or so,
or by afternoon, so that in your executive sessions you could consider
this. I just don’t want to pass on it without giving some thought to
the consequences of it. I don’t want to go along on any principle of
forgiving a tax owed without giving it very serious consideration.

The CramrMan. The withholging tax is popular among working
people but I think it would even be more popular if the average work-
ingman finds his tax is all paid up by the end of the year through
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withholding and he doesn’t have to bother with complicated computa-
tions. I think he is entitled to know what he is paying but I also
think that the less bother there is, the more popular the tax would be.
As you know, very few people like to pay taxes.

Senator Williams?

Senator WiLriams. Mr, Secretary, there has been one other point
called to my attention. In the bill there are two withholding sched-
ules, one for married persons and one for single persons. How will
heads of household be treated, single or married ?

Mr. Surrey. The head of a household is treated in this bill as a
single person. That result more closely coincides to his ultimate tax
liahility than would be the case if he were treated as a married person.

Senator Wirriams. Would that result in an overwithholding on the
head of households?

Mr. Surrey. It would result in some overwithholding for that per-
son. If you swung it the other way, it would result in underwith-
holding. The allocation to the single side is closer to the final tax
liability. Tn other words, you are going to have a plus on one method
and a minus on the other method and the minuses would have been
much greater than the pluses.

Senator WiLriams. Does it result in more overwithholding under
this formula than it would under the existing law ¢

Mr. Surrey. I couldn’t answer that question right off. Since it will
vary from bracket to bracket, I would have to check the particular
income levels and the amount of withholding.

Senator WiLrLrams. Will you check that so that when we get into
executive we can take this point up further? In line with the state-
ment by the chairman of the committee about the future date when
we will be dealing with a simplification of the Revenue Code, I have
just this one request to leave with you. This is perhaps from a per-
sonal standpoint, but when you simplify the Revenue Code further
let’s not simplify it as we have the withholding rates under this bill,
because I will be frank with you, I don’t understand it and I don’t
think very many others do. It took about 60 pages of this bill to
simplify the withholding task here.

This simplification reminds me of a letter I received from one of my
constituents about this bill. He said, “I will not object to any sug-
gested tax increases in this bill or the method of paying, all I object
to is the simplification.” He said, “You have simplified the form so
much now it costs me more to pay the accountant than to pay the tax.”

Secretary FowLer. As a layman in the tax field I believe I somewhat
share your point of view on this. However, I believe that the end
result of this tax bill will be for simplification.

Senator WiLLiams. I hope so. But the end result of this with-
holding is only a difference of about $65 million a year, isn’t it?

When this gets to working, say 8 years from now, the difference in
the withholding as provided for under this bill is about $65 million a
year; is that not correct ¢

Secretary FowrLer. The total overall result—~—

Senator WirLiams. Of the withholding.

Secretary Fowrer. Well, I don’t think it will end up in any differ-

ence as far as——

59-593—66——15
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Senator Wirriams. Not as far as the tax is concerned. The $65
million amount, as I understand it based on the committee report

Secretary FowrLer. Yes; but T think those totals, Senator, obscure
the fact that for different people there will be different. results.

Senator Wirriams, That is right.

Secretary Fowrer. The table on page 4 of the staff summary of the
bill indicates that there will be a substantial reduction in the amount
of overwithholding, a substantial reduction in the amount of under-
withholding, and a substantial increase in the number of people, as
Senator Long indicated, who are pretty well at the break even.

Senator Wrrrranss. Iaccept that.

But speaking from a mathematics point of view. The first year,
1967, you will pick up an additional amount of approximately $220
million under this withholding provision as passed by the House; is
that correct?

Secretary Fowrer., $210 million.

Senator WrLriams. In 1968, you don’t pick up any money but youn
lose $290 million, do you not ?

Secretary FowrLer. That is correct.

Senator Wirrtams. So you actually lose revenue in fiscal 1968 as a
result of what we are doing ?

Secretarv FowrLer. Yes.

Senator Wirrrans. Then in 1969, 1970, and the years thereafter
there is a $65 million difference when it gets hack on the even keel;
is that right ?

Secretary Fowrer. Yes; that isright.

T think this measure is one wh'ch results in a good structural change
in the method of tax collection and one that is more appropriate to
take at this time in view of the revenue situation and the economy than
it would be at some other time v'her there would be some worry about
its adverse effect.

Senator Wirriams, In other words, it would draw $220 million
from the economy during 1967 when you would like to draw from the
economy ?

Secretary Fowrer. Thatisright.

Senator Winriams. $220 million?

Secretary FowLer. Approximately.

Senator Wiiriams. This is to combat this inflation which some

ilon’t want to recognize, and which the mischiefmakers say we don’t
have,
" Secretary FowrLer. I wouldn’t put it that way. I would say that a
primary purpose is to affect a permanent structural change in the col-
Tection system. The incidental fact that it has this impact at this time
is appropriate and not something to be concerned about—as we were
Jast spring when we considered whether or not the imposition of 2
graduated withholding system would have an adverse effect. -

Senator Wirriams. And the fact that $220 million—-

Sflcretary Fowrer. If it has any affect on the economy, it will be

ood. - ;
£ Senator Wirriams. The $220 million extra that we will take in dur-
ing 1967 will be offset by $290 million lost in revenue in 1968, and the
fgclt; t,;mt this happens to be an election year is only incidental, is that
right?
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Secretary Fowrgr., Only incidental. I never thought of it until this
minute, Senator Williams. . )

Senator WiLLiass. I am sure of that, just as when the withholding
rate was reduced from 14 percent during the 1964 election year. The
fact that it provided lower taxes in an election year and extra pay-
ments in the year after was again only incidental. .

Secretary FowLer. Senator Williams, I went back into private life
in April, 1964, so I was unaware of an election.

Senator WiLriams. I won’t hold you responsible for it.

Senator McCarruy. Ifthe Senator will yield.

We Democrats look to what happened to the Republicans after they
cut taxes in the 80th Congress. It didn’t help them very much in the
next election. Apart from the economic considerations, from a purely
political point of view, there would be no reason to believe that re-
dlucing taxes in an election year would be of any help at all, would
there ? -

Secretary Fowrer. I think, Senator, the changing of taxes up or
down is a perilous business.

Senator McCarruy. In fact, I think it is almost politically more
difficult to explain tax reductions than it is to explain tax increases.

Secretary Fowrer, I have had the greatest difficulty.

Senator McCarrry. We observed that in the great cut of 1964 some
people preferred to be relatively better off than their neighbors rather
than to have both their neighbors and themselves to be absolutely
better off.

Secretary Fowwrer. It seemed to be a real problem.

Senator WiLrtasms. Now that we are being told that tax reductions
do not help politically, we might also say that this crew style tax cut
of the Great Society that went into effect January 1 and is now being
repeated 12 days later, didn’t help either the political situation or the
taxpayers.

Senator McCarriy. Could I ask the Secretary this question: Let's
assume that the excise tax change you are proposing is not approved
by this committee, do you have a fallback provision? Are there any
other taxes that you have as a second choice, that we might increase to
raise an equivalent amount of revenue?

Secretary Fowrer. No, I don’t have any fallback position. In that
event I think that would be a factor that would expedite our con-
tingency planning to some extent.

Senator McCartry. You don’t want to make any suggestion? Do
you want to leave it up tous?

Secretary Fowrer. I will leave it up to the wisdom of the committee.
I know they will replenish the revenue to the extent that they can.

Senator McCarruy. If we didn’t give you the $1 billion if we used
our own discretion to raise $1 billion by putting on our own taxes, do
you think we would do more harm than if we didn’t give you the $1
bhillion in excise taxes? )

Secretary FowrLer. I would get some taxes from some other source.

Senator McCarray. You would leave it to the committee? :

Secretary FowrLer. I would leave it to the committee.

Senator McCarrry. I appreciate the confidence. It is a rather
limited confidence.
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The Cuamrman. Thank you, Mr. Secretary.

Senator Caruson. Before you conclude this hearing, I would like to
state I was unable to be here when the Secretary made his statement
and answered some of these questions, and T shall read the transcript
at the earliest opportunity.

Secretary Fowrer, Thank you, Senator Carlson.

The Cuamman. Thank you, Mr. Secretary. You have testified
before us for 3 days now and that is about 10 hours on the witness stand
and we appreciate very much your testimony, and in my judgment you
are doing a forthright answer to every question that has been asked
and we appreciate your advice here.

Secretary Fowrer. Thank you, sir.

The CuHamrMan. That concludes the session this morning, and we
have an executive session scheduled at 10:30 of this committee.

Senator Risicorr. Mr. Secretary, and, Mr. Chairman, I would like
to tell you that I intend to offer an amendinent to this bill on the floor
for tax credit for college tuition. It involves a substantial sum of
money and has a lot of interest, both in the country, and in the Senate,
I believe, and I would imagine that you would be violently opposed to
it this year, too.

Secretary FowLer. I was asked at the House Ways and Means Com-
mittee by, I believe, Congressman Curtis—he has known of my long
interest and deep concern with manpower training and retraining—
whether the Treasury would favor a tax credit in connection with his
human resources development bill. I replied to him in much the vain
that I must reply to you, that given the conditions that we have today
it will have to be the position of this Department to oppose any meas-
ure that involves a substantial reduction in taxes for any group or
individuals. As I understand your proposal, the amounts involved
certainly qualify within the meaning of the term substantial.

Senator Risrcorr. It is substantial.

Secretary FowrLer. And, therefore, we would be opposed for that
reason, over and above the other reasons you are familiar with which
were the basis of our opposition to this proposal when it came up in
connection with the 1964 tax reduction bill.

Senator Risrcorr. Well, I feel one of these days, the Congress will
pass it. I believe, in almost all your tax programs, the middle income
groups are being short-changed and very little is ever proposed that
would be helpful to them. I did want to put you on notice and also
the Chairman that there will be another fight on this on the floor. I
will offer this as an amendment to the bill when it comes to the floor.

I just wanted to tell you, in fairness.

Secretary Fowrer. I think for all the reasons, Senator, that we have
been opposed to your bill before, there is now the additional reason
that I just don’t think it is the time for tax reduction in any substan-
tial amount to be considered.

Senator Risicorr. Of course my only reply to you is it never is the
season. It wasn’t this year. Last year when you were cutting taxes
it wasn’t the season either.

Secretary Fowrer. No.

Senator Ripicorr. Now that you want more taxes it isn’t the season

now.
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Secretary FowrLer. No, we had substantive reasons for our opposi-
tion then. I say there is only the additional reason now. I hope your
continued advocacy of this measure would be more for the record
than

Senator Risicorr. It is not for the record. I can assure you it will
not be for the record. It had quite a few votes last time an({ I hope to
have same thing this time,

Senator McCarriry. Mr. Secretary, I reassure you I don’t intend to
offer any amendments of head-of-household treatment to people over 35.

The Cuamrman. Would you give us your estimate about how much
the matter would cost? Ifyoucun’t give it to usnow

Secretary Fowrer. It isapproximately a billion dollars.

Senator Risicorr. I would say between $700 million to a billion.

Secretary Fowrer. $700 million to a billion were estimates pre})ared
over the last several years. The cost goes up as college enrollment
increases.

The Cuairman. In full operation, it would cost more than that.
It would be maybe $2 billion.

Secretary Fowrer. The cost will go up as college population and
tuition costs increase.

Senator Risicorr. If prosperity goes up, but suppose this went into
effect, not in 1967 but in 1968. In other words, suppose we amended
it to be effective in 1968 instead of 1967. I am not saying that I
would contemplate that, but would you still be opposed to 1t?

Secretary FowrLer. Oh, yes. Tax reduction should not be consid-
ered in piecemeal fashion. I have a very great concern, as you know
my predecessor did, that in connection with further tax reduction
consideration should be given to the impact of the tax system on the
low-income groups. I think if any priority is to be given in tax reduc-
tion, the first priority should be %iven to the low-income group.

Senator Harrke. Do you prefer the Hartke-McCarthy plan, di-
rect subsidy to the students of tax subsidy ?

Secretary FowLer. Very strong advocate.

Senator Risrcorr. Would you be opposed to that amendment ?

Secretary Fowrer. Considering the general budgetary considera-
tions, I would have to be opposed to anything that would add, sub-
stantially to the President’s budget as presented at this time.

Senator Smarners. Let me just say this, I want to claim a little
parenthood with respect to this proposal of Senator Ribicoff. I in-
troduced an amendment 12 years ago, I think it was, on this same
matter without any success then, and at one time—of course I know it
depends upon how far you go but it cost $5 billion, I was told—and one
of the reasons that they talked me out of it was because of that fact.

Then I have since subsequently been advised that now with respect
to education, that the educational recommendation made by the ad-
ministration and adopted into the law have been such now that most
any boy and particularly the low-income boy can get an educaticn,
and the ones who can afford to send their children anyway, don’t y.ar-
ticularly need it.

I still have great sympathy for it, but I support the administra-
tion’s position on it.
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I did want you to know that at one time I was one of the fathers;
there were many fathers of this kind of legislation.

The Crairyan. Mr. Secretary, the committee has received a great
many inquiries from tax-exempt organizations urging a uniform ex-
emption from excise taxes for all tax-exempt organizations which are
publicly supported and to which 30 percent charitable contributions
can be made. I note that the House bill includes a new exemption from
the communications tax for private hospitals. What is your advice as
to the advisability of extending this exemption ?

Secretary Fowrrr. In our view, this is not the appropriate time to
consider revenue losing measures. The increased revenues which
would result from enactment of this bill are necessary in light of the
current economic and fiscal situation. It is inconsistent with this goal
to add measures which will reduce revenues at this time.

In addition to the revenue implications of this suggestion, there are
serious policy issues involved in the question of exempting various
organizations from the excise taxes. Aside from the telephone and
automobile taxes which are scheduled for gradual reduction, the excise
taxes which would be affected are ones which are in the nature of user
charges, regulatory taxes, and sumptuary taxes. It isinconsistent with
the purpose of these taxes to exempt from them a large number of
organizations. For example, the principle behind user taxes, such as
those which are devoted to the highway trust fund, is to recoup the
costs of certain programs from those who benefit from them. Within
this context, there is little logic for exempting a particular class of
users merely because of their income tax classification. i

- Moreover, granting exemptions to a large number of organizations
would substantially increase the administrative burdens for the busi-
nesses on whom the excise taxes are imposed. They would have to
process many requests for exempt sales which would involve extensive
paperwork.  Similarly, verification problems for the Internal Revenue
Service would be substantial.

Finally, adoption of this suggestion would not end the issue. Past
experience has proven that it would merely provide an impetus for still
other types of organizations or businesses to press for similar relief
in the future. The usual argument advanced is that an exemption is
needed for any organization or business which performs functions
similar to those of an organization that is already exempt. The ex-
emntion in the House bill for nonprofit hospitals was requested on just
such a ground. The result can only be a further erosion of the tax
base. As I have indicated, this is especially inconsistent with the
philosophy of most of the remaining taxes. Perhaps the most sensible
solntion at this time is to remove the limited and selective exemptions
now in the law rather than add to them. :

- The CuamrMAN. At this point, without objection, I should like to
submit several statements and letters for inclusion in the printed
record.

That concludes the hearing, and we will now go into executive
session. )

(Whereupon, at 10:45 a.m., the committee recessed, to reconvene in
executive session.)
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StaMFORD, CONN., January 18, 1966.
Hon, RusseLL LoNg,
/.8, Scnate,
Washington, D.C.

DEear Sir: If the 10-percent Federal excise tax on telephone service is to be
restored, is there any possibility of an amendment to exempt the Nation's non-
profit hospitals?

Since schools have long been exempt and since all governmental hospitals al-
ways have been exempt, it is believed that this would correct a longstanding
inequity, which never was the intention of the Congress.

In a 1962 letter to me, the Assistant Secretary of the Treasury said that his
department would oppose any exemption for hospitals on the same grounds that
it opposed the exemption for schools,

Undeniably, I have an ax to grind, as this letterhead muakes obvious, but in
my opinion the Government has an interest in keeping hospital costs as low as
pussible, particularly since medicare, that may be more important than the
small amount of Iederal revenue that would be lost,

Sincerely yours,
Davip V. SHAWw,

BEymprine CoMMUNICATIONS Co.,
Eugcene, Oreg., January 26, 1966,
Hon, RusseLL Long,
Chairman, Scnate Finance Committee,
Nenate Office Building, Washington, D.C,

Dear Sir: If it becomes necessary to reimpose the excise tax on communica-
tions, would you please consider the following:

A tax on radio common carrier messages and equipment is an extremely dis-
criminatory tax. No other segment of radio communication industry pays any
tax. There is no tax on the equipment or use of radio for private radio com-
munications either at the manufacturer level or user level that in even the slight-
est fashion equals the communication excise tax.

For years, RCC owners have been collecting the excise tax from the user-
subscriber in the face of severe competition from nonprofit cooperatives and
individual users of privately licensed radio systems. A like comparison in the
transportation field would exist if the only tax to be levied was on the common
carrier passenger service with no highway, gasoline, and license tax being col-
lected from private automobile and similar users,

May I cite a few examples?

An RCC charges a customer $30 a month per unit which includes message
service and equipment. Total present tax is currently $0.90 and would be
%3 if the previous rate of 10 percent is restored temporarily. A private user
obtains a license from the FCC and uses the equipment free of tax and pays
no tax on the purchase of the equipment.

Now let's look a little further, The $30 a month per unit which includes
message service is broken down as follows: $10 message service, $20 equip-
ment rental. If the subscriber owns his equipment or rents or leases from a
manufacturer or some other source, he still does not pay a tax on the equipment
rental. The subscriber pays the full tax only if the equipment is rented from the
radio common carrier.

Another example is the person who, with others, operates a cooperative message
service. The service charge is $12.50 a month for station operator and message
service. Equipment and maintenance is furnished for an additional $18 to $20
a month from any one of a number of sources. No tax is collected for either of
the charges.

The total amount of excise tax on RCC services to be collected at the old
(10 percent) rate would be figured only in the thousands of dollars per month
not even tens of thousands, While this does not amount to anything in terms of
the millions collected on telephone service, it has a very damaging effect on our
radio common carrier,

We plead for a fairer and more equitable treatment, Eliminate all tax on
radio common carrier service and equipment.

Sincerely yours,
Lesvie F. SMITH, Jr., President.
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TAcoMA, WASH., February 1, 1966.
Hon. RusseLL B, Long, of Louisiana,
U.8. Senate,
Washington, D.C.

DEAR, SENATOR LoNG: “Painless method for increasing withholding-tax pay-
ments.’

In 1965 I had an extended correspondence with Dr. L. N. Woodward, chief of
staff, Joint Committee on Internal Revenue Taxation, on a proposal to incrense
withholding-tax payments. He suggested that I should bring my proposal to
the attention of members of the tax-writing committees.

Employees are now subject to a 4.2-percent social security-medicare levy on
the first $6,600 of their income. Once they paid this levy on $6,600 wages, the
deduction stops. My suggestion was to ask employers to continue to deduct
the 4.2-percent levy after the maximum social security contribution has been

paid in full but credit withholding taxes.

) Under the present law, once an employee receives $6,000 income, his after-
tax paycheck suddenly increases (this happens on April 1 for a $26,500 man, on
November 1 for an $8,000 man). Under the new proposal, the employee’s after-
tax paycheck would be unchanged the year round. The employer would note,
as he does today, when the employer passes the $6,600 mark, stops the social
security tax but increases the employees withholding tax with the same amount.

The chief advantages of this method are simplicity, painlessness, and ease of
understanding. The potential drawback of this method is the possibility of
some underwithholding and overwithholding. Both conditions exist, of course,
with any system of withholding. Under the Treasury’s proposed gradunated
withholding tax rates, the dangers of overwithholding increase.

The continuation of the 4.2-percent deduction as additional withholding income
tax would achieve most, if not all, the objectives the Treasury is seeking.
Underwithholding would be minimized. Overwithholding would be also mini-
mal. What overwithholding would happen, would necessarily happen in the
last quarter (more likely the last month) of the year. A quick refund is avail-
able now and it could be accelerated.

The staff of the Internal Revenue Taxation Committee very kindly made
extena;,ive research into this plan. I am sure it is available to you from the
committee,

Sincerely,
JoHN PARKANY,

Ph. D. (Economics), Columbia University.

UNITED FOUNDATION,
Detroit, Mich., February 14, 1966.
Hon. RusseLL B, Long,
Chairman, Scnate Finance Committee, .
U.S. Senate, Washington, D.C.

DeAr SENATOR LoNG: It has come to our attention that your committee has
under consideration at the present time certain proposals to increase certain
excise tax rates which have been placed on a decreasing scale by the Excise
Reduction Act of 1965.

You may recall that William H. Bulkeley, president, National Social Welfare
Assembly, testified before the House Ways and Means Committee on this sub-
Ject in July 1964 on behalf of some 40 national health and welfare voluntary
organizations. We take this opportunity to endorse Mr, Bulkeley’s recommen-
dation urging an end to the discriminatory pattern of exemption from excise
taxes under present law and the recommendation that all publicly supported
organizations exempt from taxation as described in section 501(c) (3) of the
Internal Revenue Code be exempted from the payment of retailers’ and manu-
facttiu'ers’ excise taxes and the tax on communication and transportation
services,

We would suggest to you that this might be accomplished by a simple amend-
ment providing any organization which falls into any of the definitional cate-
gories of section 170(b) (1) (A) of the Internal Revenue Code shall be exempt
from all of the above-described excise taxes.”

We urge you and your committee to include such an amendment, the result of
which would effectively clean up what is now a statutory jungle.

Sincerely.
' JaMEs L, BLEAN,

Assistant Secretary-Treasurer.
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UNITED COMMUNITY FUNDS AND COUNCILS OF AMERICA, INC,,
New York, N.Y., February 14, 1966.
Hon. RusseLL B. LoNg,
Chairman, Finance Committee,
Senate of the United States,
Washington, D.C.

DEAR SENATOR LoNG: From time to time over the past 8 years our organiza-
tion, in company with many other charitable groups, has sought the same exemy-
tion from excise taxes enjoyed by hospitals, private schools and colleges, the
Red Crosg and State and local government. When the Excise Reduction Act
of 1965 was being written, we were told that since most of the excise taxes were
being eliminated, an exemption was no longer necessary.

Now the President has asked for the restoration of the manufacturer’s excise
tax on automobiles and the tax on telephone communications. Indications are
that the Ways and Means Committee will report favorably to the House on this
proposal and that your committee will be asked to act speedily on the bill passed
by the House,

Consequently, we take this means of requesting that there be incorporated in
the text of the bill an exemption for all charitable and other organizations, con-
tributions to which are deductible under section 170(b) (1) (A) of the Internal
Revenue Code. Thig would eliminate the discriminatory treatment to which
some charitable organizations have been subjected for many years and would
be consistent with the action taken in the 1964 Revenue Act to accord uniform
treatment to colleges, hospitals, publicly supported charitable organizations,
churches, ete., under the Internal Revenue Code.

It may be that such an exemption will be contained in the bill as it is enacted
by the House. If it is, we would hope the Senate Finance Committee would
retain it in the text to be recommended to the Senate. If it is not, we would
urge your committee to incorporate an amendment to this effect.

Sincerely yours,
LyMan S. Forp,
Eaxccutive Director.

AMSTERDAM CoMMUNITY CHEST, INC,
Amsterdam, N.Y., February 14, 1966.
Senator RusseLL B, LoNg,
Chairman, Senate Finance Committece,
U.8. Senate Office Building,
Washington, D.C.

DEAR SENATOR LoNG : We understand that at the present time there are certain
proposals before Congress to restore certain excise taxes which would affect
public and private charitable organizations.

The present regulations seem to be unfair in that they qualify some nonprofit
organizations for this exemption, but do not do it for others.

May we suggest that the proposed amendment be so worded as to provide
that any organization that falls into any of the definitional categories of section
170(b) (1) (A) of the Internal Revenue Code shall be exempt from all of the
above-described excise taxes,

This section 170(b) (1) (A), as you know, relates to the deductibility of con-
tributions and describes in its various subparagraphs all the categories of
organizations which qualify for the so-called 30-percent limitation as to con-
tribution deductibility.

The simple expedient of incorporating this brief and uncomplicated amend-
ment into the bill, which will increase the excise taxes on the purchase of
automobiles and the use of telephones, would accomplish a much desired end
for charitable organizations such as the Community Chest and United Fund,

Respectfully yours,
WiLriaMm A, WiLbE, Jr., President.
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UNITED CRUSADE, SACRAMENTO AREA,
Sacramento, Calif., February 11, 1966.
Hon, RussEeLL B, LoNg,
Chatrman, Senate Finance Committee,
U.8. Senate, Washington, D.C.

Sir: We understand the House Ways and Means Committee is now studying
proposals which could reverse the intent of the Excise Reduction Act of 1965
and that excise tax rates on such things as automobiles and telephone communi-
cations might be increased, rather than decreased.

This renews the concern of the local and national voluntary health and
welfare organizations about the inconsistencies and discriminatory exemptions
involved in the excise tax program.

If it seems to be necessary to increase excise taxes, may we urge your commit-
tee to eliminate some of the inconsistencies by adopting section 170(b) (1) (A)
of the Internal Revenue Code as the definition of “exempt organizations.”

L It is our understanding such a redefinition would result in very minor revenue
0sses,
Very truly yours,
RicuAarp W, HELDRIDGE, President.

NATIONAL ASSOCIATION OF MANUFACTURERS,
New York, N.Y., February 23, 1966.
Hon. RusseLL B, LoNGo,
Chairman, Committee on Finance,
U.S. Senate,
Washington, D.C.

My DEAR MR. CHAIRMAN : The National Association of Manufacturers wishes
to again state its view that selective excise taxes to raise general revenue are
diseriminatory and should be eliminated from the Federal tax system. We
were especially gratified that the Congress, in enacting the Excise Tax Reduc-
tion Act of 1965, provided for the elimination of practically all existing exclse
taxes except those earmarked for special purposes and the so-called sumptuary
taxes.

Our current concern is the part of H.R. 12752, the Tax Adjustment Act of
1966, now before the Committee on Finance, which would temporarily reimpose
auto and telephone execise tax reductions which took effect on January 1, 1966,
and place a moratorium on further reductions until April 1968. We, of course,
are not in a position to refute or contest the reasons advanced for this action.
However, we do wish to express our support for the provisions of H.R. 12752,
under which the auto and telephone rates would revert in April 1968 to the levels
provided in the 1965 act for January 1968 and thereafter be reduced as scheduled
in that act. We urge your retention of these provisions.

We respectfully ask that this letter be made part of the record of your com-
mittee’s hearings.

Sincerely,
‘W. P. GULLANDER.

AMERICAN HOSPITAL ASSOCIATION,
WASHINGTON SERVICE BUREAU,
Washington, D.C., February 25, 1966.
Hon. Russerrn B. T.ong,
Chairman, Committec on Finance,
Senate Office Building,
Washington, D.C.

DeAr MR. CHAIRMAN @ Your committee has before it H.R. 12752, the Tax Ad-
Justment Act of 1966, which was passed by the House of Representatives on
February 23, 1966. On behalf of the American Hospital Association, whose
members number about 90 percent of the Nation’s hospitals, I should like to
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call your attention to section 202(b) of the bill. It provides an exemption from
the excise tax on telephone and teletypewriter services furnished to voluntary
nonprofit hospitals. We urge you to act favorably on this much needed exemp-
tion. The following comments are intended to explain the imperative nature
of the measure.

The costs of operating hospitals must be borne by the patients, purchasers
of hospital insurance, subscribers to hospital prepayment plans, Government
agencies, charitable donors, or whoever actually pays for the patients’ hospitali-
zation. In the case of excise taxes on telephone services, we estimate that at the
10-percent level the voluntary nonprofit hospitals of this country which have been
subject to the tax would be paying out about $6 million per year; at the 3-percent
rate now in effect, these hospitals would expend about $1.8 million a year. At
either level of tax, the burden has been hard to justify because it falls primarily
upon sick people whose costs of illness are already extremely high.

Your committee labored long and well to produce Public Law 89-97. Under
this legislation, commencing July 1, 1966, the Federal Government will be assum-
ing most of the hospital costs of the aged and, as a consequence, will be paying
an estimated 23 percent of the hospital bills in non-IFederal short-term hospitals.
It is in the best interests of the Federal Government to avold any unnecessary
strain upon the hospital insurance trust fund created by Public Law 89-97.
Certainly, the excise tax upon hospital telephone service provides no benefits to
the patient. To tax hospitals in this way increases the cost of hospital care as
well as the financial demands upon the many Government programs which pur-
chase hospital care for their beneficiaries—all without centributing anything to
improve the care of any patients.

We must point out that governmental hospitals, whether Federal, State or
local, already enjoy a statutory exemption from the obligation to pay excise taxes
on telephone service. There is, of course, no discernible difference to the pa-
tient as between governmental and nongovernmental nonprofit hospitals. It is
patently unrair to tax one kind of hospital and not the other since the burden
talls upon the innocent patients whose physlclans have chosen to place them in
nongovernmental hospitals. The solution is to exempt all nonprofit hospitals
from excise tax burdens. This is the intent of section 202 (b) of the Tax Adjust-
ment Act of 1966 (H.R. 12752), as approved by the House, relative to the telephone
taxes,

For some years now the excise tax statutes have contained an exemption for
nonprofit educational institutions, Although many voluntary nonprofit hospitals
conduct extensive educational programs, they generally have not qualified as
educational institutions for purposes of enjoying the exemption from payment of
certain excise taxes. Here, again, there has been a discrimination against hospi-
tals which is impossible to justify. After all, hospitalized patients are as much
in need of keeping down the cost of 'their care as students in private nonprofit
education institutions are in need of restraints on the rise of their tuition rates.

The amount of money at issue in the telephone tax matter is a few million
dollars a year. To the hospitals and their patients this is a significant sum,
but to the Treasury it is not. We suggest that the Treasury, in the national
interest, would do well to abandon this oppressive and troublesome tax in order
to provide some small relief to the financially strained patients being cared for
in the Na'tion’s voluntary nonprofit hospitals.

For the foregoing reasons the American Hospital Association respectfully
requests that the specific exemption granted to voluntary nonprofit hospitals in
gection 202(b) of H.R. 12752 be approved by the Senate Finance Committee.
Hospitals had been willing to endure the current 3-percent rate on telephone
service in the knowledge that within less than 3 years it would be reduced to
zero. With a threatened restoration of the 10-percent tax, however, we must
reemphasize our plea that excise taxes upon goods and services purchased by
nonprofit hospitals are completely unjustified under any rational theory.

We would like this letter to be included as a part of the record hearings on
H.R. 12752,

Sincerely yours,
KENNETH WILLIAMSON,
Associate Director.
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CHICAGO ASSOCIATION OF COMMERCE AND INDUSTRY,
Chicago, Ill., February 28, 1966.
Hon, RusseLL B, Long,
Chairman, Senate Finance Committec,
U.S. Senate,
Washington, D.C.

DEAR MR. CHAIRMAN : Because of the current need for revenue for defense pur-
poses, the Chicago Association of Commerce and Industry does not oppose the
enactment of H.R. 12752—the Tax Adjustmment Act of 1966.

The association members believe most strongly, however, that while defense
requirements remain at the current high level, there must be a substantial curtail-
ment of nonessential expenditures. They also believe that any tax increase
must be temporary in nature and must be based solely on defense requirements,

Respectfully submitted.

WALKER WINTER,
Yice President, Government Affairs Division,

AMERICAN TELEPHONE & TELEGRAPH CoO.,
New York, N.X., February 25, 1966.
Hon. RusseLy B. LoNg,
Chairman, Senate Finance Committce,
Washington, D.C.

My DEAR MR, LoNa: This statement is respectfully submitted on behalf of the
telephone companies of the Bell System to express our regret that an increase
in the excise tax on local and long-distance telephone and teletypewriter services
is under consideration by the Congress,

The proposed increase in the telephone excise tax contained in the Tax Adjust-
ment Act of 1966 (H.R, 12752) will again postpone the direct benefits of the
recently enacted tax reduction which the 45 million residential and business cus-
tomers of the Bell System have waited so long to receive. 'We fully recognize the
country’s need for additional revenues during the Vietnam emergency, but there
will be keen disappointment among our customers that reimposing the full 10-per-
cent tax on telephone service has been chosen as a means of obtaining a substan-
tial portion of these revenues.

If excise taxes on telephone service are to be increased in the present emergency,
we earnestly request that the emergency and temporary nature of the increase
be made clear in the committee reports accompanying the legislative proposal.
The bill as passed by the House of Representatives would provide for a reduction
of the proposed 10-percent rate to 1 percent for the 9 months of 1968, and for
complete elimination by 1969, If the 10-percent rate is reinstituted, we strongly
urge that the tax on telephone service be entirely repealed effective April 1, 1968,
inasmuch as the revenue effect would be relatively minor and such action would
eliminate the cost of billing, collecting and remitting the tax. If additional rev-
enues are still needed beyond that date, a solution other than continuing a dis-
criminatory tax on telephone service should be found.

We have previously testified before your committee and before the Ways and
Means Committee on a number of occasions urging the repeal of the telephone
excise tax. The principal reasons we submitted in support of the repeal were:
(1) The impact of the tax is heaviest on lower income groups, (2) the tax is
levied on a necessity, (3) telephone service is the only household utility service
on which Federal excise tax is still imposed, (4) the tax adds to an already heavy
tax burden carried by users of telephone service and (5) it has been emphatically
indicated that the public generally regards this tax as unfair and discriminatory,
especially as it applies to a service that is an essential, not a luxury. These
reasons are equally applicable today.

We earnestly hope that whatever action is taken, your committee will give full
recognition to the discriminatory nature of this undesirable tax.

Sincerely yours,
A. L. Srtorr,
Vice President and Comptroller,
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STATEMENT BY E. 8, HALL, Pu. B, B.S. (M.E.), EcoNoMI18T, RESEARCH ENGINEER,
PATENT ATTORNEY, FREEDOM, INC., FARMINGTON, CONN.

I agree on the need for more revenue, but believe there’s a better way to get
it—a tax way out of inflation and Vietnam to price stability and peace.

1. Communists, brainwashed by Karl Marx, fanatically believe it is their mis-
sion to liberate nations from capitalism and socialize the world. Neither months
nor years nor decades of killing Communists in Vietnam can convince them they
are wrong, but a right idea could. As Victor Hugo put it, “No army is as power-
ful as an idea whose time has come,”

2. Government spending has given us 5 years of prosperity, but (referring to
the following equation) when deficit spending raises the numerator, dollars,

number of dollars spent
number of units of commodities paid for

faster than business raises the denominator, commodities, the ratio, price rises.
This price rise is commonly called inflation. More precisely, inflation is the
increase in the quantity of money and eredit (relative to the quantity of available
goods) which causes the price rise. Inflatlon weakens the dollar, robs us of
purchasing power, causes strikes for higher wages, hurts our competitive position
in world markets and our balance of payments. Inflation is “the cruelest tax”;
it taxes unmercifully the millions on fixed incomes: pensions, compensation, in-
surance and social security benefits, ete,

3. Inflation doesn’t jnst happen; it’s a crime committed on the theory it is the
way to avoid recession and extend prosperity (but it’s not the only way). Gov-
ernment commits this erime (inflation by deficit spending) because our income
tax law, the Internal Revenue Code of 1954 as amended, is inadequate.
Thousands of pages—yet it cannot even raise enough revenue to keep up with
spending and prevent inflation. Preposterous. We need a new tax code.

4. All the inequities and complexities of the Internal Revenue Code grow from
two unsound roots: (1) indirect taxation, the attempt to tax business; and (2)
“progressive” taxation, the attempt to soak the capitalists and benefit the work-
erd, A direct and proportional (flat percentage) income tax law can be equitable
and simple, but it is not yet politically possible. As long as employees are
independent contractors not receiving their parts of profit or loss, they will vote
for Congressmen who support double taxes on profits and the progressive income

ax.

h. Employees are part of the business. As free people, they own themselves,
They own part of the business, the human part. Why not recognize the fact by
making them limited partners? When employers and employees are limited
partners receiving their respective parts of profit or loss, they will work together
to increase profit and prevent loss. No strikes.

And a simple proportional income tax law will be politically desirable, a real
vote-getter, the freedom tax law for example, a law that will—

(1) Let employers elect to withhold a simple tax on profits, salaries, and
wages (instead of the complex taxes of the Internal Revenue Code of 1954
as amended). Comparisons made from annual reports show that, in a
profitable business, everyone concerned will get a tax cut, a take-home raise.

(2) Let the needy elect to change from partial to total security.

(3) Taxing the broadest tax base (national income) insures lowest rate,
20 percent collecting $110 billion. Adjust the rate currently as an automatic
governor on the price level, Free-market price stability.

6. An example of industrial peace and price stability in the United States will
expose Karl Marx as a quack. Communists and other Socialists will be left
without a mission. Their ideology will collapse. The war in Vietnam—all
“wars of liberation”—will cease. We can lead the world toward peace.

=average price of commodities

U.S. SENATE,
COMMITTEE ON FOREIGN RELATIONS,
February 11, 1966.
Hon. RussgLL B. LoxNg,
Chairman, Finance Commitiee,
U.R. Senate, Washington, D.C.

DeAr MR. CHAIRMAN : Please find enclosed what appears to be a well-reasoned
critique of the workability and practicality of the proposed income tax with-
holding formula, by Mr. Howard W. Anderson, executive secretary-treasurer of
United Food Markets, Inc.
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I would hope that the questions Mr, Anderson raises receive serious considera-
tion when the committee deliberates on the advisability of amending and/or
enacting this legislation.

Yours sincerely, ]
B. B. HICKENLOOPER.

UN1tep Foop MARKETS, INcC.,
Des Moines, lowa, January 24, 1966.
Hon. Senator BOURKE HICKENLOOPER,
Nenate Office Building,
Washington, D.C.

DrarR SENATOR: I have always heard that elected Members of the House and
Senate appreciate receiving thoughtful, constructively critical letters from their
constituents. This will be an attempt at such a type of letter.

In studying the transcript of Treasury Secretary Fowler's tax program, stem-
ming from President Johnson’s state of the Union address, we are greatly con-
cerned with the type of income tax withholding formula which is proposed. It
appears to be unworkable.

In September of 1961, our company came under the provisions of the Federal
wage and hour law for the first time. Up until that time, we had paid our store
employees by cash, at the store, and were only involved with postings to em-
ployees earnings records at company headquarters. After that date, we knew
we would need to initiate payroll at headquarters, as we were now involved with
adequate recordkeeping, regular hours, cvertime hours, ete.

To do payroll centrally, we purchased a National Cash Register “Computronic”
accounting machine, at a cost of $15,000. It is no small undertaking to comply
with all requirements demanded of us relative to income tax withholding, social
security deductions (with ceilings involved), employee benefit deductions, United
Campaign deductions and U.S. Savings Bond deductions, and do all this accu-
rately and still mail payroll checks promptly to all employees. Two additional
vearend functions are also involved ; that of reconciling income tax withholding
per W-2’s for all individuals with the W-3 form, and mailing correct W-2's to
all employees by January 30,

In addition to this, we are required to calculate weekly regular hours, over-
time hours, regular earnings and overtime earnings, and record all this in such
fm(‘lm as will satisfy the Labor Department for the purpose of their periodic
audits.

After using the NCR ‘“Computronic” for only 215 years, we replaced it with
a National Cash Register “395” accounting machine. It replaced some mechan-
ical speeds of the “Computronic” with electronic speeds, and gave us additional
“memory’’ capacity.

One factor leading us to the decision to purchase the “395” was the belief that
the State of Iowa would enact a withholding of income tax law for State pur-
poses. The last Towa Legislature did enact such a law and we have just re-
programed the “395” to take care of this. The “395" had the capacity to handle
the additional job and is performing quite satisfactorily. The “393” was pur-
chased at a cost of $26,325.

The formulas as promulgated by the State Tax Commission gave us problems
in reprograming, but they were at least solvable.

I have serious doubts that the formulas as offered by Treasury Secretary
Fowler are adaptable to an NCR 395 ; $26,325 is about at the upper limits of what
our company can afford to pay for acconnting machine equipment. Cost of
investment is not the key issue, however. The key issue is this: Business must
be furnished with a method of accelerating income tax withholding from indivi-
duals that is workable. Business has always been willing to try to comply with
legislation involving it. We are willing to try in this instance. But the formulas
are ridiculous,

Our “395” is equipped with a card reader that “reads” the fixed data of an
employee, It “reads” that an employee has five exemptions; it knows that each
exemption is worth $13, to be subtracted from gross wages; it makes this compu-
tation electronically and then multiplies that figure by 14 percent, and with-
holding is ealculated correctly.

Fowler’s table A for single people, and table B for married people, is a pro-
gramer’s nightmare. It would not appear that our card reader would have
enough columns (the limitation is 80 columns) to enable us to enter all necessary
fixed data, nor the proper internal capacity to make all the indicated calculations.
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I am not an expert. However, the manufacturers of computer and accounting
machines are experts. They should be asked to appear at your hearings to
testify as to whether or not the task is possible.

The executive branch of government evidently does not care. The legislative
branch of government must care. Congress must satisfy itself that companies
all over the land can do the task that is to be handed to them.

We read that this legislation is to be passed by March 15, and in effect on
May 1. If our equipment will not handle it, we would not be able to receive
delivery of a more sophisticated piece of equipment for over a year, if we ordered
it today, and if we could find a piece of equipment within our financial capability
that would handle it at all,

The Nation’s workers are to be on pay-as-you-go. The budget of the worker’s
Government does not have to meet this lofty goal, however. The Government can
have guns and butter, but at the price of a deficit, and with the smokescreen to
be furnished by accelerated withholding to reduce the apparent size of the
deficit, and by a method that willl create chaos in the office of any employer who
prepares a payroll.

We could do this job, manually. To revert to a manual method in this day
and age would be absurd. It would require more clerical help and our people
would receive their paychecks at least 2 days later than presently.

Wage earners in the State of Iowa, in paying higher social security taxes, in
paying 2 years’ Iowa income tax in 1 year and now to have Federal income tax
be collected on an accelerated basis will have been pretty well thumped. The
President has also reserved to himself the right to ask Congress for increased
rates for Federal income tax.

Companies with accounting machines less sophisticated than ours have an even
greater problem in seeking a solution for payroll preparation.

We will be willing to cooperate with Government in collecting income taxes on
an accelerated basis, but we are making this urgent appeal to the legislative
branch to cause the Treasury Department to rewrite the formula in some work-
able manner, that will be adaptable to our high cost equipment.

If the term “in excess of $200, etc.” could be eliminated from the formula, it
would be helpful. If the wage earner brackets could be based on gross wages,
it would be helpful.

Sincerely yours,
HowARrDp W. ANDERSON,

Ezecutive Secretary-Treasurcr.

SUMMARY OF ATTACHED STATEMENT OF NATIONAL AUTOMOBILE DEALERS
ASSOCIATION

I. H.R. 12752, as passed by the House, would temporarily increase the auto-
mobile excise tax from 6 to 7 percent until March 31, 1968, at which time it would
be reduced from 7 to 2 percent—a reduction at one fell swoop of 5 percentage
points. The tax would be further reduced to 1 percent on January 1, 1969. Addi-
tionally, a 1-percent floor stock tax would be imposed on automobile dealers cover-
ing all new cars in their inventories on the effective date of the legislation.

II. The National Automobile Dealers Association opposes the 1-percent in-
crease in the automobile excise tax. It is a regressive, discriminatory tax
constituting a substantial burden on low-income purchasers of essential trans-
portation while high-income purchasers of luxury items bear no tax burden at
all. It is inequitable to single out the most tax-burdened product in our national
economy for an increase in tax when most other articles carry no tax whatsoever.

III. NADA also opposes the proposed reduction of the auto excise tax from
7 to 2 percent on April 1, 1968. A too sharp reduction in the excise tax at one time
would have the effect of discouraging purchases of automobiles during the interval
preceding the reduction date. Additionally, it would produce severe dislocations
in the used car market.

IV. The proposed 1-percent floor stock tax is opposed for the following reasons:

1. Congress has never, since the first auto excise tax in 1917, imposed a floor
stock tax on automobiles. To do so now would set an unwarranted precedent for
similar action if the tax is increased again in the future,
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2. The tax must be paid by the dealer himself regardless of whether he can
pass it on to the car purchaser. Since this tax will not be shown on the label, it
will be difficult to collect it from the purchaser and the dealer should not be ex-
pected to absorb the increase himself.

3. This inventory tax will burden the dealer with expensive and time-consum-
ing recordkeeping and compliance problems. To add this burden to the already
excessive amount of paperwork required of dealers by Federal, State and local
governments and manufacturers, will compound an already difficult situation,
particularly for small dealers.

4. The mechanics and timing involved in computing the increased tax on units
in inventory on the effective date of the proposed tax increase will create difficult
problems for dealers.

RECOMMENDATION

1. The National Automobile Dealers Association urges the Senate Finance
Committee to strike the 1-percent increase in the auto exeise tax from H.R. 12752,
Such action would, of course, resolve the problems that would be created by the
1-percent floor stock tax.

2. The association also urges the committee to amend H.R. 12752 by phasing
out the tax so that it will not be reduced at any one time by more than 2 per-
centage points.

3. If the committee, in view of the pressing need for revenues, decides to retain
the 1-percent increase in the automobile excise tax, NADA urges the elimination
from H.R. 12752 of the floor stock tax on dealers.

STATEMENT SUBMITTED BY THE NATIONAL AUTOMOBILE DEALERS ASSOCIATION

The National Automobile Dealers Association welcomes the opportunity to
register with this committee its reasons for opposing those portions of the admin-
istration’s 1966 tax program which propose an increase in the automotive excise
tax from 6 to 7 percent for a period of 2 years as well as the imposition
of a floor stock tax of 1 percent on automobile dealers covering all new automo-
biles in their inventory on the effective date of the proposed change in the rate
of tax. As passed by the House on February 23, H.R. 12752, the Tax Adjustment
Act of 1966, contains both of these recommendations of the administration.

The NADA is a national trade organization comprising nearly 22,000 franchised
new car and truck dealers engaged in selling and servicing new cars and trucks
of all makes, domestie and imported, in all 50 States.

Organized in 1917 to represent new car and truck dealers, NADA has long
opposed discriminatory tax on automobiles. Since the imposition of a 3-percent
exeise tax in October 1917, and through all of its 50-year history, NADA has
sourht to remove the evcise tax from one of the most heavily tax-burdened
products in our national economy—the essential family car.

This struggle culminated in a partial victory with the passage last year of the
Fixcise Tax Reduction Act of 1985 which provided for a gradual phaseout, over a
S-year period, of all but 1 percent of the 10 percent automotive excise tax. Our
industry was relieved to see the Congress reduce this tax even though other in-
dustries fared far better. By comparison, the full 10-percent retailers’ excise
taxes on jewelry, furs, toilet preparations, and luggage were repealed completely
in 1!:65 as were most of the manufacturers’ excise taxes and taxes on facilities and
services.

H.R. 12752, as passed by the House, would temporarily increase the automobile
excise tax from its present rate of 6 to 7 percent until March 31, 1968, at which
time it would be reduced from 7 to 2 percent—a reduction at one fell swoop of
5 percentage points, The tax would be further reduced to 1 percent on January 1,
1969. In addition, for the first time in the long history .of the excise tax on auto-
mobiles, the bill imposes a 1-percent floor stock tax on antomobile dealers covering
all new cars in their inventories on the effective date of the legislation.

This association is impelled to express, on behalf of its members and their cus-
tomers, the car-buying publie, its vehement opposition to both the increase in the
automobile excise tax and the imposition of a floor stock tax on our dealers, as
provided in H.R. 12752,

At the outset, we wish to make it crystal clear that the members of our asso-
clation, as loyal Americans, fully recognize the exigencies of the emergency situa-
tion presently confronting our country which require increased Federal revenues
for our Government to meet its commitments in this difficult period of our Na-
tion’s history.
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Our quarrel is not with the question of the need for additional Federal reve-
nues. Rather, it is concerned with the source from which and the method by
which the bill would raise some of these revenues—specifically, the increase by
1 percent of the automotive excise tax for a 2-year period and the imposition of
a floor stock tax on automobiles in dealers’ inventories when the proposed 7-per-
cent rate becomes effective. Our reasons for opposing these two provisions of
H.R, 12752 are set forth below.

I. THE AUTOMOBILE EXCISE TAX INCREASE

It is discriminatory and inequitable to single out an essential commodity for an
increase in tax while ignoring luxury items as an alternative source of needed
revenues.

With the exception of the proposed restoration of the excise tax on telephone
service, only one other industry has been tapped to carry the burden ¢of our in-
creased national defense effort. Other than the purchase of a home, the purchase
of a car represents the biggest single investment by the average taxpayer. Thus,
the amount of excise tax on the present purchase of an autemobile—averaging
approximately $138 on a new vehicle at a tax rate of 6 percent—is a significant
cost factor to all new car purchasers. It is a particularly serious financial con-
sideration to the 215 million new car purchasers each year with incomes of less
than $7,500 per year, for most of whom a car is a necessity, not a luxury. As
to them, the evils of a highly regressive tax will be compounded if the tax rate is
increased from 6 to 7 percent—a jump of approximately $23 in tax.

H.R. 12752 compounds the discrimination and inequity which presently exist
in the excise tax treatment of automobiles vis-a-vis other articles, particularly
those in the luxury category, which bear no tax whatsoever. As noted above, the
10-percent retailers’ excise tax on jewelry and furs was completely eliminated
last year, and the manufacturers’ excise tax on such luxury items as hi-fi and
color television sets, musical instruments, sporting goods, photographic equip-
ment, and other articles has been terminated.

Yet the automobile—a far more essential product than most of those enumer-
ated above—was granted only a 3-percent reduction from the 10-percent tax last
vear and of the remaining 7-percent tax, 6 percent was scheduled for reduction
in gradual stages through 1968, with permanent retention of the final 1 percent
on January 1, 1969.

If equity and fairness are valid criteria in evaluating the Federal excise tax
structure, candor compels us to state that we can find little equity and tess fair-
ness in the proposition that only the purchasers of automobiles and the users
of telephones should be subjected to increased taxes to help the Government
meet its financial needs, while no sacrifice whatever is asked of purchasers of
either luxury items or of other far less essential articles than the automobile or
the telephone. :

The fact that the automobile excise tax is a large revenue producer and is
collected with a minimum of administrative effort on the part of the Government
is a patently flimsy basis on which to justify the selection of the automobile for
further discriminatory tax treatment. To do so violates every maxim of equality
of tax treatment and of fairplay in the levy and collection of taxes.

- II. REDUCTION OF AUTO EXCISE TAX FROM 7 TO 2 PERCENT IN 1968

H.R. 12752 provides for the restoration of the 7-percent automobile excise tax
rate for a 2-year period beginning the day after the date of enactment and ending
on March 31, 1968. The rate will then drop to 2 percent on April 1, 1968, and to 1
percent on January 1, 1969. ‘Under the provisions of the Excise Tax Reduction
Act of 1965, the rate was reduced from 7 to 6 percent on January 1, 1966, and is
scheduled to drop to 4 percent on January 1, 1967 ; to 2 percent on January 1, 1968 ;
and to the permanent level of 1 percent on Janunary 1, 1969, .

In its report on H.R. 12752, the House Ways and Means Committee explained
that the bill provides a 2-year moratorium on these tax reductions scheduled.
under present law, at the end of which period, the rate will revert to the level
which would have been in effect in the absence of the moratorium,

This time schedule is a considerable improvement over the administration’s
recommendation which would have delayed the entire schedule of reductions
until 1968. Nevertheless, the reduction on April 1, 1968, of & percentage points in
the automobile excise tax presents serious problems to the automobile industry..

59-593—66—-16
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Too steep a reduction in the excise tax at one time would have the effect of dis-
couraging purchases of automobiles during the period preceding the reduc'ion
date. Additionally, it would produce severe dislocations in the used car ma.Ket,
Both this committee and the Ways and Means Committee recognized this fact in
their consideration last year of H.R. 8371, the Excise Tax Reduction Act of 1965.
In its report on that bill, the latter committee pointed out :

“* * * there are problems in the passenger car industry making undesirable
too large a decrease in the tax as of any one time. The prices of new cars have
an important bearing, for example, on the prices of used cars in the hands of
dealers and owners. A too sharp reduction in the 10-percent manufacturers’
excise on new automobiles might, therefore, produce severe dislocations in the
used car market. Additionally, any substantial rate reduction scheduled any
appreciable time in advance could be expected to have the effect of discourag-
ing purchases in the interval before the reduction takes place * * *” (H. Rept.
No. 433, p. 18.)

For the same reasons, NADA. is opposed to the reduction of the tax from 7 to
2 percent on April 1, 1968, as provided in H.R, 12752. We would urge your com-
mittee to amend the bill by phasing out the tax so that it will not be reduced at
any one time by more than 2 percentage points,

III, THE FLOOR 8TOCK TAX OF 1 PERCENT

H.R. 12752 imposes a floor stock tax of 1 percent of the manufacturer's or
importer’s price on all new automobliles held in inventory by dealers or dis-
tributors on the day when the 7-percent tax rate becomes effective. This tax
is to be paid by the dealer and is to be collected from him by the manufacturer
or importer.

NADA must register its strenuous objection to this provision of the bill which
would have a serious adverse impact on every member of our association. In
short, it would pose innumerable problems for dealers and would saddle them
with expensive and time-consuming administrative and compliance burdens
which they should not be expected to benr.

It should be emphasized that Congress has never, since the first automobile
excise tax was written into law in 1917, imposed a floor stock tax on automo-
biles. In that connection, a little bit of history is informative. The tax was
increased from 3 to 5 percent in 1919. After its repeal in 1928, it was reimposed
at 3 percent in 1932, increased to 314 percent in 1940 and raised to the perma-
nent rate of 7 percent in 19041. A “temporary” 3-percent increase took place in
1951 and was continued from year to year by successive Excise Tax Extension
Acts. In all this period of time, not once did Congress see fit to impose a floor
stock tax on the automobile, even though in 1956 a floor stock tax was imposed
on trucks, truck trailers, buses, and other articles (sec. 4226, Internal Revenue
Code of 1954).

For Congresg to now impose a floor stock tax would set an unwarranted pre-
cedent for similar action if the automobile excise tax were to be increased again
in the future—a possibility that can hardly be said to be far fetched in the light
of both the past history of the automobile excise tax and the present specious
arguments advanced by the administration to support its case for a “temporary”
increase in the tax this year.

It should also be noted that. the floor stock tax must be paid by the dealer
regardless of whether he can pass it on to the car purchaser. Since this tax
will not be reflected on the car label, it will be difficult to explain it and to
coltect it from the purchaser. Certainly, the dealer should not be expected to
absorb the increase himself and he cannot, in fact, afford to do so.

The retail passenger automobile basiness is an intensively competitive trading
business and our recent experience under the Excise Tax Reduction Act of
1965 indicates conclusively that a dealer cannot fail to pass along tax reductions
to the consumer if he is to be competitive. Dealers also know from long ex-
perience that they cannot pass along to and collect froma the customer charges
not reflected on the price label placed on each passenger car by the manufac-
turer in compliance with Public Law 385-506, the “Automobile Information Dis-
closure Act.” This means that the 1-percent floor stock tax would have to be
wholly, or in great part, absorbed by dealers who are not financially able to
assume this burden.

It is true that the automotive industry has had several extremely good years,
back to back. It is also true that the major automotive manufacturers are all
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reporting recordbreaking sales and after-tax profits. But the profit picture of
the retail automobile merchant is not nearly as rosy and the figures set out
below clearly indicate that he has not enjoyed anywhere near the same pros-
perity, despite recordbreaking sales, as the manufacturers. By way of illus-
tration, the industry average on dealer profits on sales, before taxes (Federal,
State, and local), was 2.2 percent for 1962; 1.9 percent for 1963; 1.8 percent
for 1964 ; and 2.1 percent for 1965. We emphasize that these are pretax figures.
We also emphasize that for 1965, the best sales year the industry has ever had,
some 12 percent of the dealers showed an operating loss. This is twice the
number showing such a loss for 1964.

H.R. 12752 provides that the floor stock tax is to be paid by the dealer on a
date not earlier than 60 days after the date of enactment as indicated in
regulations prescribed by the Secretary of the Treasury or his delegate.

Even assuming that the floor stock tax can be collc:ted from car purchasers,
to the extent that dealers are unable to sell those units in their inventory on the
effective date of the tax increase within the period designated by the regulations
for payment of the floor stock tax, they must tie up sorely needed operating
capital in prepaid excise taxes. This is not an insignificant consideration. At
the end of January of this year, of the 1,394,000 units then in dealer inventory,
NADA'’s research department estimates that approximately 3 percent of these
units were 1965 models produced before August of last year.

A further indication of the burdens imposed on automobile dealers, if the
floor stock provision becomes law, is the fact that, of NADA’s membership of
nearly 22,000 franchised car dealers, our research department has found that
16.5 percent of the dealers employ 1 to 3 persons, 20 percent have 4 to 7 em-
ployees, and 36.4 percent have 8 to 19 employees. Generally speaking, about 11
percent of dealership employees are engaged in clerical and office work. It is
obvious, therefore, that in the smaller dealerships, the burden of computing,
collecting, flling, and paying the floor stock tax will almost certainly fall upon
the dealer himself. To add these problems to the already excessive amount of
bookwork required of such dealers by the nature of the sales transaction of the
automobile, the paperwork requirements imposed by his manufacturer, as well
as the recordkeeping demanded by State and Federal Governments, is without
question compounding an already difficult workload situation for these small,
independent merchants.

The mechanics and timing involved in computing the increased tax on units
in inventory on the effective date of the proposed tax increase will create addi-
tional difficulties for the dealer. In its report on the bill, the Ways and Means
Committee explains the procedural application of the ﬂoor stock tax in the fol-
lowing language:

“ % * A tax of 1 percent of the manufacturer’s (or importer’s) price is im-
posed upon all new automobiles held in stock by dealers or distributors on the
day when the 7-percent-tax rate becomes effective. The tax is to be paid by the
dealer and is to be collected from the dealer by the manufacturer (or importer).
The Secretary of the Treasury will prescribe regulations which will instruct the
dealer to prepare for the manufacturer (or importer) a list of the cars in his
inventory on the day when the 7-percent tax becomes effective together with any
other information needed for the manufacturer (or importer) to determine the
saleg price. The manufacturer (or importer) then will prepare a bill for the
dealer on which he itemizes the floor-stock tax upon each of these automobiles.
The dealer then is to pay this tax to the manufacturer (or importer) who
transmits it to the Government. If a dealer refuses to submit either the informa-
tion or the tax to the manufacturer (or importer), no liability for the tax at-
taches to the manufacturer if he informs the Internal Revenue Service of the
failure. In addition, the manufacturer (or importer) is to provide the dealer
with information the dealer can use to show the customer a close approximation
of the floor-stock tax on each car. This is to be made available on, or shortly
after, the date the floor-stock tax applies. The Treasury Department may au-
thorize the use of averages in any of the above computations to the same extent
as already has been done in the case of the floor-stock refunds. The floor-stock
tax of 1 percent will be paid on a date not earlier than 60 days after the date of
enactment as indicated in regulations prescribed by the Secretary or bis dele-

. gate * * *” (H, Rept. No. 1285, pp. 30 and 31.)

It is immediately evident that this procedure does not an@wer the basic prob-
lem confronting the dealer; namely, computing and explaining the additional
1-percent tax to those who purchase cars in the interval between the effective
date of the tax increase and the time the dealer receives from his manufacturer
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the itemization of the floor-stock tax on each of the automobiles in inventory
on the effective date. It may well be a lengthy period of time before the manu.
facturer can furnish each dealer with this information. Nor does the additional
information to be provided by the manufacturer to the dealer, which is to be
used “to show the customer a close approximation of the flood-stock tax on each
car,” solve this problem unless received by the dealer before the date the floor-
stock tax becomes effective. What information is to be provided theé dealer by
the manufacturer is left vnanswered.

It is beyond the scope of this brief presentation to point out other problems
which readily come to mind in the interpretation and application of the floor-
stock tax as explained in the above-quoted language of the committee’s report.
Suffice it to say, however, that many technical problems will exist.

It is earnestly submitted that a floor-stock tax generating a relatively small
amount of revenue to the Federal Government—roughly $25 million on a new-
car inventory of 1 million units—has no justifiable basis when balanced against
the heavy expenditure of time and money by, and the inconvenience to, both
automobile dealers and thelr manufacturers who are charged with the admin-
istrative burdens of this unwarranted tax, thus making them, in effect, salary-
less employees of the Treasury Department.

The discrimination and inequity so evident in the proposed 1-percent increase
in the excise tax on the most tax-burdened product in our national economy is
difficult to swallow. The addition of a floor-stock tax provision to H.R. 12752
makes it impossible for our members to swallow this bill, and we wish to record
with this committee our vehement opposition to H.R. 12752, as passed by the
House. We earnestly solicit your support in rejecting each of these provisions.

If, however, your committee concludes that it must, in view of the pressing
revenue needs of the Government, legislate a 1-percent increase in the automobile
excise tax, we urge you to reject the floor-stock tax provision of H.R. 12752 in
fairness to the small businessmen who would bear the brunt of this unprece-
dented and unwarranted tax.

[DEALER COPY]
Charge to:
Dealer order No. —.
Ship to (if different from above)
Make : Oldsmobile.
Pinal assembly point: Lansing, Mich.
Vehicle identification No. :(—.

Model: Cutlass Supreme e e e e e e e $2, 816. 00
Destination charge 68. 75
Subtotal - — _— — 2,914,775
Factory-installed options and accessories :
M33 Jetaway variable vane transmission. ..o oo ___ 205. 37
N40 Roto-matic power steering —— 94.79
D31 Glareproof rearview mirror. oo 4.43
Y60 Visor vanity mirror. — 1.69
Tuggage compartment lamp__ . 1.68
Glove box lamp 2. 95
U63 Deluxe radio_ . _________ —— 4. 25
P26 Standard-size whitewall tives_________ - —— 31. 60
P01 wheel aises. . oo - 16. 85
B32 Auxiliary front floor mats —— 6.77
A02 Soft-ray tinted windshield.._.. 19. 49
A39 Deluxe front and rear seat belts—includes retracting. . _..__ 14.74

The following items, options or accessories on some other models, are
standard equipment on this model vehicle: A65 custom sport seat,
B30 wall-to-wall floor carpeting, B50 foam-padded front seat cush-
ion, B52 foam-padded rear seat cushion, B80 chrome roof drip mold-
ings, N30 deluxe steering wheel, 028 ash tray lamp, Y67 deluxe in-
terior equipment.

‘Total options and accessories..... ' 484.61
Total ) y . 13,379.36

1 Based on reduced excise tax rate effective June 22, 1965.
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OLpsMOBILE DivisioN, GENERAL Mortors Core,, LaNsINGg, MicH.

Cutlass Supreme:

Suggested retail price. ... . $2, 846. 00
Dealer billing price - - - oo oo e 2, 154. 60
E.O.H. (7.24 percent) - - o oo 1586. 00
Code Accessories, options, and extras Suggested | Dealer price E.O.H.
retail price

Tinted windshield. . ..o $19, 49 $14.10 $0.99
Partial floor mats._ - 6.77 3,90 .27
Jetaway transmisslo 205. 37 148.20 10.37
Wheel (iiscs ......... 16.85 12,20 .85
Deluxe radio_...._. 64,25 46,40 1325
Deluxe seat belts. 14.74 10.60 .74
Tilt mirror._..... 4.43 2. 60 .18

Power steering........_... 94,70 8. 40 4.7
Standard whiteside wall tir - 31.60 22.80 1.60
Accessory Packsge. ..o oooo oo 6.32 4.50 1.32

t 7 percent.

Suggested retail price. - o o eeicaana $3, 379. 36
Hold back . - e 53.20
Total car and accessories, options, and equipment_ . . _____.___.__._.__ 2, 488. 30
Total, E.O.H. amount. ... e 179. 36
Destination amount. . - L icmcnanana 68.75
Invoice amount. ..o e em—— e ———————— 2,736.41

Date shipped, October 18, 1965; date of note, October 25, 1965; date of exccution,

October 18, 1965.
CARr INvoice, DeALER’S CopY

Sold to General Motors Acceptance Corp. (grantee).

Shipped to dealer and destination shown above.

Terms: No cash, promissory note, copy attached, payable at the office of
General Motors Acceptance Corp., designated below.

Notice to consignee (important).~—When accepting delivery of this shipment
be sure to examine car carefully and have shortage or damage noted on your
delivery receipt to carrier; also be sure to secure seal record on all doors (side and
end) on rail shipments. We cannot assume responsibility for loss or damage to
cla;'_s in transit, unless notation of shortage or damage is noted when accepting
delivery.

Instructions to dealers.—Fill in the wholesale release order on the reverse side
of your promissory note copy and attach it to your remittance when releasing
car from trust. Amount due on car is shown above, to which amount must be
added the applicable flat charge and interest. Interest accrues from the interest
date indicated above to date of payment. To release car for demonstration,
follow instructions shown in the current GMAC demonstration agreement,

“We hereby certify that these goods were produced in compliance with all
applicable requirements of sections 6, 7, and 12 of the Fair Labor Standards Act,
as amended, and of regulations and orders of the U.S. Department of Labor
issued under section 14 thereof.”

MACHINERY & ALLIED PRODUCTS INSTITUTE, )
Washington, D.C., February 28, 1966.
Re Tax Adjustment Act of 1966.
Hon. RusserLl B. Loxg,
Chairman, Committee on Finance, U.S. Scnatc, New Senate Office Building,
Washington, D.C.

DEeAR MR, CBAIRMAN : In connection with current public hearings, we welcome
this opportunity to present for the record our views on one aspect of the tax
program outlined by President Johnson in his state of the Union message and
included in H.R. 12752 as passed by the House. As you know, the Machinery &
Allled Products Institute and its afiiliate organization, the Council for Tech-
nological Advancement, are the national spokesmen for the capital goods and
allied equipment industries of the United States,
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Our comments are addressed to one part of the bill— (section 104)—the pro-
vision that the schedule for accelerating corporate income tax payments, in ac-
cordance with section 122 of the Revenue Act of 1964 and as set out in section
6154 of the Internal Revenue Code of 1954, be further speeded up so that corpora-
tions will be on a current basis with respect to estimated tax liability by 1967
instead of 1970 as now provided. For 1966, this would mean that on April 15
and June 15 a calendar year corporation would owe 12 percent payments, in-
stead of 9 percent payments, on its estimated current income tax liability; in
1967, these payments would rise from the now-scheduled 14 precent to a full 25
percent,

It is clear that, for the average corporation, adoptior of the speedup recom-
mendation will increase cash-liquidity requirements and the problems inherent
in estimating, The strain that will be caused for some corporations by adding
these proposed percentage increases to the existing schedule for stepping up pay-
ments will be quite severe. For that reason, we urge that the committee, in
connection with its consideration of this proposal, study the possibility of liber-
alizing secton 6655 of the Internal Revenue Code which relates to the determina-
tion of underpayment by a corporation of estimated tax liability and the con-
sequences of such underpayment, Specifically, recognizing that the annualiza-
tion method of estimating corporate income and tax liability for the payment due
on the 15th of the 4th month is now based on the first 3 months’ experience, we
recommend that the annualization method should be amended to permit also,
at the corporation’s option, - .cimation based on the first 2 months’ or first
month’s experience,

ANNUALIZATION METHOD OF ESTIMATING FIRST CORPORATE TAX PAYMENT DUE IN
CURRENT YEAR

A corporation is required to make installment payments on its current-yvear
tax liability on the 15th day of the 4th, 6th, 9th, and 12th months of its taxable
year—for a calendar year corporation these due dates are April 15, June 13,
September 15, and December 15. The 6-percent ‘“addition” for underpayment
is assessed if any of these payments is based on an estimated tax liability which
amounts to less than 70 percent of actual tax liability.

However, there are three alternative methods which the corporation may use
to avoid liability for the 6-percent “addition.” The first two are based on the
preceding year's tax liability and the preceding year’s income taxed at the cur-
rent year’s rates. Use of these methods obviously creates special problems when
the current yvear's income greatly exceeds the preceding year’s income and a
very substantial part of the current year’s tax liability must be paid in one
lump sum with the filing of that year’s return on the following March 15. The
third alternative, annualization—estimating the current year’s earnings and
tax liability on the basis of experience for a fraction of that year—seems to be
of greater significance than the first two alternatives for the average corporation,

Under the annualization concept, the corporation is to pay at least 70 percent
of whatever fraction of the tax liability of the current year, based on the earn-
ings for that year up to that point, is to be paid by that date.” With respect
to annualization for the second, third, and fourth quarters—in connection with
the payments due on June 15, September 15, and December 15, in the case of a
calendar year corporation—the installment can be based on earnings experience
through either the end of the immediately preceding month or the end of the
third month preceding the current month., Thus the corporation can base its
projected earnings and tax liability for the second, third, and fourth quarters
on the basis of earnings experience through either the 15th or the 756th day prior
to the due date for paying that particular installment.

In the case of the first installment, however, no option is available; in the
case of a calendar year corporation, the first installment due on April 15 must
be annualized on the basis of experience through March 31.

The problem caused by underestimation and liability for the 6-percent under-
payment “addition” perhaps has not been too significant for most corporations
when, under the annualization method, the minimum payment due for calendar
year corporations on April 15, 1964 and April 15, 1965, has been merely 0.7 per-
cent and 2.8 percent, respectively, of its actual tax lability for those years.
But under the administration recommendation these percentage figures rise
sharply to 84 percent and 17.5 percent, respectively, for April 15, 1966 and
April 15, 1967, ’ o ’
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You will recall that a similar problem arose in connection with the enactment
of the Internal Revenue Code of 1954 which initially required corporations to
begin to pay their income tax liability on September 15 and December 15 (in
the case of calendar year corporations) of the current year. With respect to
the application of the annualization method to these current year payments, the
Congress accepted in the final version of the bill a Finance Committee amend-
ment which permitted annualization based, at the option of the corporation,
on experience either through the month prior to the month in which payment
was due or through the month prior to the month in which payment was due
or through the period ending 2 months before that month.

The following reason for the amendment given by this eommittee seems to
us equally applicable to the current situation respecting the payment due for
the first quarter:

This provision will substantially ease the compliance burdens for a numnber
of corporations which, because of the difficulties in inventorying, would have
inadequate time to prepare an estimate on the basis of the annualized income
lt)hm“i%ih‘ the months ending before the month in which the installment is to

e paid.

1 §.Rept. 1622, 83d Cong., 2d sess., p. 140,

Accordingly, we suggest that section 6655(qQ) (3) (A) (i)—the provision re-
lating to the application of the annualization method to the first quarter pay-
ment—be amended to permit estimation, at the corporation’s option. hased on
the first month or the first 2 months of the current taxable year as well as esti-
mation based on the first 3 months,

This brief presentation has been confined to one aspect—and a technical
aspect—of the current tax recommendations of the President. We do feel
obliged, however, to offer general comment with regard to the tax program
and related Government policy considerations which are now before the Com-
mittee on Finance. During the deliberations of the Committee on Ways and
Means regarding H.R. 12752, as reflected in the committee Report No. 1285, some
consideration was given to the question of overall fiscal policy, in particular,
restraint on nondefense Government expenditures. This subject was also dis-
cussed at some length in the floor debate in the House. We hope and urge that
the Committee on Finance in its consideration of H.R. 12752, and later the Senate
as a whole, will give increased emphasis to the question of, and in our view the
need for, increased restraint on nondefense Government expenditures,

Respectfully,
CHARLES W. STEWART, President.

WESTERN GROWERS ASSOCIATION,
Los Angeles, Calif., February 25, 1966.
Senator RusseL, B. T.oNG.
Chairman, Senate Committee on Finance,
Senate Office Building,
Washington, D.C.

DEAR SENATOR LoNG: The Western Growers Association represents the vege-
table and melon industry of California and Arizona. Tts members ship to every
corner of the United States and Canada over 300.000 carlots of these food
commodities, in fresh form, annually. Under H.R. 12752, the Tax Adjustment
Act of 1966, a request is being made to restore the reduction of excise tax on
telephones which the administration recommended and Congress approved in
1965.

This $500 million industry dealing in perishables arranges for distribution of
its production almost completely by telephone communications. Daily supplies,
shipments, costs, and sales are discussed and confirmed over the telephone, It
has been conservatively estimated the annual telephone bill of the produce in-
dustry is over $100 million. .

It is most diseriminatory to place a ‘special tax on such specialized service so
vital to growers. To an industry already caught in the trap of over-increasing
costs, with no control on prices for its commodities, the proposed telephone tax
increase is a most severe blow.
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On February 24, 1966, the hoard of directors of the Western Growers Associa-
tion met and adopted a resolution, copy enclosed, urging that the Members of
Congress oppose the reinstatement of the excise tax on telephone service,

We respectfully solicit your support for the protection of the flow of our per-
ishable produce to the Nation’s markets. ’

Yours very truly, .
FRANK W, CASTIGLIONE,
Ewecutive Vice President.
RESOLUTION

Whereas the use of telephone communications are an integral part of the
production, shipment, and distribution of perishable food commodities to con-
sumers; and

Whereas the proposal to restore the reduction in excise tax on telephone
service which th¢ administration recommended and the Congress approved in
1965 is detrimental and prejudicial to the already overburdened production costs
of growers ; and therefore, be it

. Resolved, That, wg urge Members of the Senate to oppose reinstatement of the
tax on telephone service and seek sources of needed revenue which are not
prejudicial to such a vital, integral part of the distirbution of food comodities
to the Nation’s marketplace.

. Adopted : Western Growers Association, Los Angeles, Calif., February 24, 1966.

F. W. CASTIGLIONE, Secretary.

AMERICAN FARM BUREAU FEDERATION,
Washington, D.C., February 28, 1966.
Hon. RusseLL B. Loxg,
Chairman, Senate Committee on Finance,
U.S. Senate, Washington, D.C.

Drar CHAIRMAN LoNg: The American furm Bureau Federation, a general
farm organization representing more ihan 1,677,000 member families in 49 States
and Puerto Rico, has long maintained a keen interest in Federal tax policies.
Through an extensive policy development program, our member families discuss
problems and develop recommendations on raany issues which affect them directly
in the business of agriculture as well as those matters which have an important
impact upon them ag citizens of the United States.

In view of the expenditures made necessary by the Vietnam conflict, we recog-
nize the necessity for the reduction of nonessential Government expenditures. A
prime candidate for close scrutiny by Congress is the increased emphasis on
direct payments in the Department of Agriculture budget. These payments could
be substantially reduced.

- Farm Bureau .L.as carefully reviewed the recommendations made by the admin-
istration with regard to certain tax adjustments. We are opposed to the proposal
to restore the January 1 reductions in the excise tax rates on telephone service
and passenger automobiles.

Farm Bureau’s 1966 policies state:

“Federal excise taxes should be limited to nonessentials and user taxes such
as the tax on passenger transportation by air and the taxes now committed to the
Federal highway trust fund. The reductions enacted in 1965 should become
effective as scheduled. In revising the excise tax structure, priority should be
given to the eliminaticn of taxes that affect farm production costs.”

Farm Bureau beileves that the Federal excise taxes on telephone service and
passenger automobiles—

Are highly discriminatory;

Invade a field of -taxation which should be left to local and State
governments; ) .

Bear heavily upon farmers and ranchers, increasing their production costs
and decreasing their net income, . .

In 1965 Farm Bureau supported the removal and reduction of many of the
Federal excise taxes. We urge that priority be given to the removal of those
excise taxes which directly affect our cost of production—especially telephone
service and automobiles. : ’ '

While removal of the taxes on telephone service and automobiles was scheduled
over a 4-yenr period (except for a 1-percent tax on automobiles which was made

/
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permanent), the excise taxes on many luxury items were removed immediately
upon the eﬁective date of the act.

The President’s recommendation would delay most of the reductions on tele-
phone service and automobiles for 2 years but would not reinstitute the taxes on
luxury items. 'We do not believe this is sound tax poliey.

We are certain that the committee will agree that it is not in the best interest
of American agriculture, business, or consumers for excise taxes to be méanip-
ulated in the fashion proposed by the administration’s recommendations. For
example, in 1965 the excise tax on telephone service was ‘10 percent; on Janu-
ary 1, 1966, it was reduced to 3 percent; under the President’s proposal the
tax would be increased to 10 percent approximabely a month after the enactment
of the new legislation. This tax would be reduced back to 3 percent January 1,
1968, and decline by 1 percent for the succeeding 3 years. We do not believe
that the committee wishes to build such complexities into the application of
Federal taxes,

We have recommended that the Congress take the necessary action to redfice
the deflcit and make substantial progress toward the objective of a balanced
budget by limiting Federal expenditures. We believe that reduced Federal ex-
penditures are preferable to the manipulation of Federal excise tax rates in the
manner proposed by the administration.

We are not opposed to the remaining three recommendations made by the
President in regard to (1) corporate income tax payments; (b) a graduated
Mthhold)ag system for individuals; and (c¢) quarterly social security tax pay-
menfs.

We respectfully T
in regard to this paftter.

Very touly yours,

be_made a part of the hearing record

8 B. SHUMAN, Pregident,

apuary 1, 1966. 1t is dstimated that if
erument /would recejve $750»mmion

they incorporate as an
 H.R. 12301 introduced in
rdge equity investment in new
~"and provide substantial addi-

In esgence, HR. 12301 p tg that the maximum tax rate on long-term
capital gains be cut from tb' present 25 to 1214 percent.

Such a tax cut would benefit elderly homeowners tremendously. These taxes
on long-term capital gains are largely no tax on income at all, but a tax on
capital and thoroughly punitive in character,

People who have had substantial stockholdings for a long penod of time will
not sell and reinvest because of the high tax rate involved. A recent survey
conducted by the highly respected firm of Louis Harris & Assocjates, Inec,, con-
cludes that. if the maximum capital tax rate were reduced to 1214 percent the
market value of sales by all individual investors would soar from $10.3 to $67.3
billion. Total capital appreciation of $29.2 billion would become subject to the
lower capital gaing tax rate. .
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Thus, nearly seven times as much stock would be sold. Nearly 10 times as
much capital appreciation would be unlocked and thus become subject to the
lower capital gains tax rate. In terms of dollars, $57 billion more of capital
would be freed for reinvestment than under the present rates, and the Treasury
would receive $2.5 billion in revenue—over $2 billion more than under the present
rates.

Gentlemen, here is a tax rate reduction that will give the Government a sub-
stantial new source of revenues which will be contributed willingly by the rich
and enable the poor to have their excise tax reductions which they so thoroughly
deserve,

Gentlemen, I thank you.

WILLIAM JACKMAN, President.

o



