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FOREIGN TRAVEL TAX

TUESDAY, JUNE 25, 1968

-U.S. SBNAT,
CoDMM RON FINANOj

Waehington D.
The committee met, pursuant to notice, at 10 a.m., in room 2221,

New Senate Office Building Senator Russell B. Long (chairman).
Present: Senators Long, Smathers (presiding), Williams, Carlson,

Bennett, and Dlrksen.
Senator SxATHERs. All right -the hearing will come to order.
This morning the committee begins taking testimony on the Presi-

dent's program to reduce the tourist gap in our balance of payments.
In 1967 Aferican tourists spent nearly $ billion abroad while foreign
tourists to this country spent only $1.8 bill ion thus creating a deflcit,-
a gap--of more than $2 billion in the travel portion of our interna-
tional payments acunts.

H.R. 16241, the bill before us, is a considerably scaled-down version
of the le islation submitted to Congress back in January to narrow
the tourist gap. It extends the 5 percent tax-presbfitly applicAble only
to domestic air transportation-to international flights as well. It also
cuts back on the customs exemption for returning residents.

The controversial expenditure tax recommendation was rejected by
the House Committee on Ways and Means. So was the tAx on water
transportation. The special 25-percent duty on purchases in excess of
the tariff exemption was cut back by that committee to 10 percent. To
some, this feature of the bill creates a considerable incentive for
tourists to make large purchases of hightariff articles while they are
abroad and bring them in under the special low tariff. This incentive
no doubt woul4 offset Much of the balance-of-payments savings
expected from this bill.

I would like t6 insert at this point fixth6 record a copy of H.R. 16241,
our press releases concerning thi s hearing, a staff summary of the bill,
and agency comments on the bill.

(The material referred to follows:)
(1)



90ra CONORES
2H.e . 16241

IN THE SENATE OF T UNITED STAThS

AnL 10,198

Read twice and referred to the Committee on Finance

AN ACT
To extend the tax on the transportation of persons by air and

to reduce the personal exemption from duty in the case of
returning residents.

1 Be it enacted by the Senate and House of Reprenta-

2 *of the United State. of Amerc in Congrem aasembled,

3 TITLE I-AMENDMENT OP INTER-
4 NAL REVENUE CODE
5 SEC. 101. TAX ON TRANSPORTATION OF PERSONS.

6 (a) TAx ON TRANSPORATON oF PRmRoNs.-Sub-

7 chapter C of chapter 88 of the Internal Revenue Code of

8 1954 relatingg to tax on transportation of persons by air)

9 is amended to read as folows:

U
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1 "Subchapter C--Transportation of Persons by Air
"Seo 4261. Imposition of tax on trUnporttion of perons

by air.
"Se Exemptios
"Seo. 4268. Special rule.

2 usEc. 4261. IMPOS0TIO14 OF TAX ON t TRANSPORTATION OF

3 PERSONS BY AIR.

4 "(a) AMOUNTS PAW WITHIN THU UNITED STATE.-

5 There is hereby imposed upon the amount paid within the

6 United States for transportation of any person by air, within

7 or without the United States, a tax equal to 5 percent of the

8 amount so paid.

9 "(b) AMouNSm Pum OuTsw I!fK UMrM

10 STATE6.-There is hereby imposed upon the amount paid

11 outside the United States for transportation of any person

12 by air, but only if such transportation-

18 "(1) begins and ends in the United states, or

14 "(2) is provided pUrsuant tbka ticket or oder under

15 which the first tianspdrtation by air begins in the United
16 States,

17 a tax equalto percent of the amount so paid. In the case

18 of any transportation by air -which as interrupted by a

19' scheduled stopover in the Urnited 8it of" i 8 r rmo res

26 paragraph (1) shallbe applied separateyto' hortlon of

21 such transportation before th' interruption and to ortion

22 of suoh transportation after the interruption.
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1 "(o) SA&T , BetHs, Ew.-There is hereby imposed

2 upon the amount paid for seating or sleeping accommoda-

3 tions in connection with transportation with respect to which

4 a tax is imposed by subsection (a) or (b), a tax equivalent

5 to 5 percent of the amount so paid.

6 "(d) By WHOM PAn.--Except as provided in section

7 4263, the taxes imposed by this section shall be paid by the

8 person making the payment subject to the tax.

9 "(e) UNrrT STATS DuImm.-For purposes of this

10 section, the term 'United States' means the States, the Dis-

11 triot of Columbia, the Commonwealth of Puerto Rico, and

12 the possessions of the United States.

13 "SEC. 4262. EXEMPTIONS.

14 "(a) CaUTAi OBAIuzAnvoNS.-The tax imposed by

15 section 4261 shall not apply to the payment for transporta-

16 tion or facilities furnished to an international organization,

17 or any corporation created by Act of Congress to act in

18 matters of relief under the treaty of Geneva of August 22,

19 1864.

20 "(b) SmA,, AIB OBAF ON NONEmABLISM0I

21 Lnm.-The tax imposed by section 4261 shall not apply

22 to transportation, beginning and ending within the United

23 States (within the meaning of section 4261 (e)), by air-

24 craft having-
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1 "(1) a gross takeoff weight (as determined under

2 regulations prescribed by the Secretary or his delegate)

3 of less than 12,500 pounds, and

4 "(2) a passenger seating capacity of less than 10

5 adult passengers, including the pilot,

6 except when such aircraft is operated on an established line.

7 "SEC. 426. SPECIAL RULES.

8 "(a) PAYMENTS MArk Ou smm T m UTuxD STATES

9 Fon PmPAID ORDU.-If the payment upon which tax

10 is imposed by section 4261 is made outside the United

11 States for a prepaid order, exchange order, or similar order,

12 the person fur.n..g the initial transportation pUrsuant to

13 such order shall collect the amount of the tax.

14 "(b) TAx DoUOTD UPON RBFUND.-Every per-

15 son who refunds any amount with respect to a ticket or order

16 which was purchased without payment of tax imposed by

17 section 4261 shall deduct from the amount refundable, to

18 the extent available, any tax due under section 4261 and

19 shall report to the Secretary or his delegate the amount of

20 any such tax remaining uncollected.

21 "(o) PAYMNT O& TAx.-Where any tax imposed by'

22 section 4261 is not paid at the time payment forIransporta-

23 tion is made, then, under regulations prescribed by the

24 Secretary or his delegate, to the extent that such tai is not

25 collected under any other provision of this subchapter-



5

1 "(1) such tax shall be paid by the person paying

2 for the transportation or by the person using the trans-

3 portation;

4 "(2) such tax shall be paid within such time as the

5 Secretary or his delegate shall prescribe by regulations

6 after whichever of the following first occurs:

7 "(A) the rights to the transportation expire;

8 or

9 "(B) the time when the transportation becomes

10 subject to tax; and

11 "(3) payment of such tax shall be made to the See--

12 retary or his delegate, to the person to whom the pay-

13 ment for transportation was made, or to any person

14 furnishing any portion of such transportation.

15 "(d) APPLICATION OF TAx.-The tax imposed by sec-

16 tion 4261 shall apply to any amount paid within the United

17 States for transportation of any person by air unless the tax-

18 payer establishes, pursuant to regulations prescribed by the

19 Secretary or his delegate, at the time of payment for the

20 transportation, that the transportation is not transportation

21 in respect of which tax is imposed by section 4261."

22 (b) TERMINATION OF ExEmPTI0SS.-Sections 4292

23 (relating to State and local governmental exemptions) and

24 4294 (relating to exemption for nonprofit educational orga-
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I nizations) of the Internal Revenue Code of 1954 are each

2 amended by striking out "or 4261". Section 4293 (relat-

3 ing to exemptions for United States and possessions) of

4 such Code is amended by striking out "subchapters B and

5 C" and inserting in lieu thereof subchapterr B".

6 (c) CommINO AMENDMBN.--Seotion 4291 of such

7 Code is amended by striking out "4264 (a)," and inserting

8 in lieu thereof "4263 (a),".

9 (d) EFcT Iv DAmn.-The. amendments made by this

10 section shall apply with respect to amounts paid on or after

11 the 10th day after the date of enactment of this Act for

12 transportation beginning on or after such 10th day.

13 TITLE II-AMENDMENT OF TARIFF
14 SCHEDULES
15 SEC. 201. REDUCTION OF PERSONAL EXEMP7ON OF CER-

16 TAIN RETURNING RESIDENTS.

17 (a) REnUtaio.-The article description for item

18 813.31 of the Tariff Schedules of the United States (19

19 U.8.0. 1202) is amended--

20 (1) by striking out "Articles not over $100 (or

21 $200 in the case of persons arriving directly or indirectly

22 from American Samoa, Guam, or the Vitgin Islands-of

23 the United States, not mhore than '$100 of:Which shall

24 have been acquired elsewhere than in such insular pos-

25 sessions) ", and
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1 (2) by inserting in lieu thereof "Articles not over

2 $10 (or $100 in the case of persons arriving directly

3 from a contiguous country or directly or indirectly from

4 American Samoa, Guam, or the Virgin Islands of the

5 United States, not more than $10 of which shall have

6 been acquired elsewhere than in a contiguous country or

7 in such insular possessions) ".

8 (b) $50 PERSONAL EXEMPTION ($200 PERSONAL

9 EXEMPTION IN CASE OF INSULAR PossEsroNS) AFTER

10 OCTOBER 15, 1969.-Effeotive with respect to persons arriv-

11 ing in the United States after October 15, 1969, the article

12 description for such item 813.81, as amended by subsection

13 (a), is amended-

14 (1) by striking out the matter inserted by subsec-

15 tion (a) (2), and

16 (2) by inserting in lieu thereof "Articles not over

17 $50 (or $100 in the case of persons arriving directly

18 from a contiguous country, or $200 in the case of

19 persons aniving directly or indirectly from American

20 Samoa, Guam, or the Virgin Islands of the United

21 States, not more than $100 of which shall have been

22 acquired in a contiguous country, except that not more

23 than $50 of such $100 or $200 shall have been acquired

24 elsewhere than in a contiguous country)".



8

1 SEC. 202. ARTICLES IMPORTED *OR NONCOMMERCIAL

2 USE.

3 (a) ]RATH OF DUTY.-Part 6 of schedule 8 of the Tariff

4 Schedules of the United States (19 U.S.C. 1202) is amended

5 by inserting before item 870,10 the following:

Subpart A.-Nonommercial
Importations

Subpart A headnote:
1. For the purposes of this subpart-

(a) The rates of duty for articles
provided for In this subpart shall be
assessed in lieu of any other rates of
duty except free rates of duty on such
articles.

(b) Any article dutiable under Item
869.05 shall be exempt from the pay-
ment of any internal-revenue tax Im-
posed upon or by reason of importA-
tion.

Articles not intended for sale or other con-
mercisl use:

9.00 If accompanying a person arriving in
the United States and valued in the
aggregate exclusivee of duty.free
articles) not over $500 ............ 10% of fair 10% of fair

retail retail
value value

9. 05 If imported in the malls In any pack-
age containing articles valued in the
aggregate (exclusive of duty-free
articles) not over $10 fair retail
value ........................... $1 per $1 per

package package
9. 10 Other articles in any shipment

(whether imported in the malls or
otherwise but not accompanying a
person arriving in the United
States) containing articles valued
in the aggregate (exclusive of duty-
free articles) not over $250 ........ 10% of fair 10% of fair

retail retail
value value

Subpart B.-Other Provisions

6 (b) CONFORMING AlMNDMBN.-The headnote for

7 schedule 8 of the Tariff Schedules of the United States is

8 amended by inserting "(other than of subpart A of part 6)"

9 after "schedule" the first place it appears therein.
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9
1 SEC. 203. EFFECTIVE DATE.

2 The amendments made by sections 201 (a) and 202 shall

3 apply with respect to persons and articles arriving in the

4 United States on or after the 10th day after the date of the

5 enactment of this Act.

Passed the House of Representatives April 4, 1968.

Attest: W. PAT JENNINGS,
Clerk.

RussmL B. LONG, CnAmmAlN, ANNOUiiozS CoMMMrEE HEAros ON
FoRmoN %AvEL TAx

Senator Russell B. Long (D., La.), Chairman of the Senate Finance Com-
mittee, today announced that on Wednedaf, Ma 2*, the Committee will begin
publiO hearings on H. 16241, the Administration bill to impose an excise tax
on overseas air transportation tickets and to reduce the customs exemptions
for returning residents and foreign gifts received through the mails.

The Chairman recalled that this bill was an Important part of the President's
program to reverse the unfavorable trends In this country's balance of pay-
ments. He Indicated that the Committee desired to consider this legislation
before the 1968 tourist seasons begin so that persons planning to travel abroad
would know In advance what Federal tax liabilities their travel might entail,
and the extent to which reductions In the customs exemption might affect them
on their return.

Senator Long also reported that statements would be received by the Com-
mittee with respect to those features of the House passed bill deleting the pre-
sent exemption (from the domestic air transportation tax) for travel furnished
to state or local government units or to nonprofit educational organizations.

Leading off the hearing for the Administration will be the Honorable Henry
H. Fowler, Secretary of the Treasury. Public witnesses are expected to be heard
beginning Friday, May 24.

Those desiring to participate In this proceeding should make their request to
Tom Vail, Ohief Counsel, Committee on Finance, 2227 New Senate Office Build-
Ing, no later than Mom4ay, May 20. All statements should Include a summary
sheet and subject heading. Statements to be presented orally should be sumitted
to the Committee the day before the witness Is to testify. Chairman Long urged
persons desiring to contribute written statements to submit them no later than
Wednesday, June 5, 1968.

HZEADIG ON FoitIoN TAVZL TAx BrLL POTWONED

Senator Russell B. Long (D., La.), Chairman, Senate Committee on Finance,
today announced that public hearings on H.R. 16241, the Administration bill to
impose an excise tax on overseas air transportation tickets and to reduce the
customs exemptions for returning residents and foreign gifts received through
the malls, originally scheduled to begin on May 22, .1.9 are being postponed.

The Ohairman advised that these hearings wil be hel at a later date and
that an announcement of the new schedule would be published as soon as the
new dates are determined.

HAm NOs ON FoREIoN TgVEL TAx BILL RES0HEDULED BY FINANCE OOM rrz

Senator Russell B. Long (D., La.), Chairman of the Senate Finance Com-
mittee, today announced that on Tiseday, June 25, 1968, the Committee would
begin the first phase ot public hearings on H.R. 16241, the Administration bill
to Impose an excise tax on overseas air transportation tickets and to reduce
the customs exemptions' for returning residents and foreign gifts received
through the mails. During this first phase of the hearing, the Honorable Henry
H. Fowler, Secretary of the Treasury, will present the case for the legislation.



PubUo scftw8ees who will be heard by the Committee tv ll teatlfV at a later
phase of the hearing, the data of which is to be announced at a subsequent time.

Senator Long urged those desiring to participate in this proceeding who have
not already done so to make their request to Tom Vail, Ohief Counsel, Committee
on Finance, 2227 New Senate Office Building, no later than Tuesday, June 25, 1968.

STAFF SuMiMAY Or H.R. 16241 AS PA SED BY THE HoUsR oF REP-
RESENTATIVEs-TAx oN FoEIoN Am TRANSPORTAnON AND REDUC-
TION IN CUSTOMS ExxmPxN FOR RF'runmlo RESsNTs

EXCISE TAX CHANGES MADE BY THE BILL

1. Tax on foreign air transportation.-At present the 5 percent U.S.
excise tax on air transportation applies only to domestic travel. Even
with respect to domestic, travel, however, special rules exempt the Over-
seas portion of flights to Hawaii and Alaska. Moreover the tax does
not apply with respect to travel between the mainlanA and Puerto
Rico.

Under the House bill, this 5 percent tax would apply to foreign as
well as domestic travel and the special rules relating, to Alaska, Ha-
waii and Puerto Rico would be terminated. Under the bill, the tax
wouid apply (regardless of destination)- to all air transportation origi-nating in this country.

2. Stae .an local government offoa.l.-The present law includes
an exemption from the tax on air transportation for transportation
furnished to State and local governments and to nonprofit educational
institutions.

The House bill would delete these exemptions.
3. Other exemption.-Present law also contains exemptions from

the air transportation tax for,(a) Certain commutation travel.
(b) International organizations.
(o) The Red Cross.
(d) Certain travel by military personnel at rates not more than

2.5 cents per mile.
(e) Air taxi service.
(I) U.S. Government.

The use bill would retain the special exemption for international
organizations the Red Cross, and air taxi services, but repeals the
other exemptions.

4. Effeotive dae.--The amendments made by the House bill would
apply with respect to amounts paid on or after 10 days after the date
of enactment of the bill for transportation beginning on or after 10
days after enactment.

CUSTOMS CHANOE8 MADE BY THE BILL

1. Tariff exemption for retuMin rmidents.-Underpresent laW resi-
dents returning to thi country from abroad are permitted to bringsouvenirs, gif s, and other articles free of U.S. tariif if the retail value
of these articles does not exceed f100. If they return from the Virgin
Islands, the customs exempti6n is $200, of which at least $100 'ust
have beh'inacqui'-lihth Islands.

The house bill makes the following changes:
(a) U.S. pomsssio.-It reduces t e $200 customs exemption

for residents retuithit'fro*n the U.S. Oossessions to $100.
(b) Canada o exio.-It retains the $100 exemption for

residents returning from Canada and Mexico.



(o) Elewhere.-It reduces the $100 exemption for tourists re-
turning from any other country to $10.

These modifications in the present law would apply until October
15 19(19.

lrhereafter theo $200 exemption for residents arriving from the Vir-
gin Islands, buam, or American Samoa, would be restored. The $100
exemption for those returning from Canada or Mexico would be con-
tinued. Finally, the $10 exemption for tourists returning from any
other country would be increased to $50. These exemptions would be
permanent.

2. $10 gift exemption.-Under present administrative practice, gifts
from abroad valued at not more than $10 are entered duty-free. In
addition, gifts from servicemen serving in a combat zone are duty-free
if they are valued at not more than $50.

The bill as passed by the House terminates the $10 gift exemption
and provides hat gift packages valued not over $10 are to be dutiable
at a flat rate of $1 per package. (In addition to this the Post Office
Department will continue.to assess a special charge of ho cents for each
package for which it collects a tariff for the customs service.)

3. Nonwommerekd importation.--The bill as passed by the House
also adds two new features tthW6Mcustoms law:

(a) Accompanying the returing residenti.-The first of these
changes provides for a tariff of 10 percent to be applied to articles
valued not over $500 wholesale ($700 retail value) which accom-
pany the returning resident.

(b) Not adeompanying the returning retident.-The second of
these changes imposes a 10 percent tariff on articles valued up to
$250 wholesale ($350 retail value) imported by a returning resi-
dent but not accompanying him.

The tariffs would be in lieu of the regular duties to which the im-
ported merchandise would be subject under the tariff schedules. How-
ever, they would not apply to duty-free articles. In determining the
$500 and $250 ceilings, only the value of articles in excess of the cus-
toms exemption would be counted.

4. Effective date.-The amendments to the tariff schedules brought
about by these changes would take effect on the 10th day after
enactment.

AoigNcY COMrmNTS

THE GENzaL CouNs.,
POST OFnICE DaPARTMr.NT,

Washington, D.., June 84, 1968.Hon. RussmL B. LOG,
Ohairman Oommittee on Finance,
U.S. Senate,
Wahingto% D.O.

D-AN MA. OHARMiAN: This is in response to your request for a report on H.R
16241 which Is now pending before your Committee.

Section 202(a) of the bill would Impose upon articles not intended for sale
or other commercial use when Imported in the malls a duty of $1.00 per package
when the fair retail value is not over $10.00 and 10% of the fair retail value
for articles valued in the aggregate at not over $250.00.

We endorse the purposes of H.R. 16241.
the provisions cited would result In substantial additional work for the

Postal Service. However, this should not present an obstacle to the enactment
of this legislation, since it may be assumed that adequate provision for funding
this work will be made at a later date.

Due to the urgency of your request we have been unable to secure the views
of the Bureau of the Budget on this report.

Sincerely yours,
TroMy 3. MAY.
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COMPTROLLER GENERAL OF THE UNITED STATES,
Washinglon, D.O., Juno 28, 1968.B-184701

Hon. RusSELL B. LoNG,
Ohairman, Oommfftee on Finance,
U.S. Senate.

DiAn M. OHArUMAN: We are furnishing our comments and views on H.R.
16241 pursuant to your staff's informal request of June 24, 1968.

H.R. 16241, as passed by the House, would amend several sections of the
Internal Revenue Code concerning the tax on payments for the transportation
of persons by air and would reduce the personal exemption from duty In the
case of returning residents. We are primarily interested In Title I of the act, and
particularly in paragraphs (b), (6), and (d), the latter beginning at line 22 of
page 5 and ending at line 12 of page 6.

As explained In House Report No. 1264, accompanying H.R. 16241, the present
law provides a series of exemptions from the five percent tax on payments for
the transportAtion of persons by air, Including payments for transportation
furnished the United States. The House Committee did not consider It lkppropri-
ate to continue special exemptions for the United States as well as State and
local governmental subdivisions and educational organizations "since the use
of the airway facilities, in these cases Is relatively limited" and "there would
appear to be no reason why these governmental and other organizations should
not pay for their share of the use of the airway facilities"

It Is further explained In House Report No. 1264 that H.R. 16241 extends the
existing five percent tax on payments for the transportation of persons by air
to all air travel purchased in the United States. Thus, the five percent tax is
to apply not only to'amounts paid for air travel within the United States, but
also to payments for travel between the United States and other countries,
including U.S. possessions and Puerto Rico. This would mean that most of the
funds used by Government departments and agencies for air transportation,
Including large sums expended annually by the Military Airlift Command under
contract arrangements, would be subject to the five percent tax.

iBefore the passage of the Revenue Act of 1043, 58 Stat. 21, payments made
for transportation services furnished the United States were, by express statu-
tory provision, exempt from the tax. Section 307 of the Revenue Act (58 Stat. 64)
terminated this exemption but provided that the Secretary of the Treasury could
thereafter authorize exemption In certain circumstances. Pursuant to this author-
ity the Secretary Issued a regulation authorizing exemption from the tax when
the transportation services were performed for the United States under Govern-
ment bills of lading or Government transportation requests. 26 OFR, 19W8 Supp.,
page 109, note following section 148.10 correcting 1949 edition. Consistent with
these developments was the specific exemption from Federal taxes provided by
statutes creating certain agencies or instrumentalities of the United States, such
as Home Owners' Loan Corporation, Reconstruction Finance Corporation, and
others, which were held to be unaffected by the termination provisions of section
807 of the 1948 act. Miscellaneous Tax Ruling 21, Internal Revenue Bulletin 1944,
page 594.

In the absence of an express provision in the statute to the contrary, a Federal
tax statute is ordinarily construed as not imposing a tax on the United States
for it Is presumed that the United States will not tax itself. Under the present
language, of the proposed legislation, if Senator Bennett's amendments of June 8,
1968, are not adopted, the presumption would clearly be overcome, and the United
States would be required to pay the tax on the payments for passenger trans-
portation services via air carriers.

Senator Wallace F. Bennett's proposed amendments to H.R. 16241 would
reinstate references to certain mandatory exemption provisions in 26 U.S.C. 4292
and 4294; it would also reinstate the discretionary authority now given to the
Secretary of the Treasury in 26 U.S.O. 4293 as to the granting of exemptions from
the transportation tax provisions of 26 U.S.O. 4201.

As indicated above, the exemption authority exercised by the Secretary of
the Treasury was first included in section 807 of the Revenue Act of 194, 58 Stat.
64; such authority has continued to the present day. Public Law 87-M, June
28, 1962, 79 Stat. 114, removed the applicability of the ten percent tax on the
transportation of persons by rail, motor vehicle, or water, and reduced the ten
percent tax on payments for air transportation of persons to five percent. The
termination date of this tax has been extended from year to year. Until the
present time, no consideration has been given to termination of the transporta.

9-948 o- 8-pt. 1- 2



tion tax exemption authority placed in the Secretary of the Treasury as to air
carrier services furnished the United States.

While we express no opinion as to the propriety or desirability of discontinuing
the transportation tax exemptions provision in favor of State and political sub-
divisions and nonprofit educational organizations, we are firmly of the view that
the transportation tax exemption authority prescribed In 26 U.S.O. 4293 should
not be removed insofar as Federal government travel is concerned. We believe
strongly that Senator Bennett's proposed amendment would best serve the in-
terests of the United States. Since the transportation tax base would be materially
broadened by H.R. 16241, the consequences of the exemption authority cancel.
lation are more disturbing from an administrative and budgetary point of view
than they would be under present conditions. If the United States did not pres-
ently have the benefit of the exemption allowed upon use of the Government
transportation request as the procuring Instrument, or under other special exemp-
tlons granted by the Secretary of the Treasury in special cases involvtnk payments
of appropriated funds, a substantial amount of the procurement cost would be
represented by the five percent tax.

We do not have any precise figures at this time on the money that would have
been paid for taxes if the present law did not include the exemption authority.
However, we are able to estimate what additional funds for the five percent tax
payments would have been budgeted aw, l appropriated for the air transportation
services furnished the United Statts 1or the fiscal years 1967 and 1968 In the
event provisions of law similar to those now contained in H.R. 16241 were in effect.

For these fiscal years the records available in our audit Indicate that the
United States spent or will spend about $50,000,000 for air passenger transporta-
tion that would have been taxable if the present provisions of fL. 16241 were
effective. Of this amount $M25875,000 represents payments for scheduled and
charter flights for which U.S. Government transportation requests are used. The
remainder of the total outlay, $214,125,000 Is for air passenger transportation
furnished under contracts negotiated by the Military Airlift Command. Applica-
tion of a five percent tax on those payments, totaling $540,000,000 produces a
tax liability of $27,000,000 for two years. This Is obviously a large amount of
money that could be kept In the Treasury or diverted to other projects, rather than
appropriated, obligated, paid, and returned to the Treasury in the form of tax
payments.

Apart from the advantage of avoiding the need for appropriations to cover
the taxes in the amount of $18,500,000 per fiscal year, or some different figure
(we understand that the monetary value of Military Airlift Command air pas-
senger contracts recently awarded has increased by $83,558,000 over that con-
tracted for the fiscal year ending June 80, 1968), depending on the transportation
procurement* programs ahead, retention of the existing exemption authority
In 26 U.S.O. 4293 and the preservation of the regulations requiring issuance
of the Government transportation request as a condition precedent tq exemption,
would result in other clear advantages.

While transportation tax collections certainly would distinctly Increase If
the coverage of the five percent tax were enlarged as proposed, the collections
would eventually have to be returned to the Government agencies in the form
of equivalent appropriations. Considerable paper work and other administrative
detail, in addition to budgetary preparations, would be generated and would
add significantly to the cost of Government operations. Accounting procedures
would be complicated by the necessity of segregatng tax payments from the
basic transportation payments.

One incidental feature of Government passenger transportation procurement
under present conditions is the need for use of the U.S. Government transporta-
tion request as the qualifying instrument for an exemption from the tax. Use
of the distinctive standard form enables better control over purchase of air
transportation services; it helps insure that services for which Treasury money
is expended will be obtained from American flag air carriers. Relaxation of
the requirement for use of the Government transportation request might tend
to lead to greater use of foreign flag air carriers for Government passenger
transportation and thus impair the Government's balance of payments position.

We urge that Senator Bennett's amendments of June 8, 1968, at least insofar
as they affect air passenger transportation procurement for the account ofthe
United States, be adopted.Sln~erely yours, FRANK H. Winz-r_

Aeaistant (omptroler General of the Unfted State#.
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Senator SMATHRm. We are pleased to have as our witness this morn-
ing the Honorable Henry H. Fowler, the SecretarY of the Treasury,
who is accompanied by his strong right arm, Assistant Secretary
Stanley Surrey.

Mr. Secretary, and Mr. Surrey, I hope you can give us your judg-
ment on those features of the House bill Which rescind the exemption
from the air tansportation tak for State and local officials and officials
of nonprofit educational institutions and any other comments which
you care to make.

You may proceed.

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

Secretary FowLER. Mr. Chairman, and members of th6 committee' I
apprecite ve1 much this oPportunity to appear before y61 to dis-
cuss the bill, HR.. 16241, a bill containing a portion of the adniinistra-
tion's recommendations for dealing with our foreign travel payftents
deficit.

Now, these recommendations are a part of the overall program set
forth by the President in his January 1 message on balance of pay-
ments. In view of the statement by thechairman that the House Co&-
mittee had rejected the feature on travel expenditiretaxes I believe
I should refer the committee to the report of the House committee in
which it said:

Your committee on this bill takes action on the 1t and 3d of these items
closely approximating the recommendations received from the administration.
It decided to defer action on the foreign travel tax, however, for further con-
sideration, along with measures related to improving our trade balance to which
the President referred in his January 1 announcement.

In the interest of maintaining accurate relationships between this
committee and its sister committee on the other side, I merely notethat
my interpretation of their action is not to reject it but merely to defer
action on it.

Senator SMATHm . Mr. Secretary, it has been our observation on the
Finance Committee that when the Ways and Means Committee de-
ferred something, for all practical purposes, so far as we were con-
cerned, it was rejection.

However, in this instance we are happy to have your interpretation
and, if I understand it, you are going-to recommend the expenditure
tax again anyway?

Secret ary Fowrin. I have had some recent experiences, Mr. Chair-
man, which indicated that deferment by the House does not always
mean ultimately final rejection; so it is in that spirit that I come be-
fore you this morning to bring up not only the elements of the bill that
have been approved by the Hbuse but also to take note of the elements
of the proposals on which there has been a deferment.

I. TE BALANCE-OF-PAYMENTS PROBLEM

I do think, however, before discussing the details of this legislation,
and our recommendations in this area, I should try to place this mess-



ure in perspective by reviewing with you our overall balance-of-pay-
ments pro, ram.

I have had distributed to you in the e1velopes up there a copy of
the so-called Treasury Blue Book entitled "Ma i thillilg'the Strength
of the United States Dolar in a Strong Free World Econiy." This
book, issued earlier in the year, attempts to develop, in the light of the
various sections of the President's January 1 message, what has been
done, what is being done, and what should be done to bring o6ur bal-
ance of payments into equlibriumand keep it there in allf le various
phases of our international accoiPftstlat Importantly affect our bal-
anceof payments.

You are all familiar, I am sure, with the fact that the payments
deficit for the year 1967 was almost $3.0 billion, and in the final quar-
ter of the year exceeded $1.8 billion, which would rep resent a deficit
of over $7 billion on an annual basis. These deficits this one and Pre-
ceding ones, together with devaluation and difficulties of the British
pound, the other reserve currency, have led to intense gold speculation
and doubt about the survival of the international monetary system as
we know it.

On January 1, President Johnson set forth an action program to
deal with our balance-of-I )yments problem, as a national and inter-
national responsibility of lie highest priority. This program stressed,
as the first order of business the urgent need for enactment of a tax
surcharge which, coupled with expenditure controls, would help to
stem the inflationary pressures threatening both our economic pros-
perity and out trade surplus. This fiscal package, now happily becom-
ing law this week,.is the keystone of our program to correct the bal-
ance-of-payments problem. I want to say I am very grateful to the
members of the committee and Members of the Senate and Congress
for the action taken. I think we all feel a good deal better this week
than we have for some time about the basis of our financial position.

In any discussion of the balance-of-payments problem we cannot
overlook the other features of the President's "first line of defense of
the dollar." It is of unquestioned importance that business and labor
work together to make effective the voltutary program of wage-price
restraint and to prevent work stoppages that will adversely affect our
foreign trade.

In addition, the President's program called for a number of both
temporary and long-range measures directed at the improvement of
specific sectors of our international payments account and In this blue
book there is a separate chapter devoted to each one of the segments of
the problem, the so-called five-part program.

These specific measures included a five-part program designed to
achieve near equilibrium in our balance-of-payments deficit this year
by calling upon each major segment of our economy importantly in-
volved in the balance of payments to make a contribution to this
savings target. This program asked:

American business to reduce its outlays for direct investment abroad
by $1 billion, under a new mandatory program to be administered by
the Commerce Department;

Banks and other financial institutions to reduce foreign lending by
$500 million through a tightening of the voluntary restraint program
administered by theFederal Reserve Board;



The American people to reduce their oversea travel expenditures by
$500 million, on t16.e basis of the P.resident.'s request for voluntary de-
ferral of nonessential travel plus legislation to help achelove a reduction
in travel expondttires by those who do travel;

Government to reduce or offset its expenditures overseas by $500
million, through specific action prog rms assigned to the Secretaries
of State, Treasury, and Defense anthe Dlictor of the Budget; and

For prompt cooperative action through consultations w'ith our
trading partners to minimize disadvantages to our trade, or appro-
priato legislative measures, to realize a $500 million improvement in
ourt trade surplus.

It is the travel portion of this immediate direct action program,
which at this time requires legislation. In the other sectors, the
measures called for have been instituted and are underway.

Thus, for business, the mandatory restraints on direct investment
have bemn in operation under Commerce I)epartnent regulations since
January 1 and have, during the first quarter of 1908, already had a
sizable favorable impact on our balance of payments.

For banking, the Federal Reserve Board restraints on foreign
lending were, similarly, issued and effective on January 1. Major prog-
ress has already been made toward achievement of the goal under this
proarmnm with a decline of about $350 millloii (seasonally adjusted)
during the first quarter of this year in commercial bank claims on
foreigners.

Tile Government has taken action on each of the three specific steps
to reduce expenditures abroad listed by the President in ils Jtlfiary
1 message:

Discussions with a number of countries in both Europe and Asiazto
find various ways to reduce the foi-eign exchange costs of malntUtAflfg
our troops abroad are already well underway.

An iltial program for a 12-percent reduction of oversee staffs, that
is Government employees, by die end of 1969, together with a futther
tightening of Government travel abroad, was put into effect on March
30; and a second-stage effort to achieve even further reductions, pri-
marily in the larger oversea missions, is underway.

The Department of Defense is examining a series of possible specific
measures to reduce further the foreign-exchange impact of personalspending by U.S. military personnel and their dependents in -Europe,
which are importantly related to civilian tourist travel.

Let me just say here, gentlemen and members of the committee, that
the Department of Defense has in mind certain measures that can be
instituted in this regard, but it is awfully difficult for them to impose
on the families and dependents of our soldiers overseas restrictions
when nothing literally is being done about the major part of the prob-
lem which involves the civilian tourist population.

In addition, the President, on January 11, directed AID to reduce
oversea expenditures in 1988 by a minimum of $100 million below the
1967 level.

For trade the President's special trade representative, Ambas.
sador Roth, has headed an effort by many of our oversea missions to
explore actively with our major trading partners possible Immediate
as well as longer term cooperative actions to contribute toward im-
provement in our trade surplus. Ambassador Roth has reported on



these discussions in the current hearings before the House Ways and
Means Committee.

A working party in -the GATT, the General Agreement on Tariffs
and Trade, has now been instituted at U.S. initiative and is now en-
gaged in an examination of existing provisions dealing with border-
tax adjustments and their effects on trade, looking to the development
of a program designed to remove or minimize any significant disad-
vantage Fo U.S., trade that results from the existing GATT provisions
and the tax systems of oW. principal trading partners.

In other words, action on each of these parts of the President's
balance-of-payments program is well underway, The one remaining
aspect of the program is tie travel area where the goal is to reduce
the balance-of-payments deficit by $500 million. H. 16241 repro.
sents a beginning-modest as it may be--of the action required to
effect an immediate reduction in the outflow of dollars. A long-range

Srogram of a different direction, to increase foreign travel to the
Unft States and thereby offset our expenditures abroad, is already

well underway ha Linas its cornerstone the recommendations of a
task force hided Fby ambassador McKinney. I should like to file a
copy of the report of that task force which undertook this work early
this year and submitted its report to the President on February 15,
1968.

There is in the envelope in front of you this document which I h6ld
in my hand which is entitled "Report to the President of the United
Sttes from the Industry-Government Special Task Force on Travel."

Let me sy here that we all feel that one very important and essen-
tial part of dealng with the travel problem is the encouragement of
foreign tourism in the United States. I just don't think we are going
to be able to cope at all adequately with this problem unless a great
deal more is done in both the private and the public sector to make at-
travtive and inviting the spending of tourist dollars from abroad in
the United States.

We have made some progress in this area in recent years, and the
figures that will be cited later will show it. But there is still a great
deal that could be done that is not being done by all of the elements
that affect the travel picture, and I believe that the report of this
task force, which was constituted by and large from the areas of the
private sector that are most familiar with the tourist problem, I
believe the discussion of these recommendations by Government and
the private sector alike will make a very substantial contribution,
and we are all grateful to the task force for undertaking it.

UI. ONTINUINO NFWJ FOR FULZ IMPLEMENTATION OF THE JANUARY
PROGRAM

However, events since the beginning of the year have confirmed
that the President's full action program is needed to help bring our
balance of payments to equilibrium, to maintain confidence in the
dollar, and to stabilize the international monetary system.

Our balance-of-payments deficit, sorely affected by the fall-off in
our trade surplus, ran at too high a rate in the first quarter. The first.
quarter result released on May 14 show a liquidity deficit of $600
million, seasonally adjusted, equivalent to an annual rate of $2.4
billion.
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This does show, I am happy to say a quick and quite substantial
recovery from the extremelyR high and totally unsustainable rate of
defioit which we suffered in the last 8 months of last year.

However, continued effort is necessary to advance us further toward
our vital goal of sustainable eqilibrium. Although we made notable
gns in the first quarter, these were mainly due to a number of
factors in our capital accounts as distinct from our current account.
Theoe included:

(1) A sharp reduction in bank lending and large sales of special
corporate bonds to foreigners in. connection with the Federal Reerve
and Commerce programs;

(2) Foreign net purchases of U.S. corporate stocks which amounted
to Mbout $27B million, approximately maintaining the same postwar
record rate averaged during the last half of 196; and

(8) One large known transaction, classified as foreign direct invest-
ment in the Imitd States, involving an inflow of slightly over $200
million.

We certainly cannot rely only on improvement in the capital ac-
counts to restore equilibrium in our balance of payments-we must
look to the achievement and maintenance of a substantial merchan-
dise trade surplus as an essential cornerstone of our balance of pay-
ments. However, during March, in particular, aid for the first quarter
of this year, as a whole, out'performance on trade account has been
very poor-reflecting the crucial importance of the tax increase ex-
penditure reduction measure to curb domestic inflationary pressures
and the excessive increase in imports that characteristically accom-
panies an excessive rate of growth in our economy. Our trade surplus
for the first quarter fell to an annual rate, after seasonal adjustment,
of only slightly over $400 million-cormpared with a $1.8 billion
annual rate based on the final quarter of 1967, and a $4.2 billion
annual rate based on the three preceding quarters of last year.

On other fronts also events during the interim since January 1,
have further underlinea the reality of the threat to our dollar which
was feared at the beginning of the year. From February 7 to March
20,1068, we experienced a period of intense speculation in the foreign
exchange and gold markets of the world. During this period, the
Treasury Department transferred a total of $1 b ion in gold to the
excliange stabilization fund in order to replenis its working balances
and complete the settlement of the U.S. share of the losses experienced
by the gold pool.

Those gold losses clearly indicated the concern held by foreigners
as to this country's persistent balance-of-payments deficit. The situa-
tion threatened to bring about serious difficulties for the world's entire
financial structure, with accelerating interest rates and the choking off
of credit availabi fiies beginning to spread from the international
money markets into domestic markets.

The impact of this monetary crisis was felt not only by bankers and
finance ministries of the world, the American traveler also was di-
rectly affected. For example, over the period of March 14 -throuh
March 18, many American travelers experienced considerable difficulty
spending or converting their dollars at the hotels, restaurants, and
banks ofEurope. When 6hey were permitted to convert, it was frequent-
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ly at a large discount. Thus, some American travelers were getting
only- Ninety-four cents for a dollar in Paris.

Ninety-six cents for a dollar in Italy.
Eighty cents for a dollar in Germany.

I would venture to say that these Americans who experienced the di-
rect effect of a lack of confidence in thoedollar, for a very short period,
I might say, would welcome, if not insist upon, immediate measures
to insure that their dollars are not so threatened again.

Fortunately, as a result of the meeting, on March 16-17, of the gold
pool central bank governors in Washington, decisions were made and
action was taken to restore order to the6 financial markets. However
the cost of those 6 weeks of speculative activity in terms of our loss ol
gold and in terms of th6 straif oh the international monetary system
was severe. The steps that have been taken-while representing an
effective solution for the immediate problem-will not guarantee
against a repeat performance in the future. We can only protect against
further attacks on the:dllhr-and, through it, the world monetary sys.
tern-by striking at the root of the problem-the persistent imbalance
in world payments, with a deficit in the United States and a surplus in
Europe.

m. PORM N TRAVEL. AND TE U.S. BALANCE OF PAYM ENTS

Foreign travel expenditures are a major contributor to the balance-
of-payments deficit and a comprehensive program to close the deficit
woud be incomplete and out of balance were travel omitted. In 1967
alone, a record number of Americans -traveling outside the United
States spent $4% billion, an increase of 17 percent over the previous
year. These expenditures involved a foreign exchange cost of $4 billion.
The difference between the $4 billion and-the $4 'billion is that some
of that travel expenditure was on our own carriers, our planes, and
whatnot and came back to us.

Senator SmATHEPS. May I ask you a simple question, simple in terms
that I ought to know the answer, but how are you able to determine
exactly what the Americans who traveled overseas spent? You know
what they, spent for their tickets but how do you know what they spent
overseas?!

Secretary FowuE. Those figures come to us from the Department
of Commerce. They are based on sample surveys made periodically
from returning travelers. They represent a sampling of returning
travelers and travel groups and eliciting from them on a questionnaire
basis from time to time their approximations of what is spent.

Receipts from foreign visitors to the United States last year came to
only $1.9billion, leaving a deficit of about $2.1 billion.

In fact, for the period 1961 through 1967, the total foreign payments
for international travel-about $21 billion-were nearly as rat as
the total foreign exchange costs-$22.9 billion--of ow mili ar ex-
penditures abroad, including the foreign exchange costs of the war in
Southeast Asia. In other words, the balance-of-payments costs of our
foreign travel have been equivalent to the balance-of-payments costs
of our national security to the extent it depends upon the operations
or presence of our military forces outside the United States.
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We hear a great deal, in some quarters about ending the war in
Southeast Asia or bringing U.S. military forces home as a means of
reducing our balance-of-payments deficit. We also hear a great deal
about reducing our forces in Western Europe because of their foreign
exchange costs. I am not here today to debate these issues. I am here
to say that the Government which adopts a program of doing what-
ever it can, consistent with national security, to reduce or neutralize
the foreign exchange costs of our'military operations overseas, must
similarly tackle the problem of travel expenditures when our balance
ofpayments is still in a serious state of chronic deficit. to
In order that members of the committee can see this problem in the

overall perspective, I also had included in the enelfpes in front of
you a picture of the U.S. balance of payfients ifilttive 1961 through
1967 showing the debit, credit, and net costs in each of the major ele-
ments which go into our balance of payments, and I come to that as-
pect now as it relates to tourism.

U.S. BALANCE OF PAYMENTS, CUMULATIVE 1961-67

lin billions of dollars

Debits Credits Net

MechandIs Imports and ex. ................................... -140.3 173.8 33,5
Military dexi.ndtures and military sales deiveries) ....... -22.8 5.4 -17.4
Tris inundl nI fos) ................................. -20.9 9.8 -11.2M scllanfous srlim:

Transportation (excluding fires) ................................ -12.8 34.8 2.1
US. diret Investment Income .............................................. (25.l 25.9
Other &Ivate Investment Income ................................ -7.9 ( 7 ...........
U .dirct Investment fees and royalties ....................................... 5.6 .

Other private miscellaneous rvi4es ............................ -33 7.9 4.
Government interest payments and receip.s............... -3. 4
Government mscellaneous services ................. -3.6 8 -1. 8

US. private romittn ..... ....................... . -4. ........... ..
Government payments o penlons *c ............................ - .............. -2.2

rvernment economic grants and credits:
rossoutlays and repayment .........................- 31.5 7.6 -239

Ofwhch ntled dollrotflow) M................. -(58) ...........................Private capital lws:U.$. dlrectilnstmen, 1t outflow .............................. -17.7 .............. -17.7
U.S. Purchase of now fr*". "eud ......................... -7. 9 .......... ix: -1.
Radom rtlons of foreign securifles .. ...................................... ,.... ... o.U..S. no as ovtawiin :14eis0 swunt ........................ 1.
Net U.S. bank credit to -o .e8s ........ . ............. ............ . -5.8
Net U.S. nonbank credit t oreigners ..................... -2 ............ -2.5
N Io of foreign capt (nonlqud) ....... ....................... .. 9.o 9.0rrorsandomsls ....................................-........... .- 4.5

Totals and ilquMity deficlt ................................... -291.2 274.9 -16.3

ITEMS INFLUINOING THE DIREION, DIMENSION AND TIROHNIQUES OF U.S. FOREIGN
POLICY

1. Total deficit 1961-67=$16.8 billion.
2. Deficit niol due to trade, which shows $83.5 billion surplue (despite recent

declining surplus). Surplus barely covers major outflow items of military and
tourism ($28.6 billion combined) which are Increasing. To close total deficit
require major Increase In trade surplus or, alternatively, cutting back or holding
down some or all of major outflows

8. M~fftary.-Deepfto intensive efforts since early 1981 to decrease expenditures
and Increase offsetting sales, net military costs abroad ($17.4 billion over 7
years) represent largest single drain.

Figures shown ate on conventional balanceof-payments basis, counting mill.
tary sales in terms of deliveries rather than cash receipts. Alternative cash
calculation (counting in net "advance payments" on military sales during the
7 years) would give gross receipts of $&6 billion and net military expenditures
of $18.2 billion--with an offsetting reduction of the net amount shown as foreign-
capital Inflow, ftom $9.0 to $8$1 billion.
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4. Tourfem.-Sheer magnitude of this Item-with gross payments only $1.8
billion (8 per cet) short of total military payments and $&,2 billion (20 per
Cent) large thandirec-lnvestment outflows, over the 7 years--arrant action

5. Direot invttment pls U.S. purohae l forel gn seourite show an outflow
of about $25 billion which are offset by direct investment income and other private
investment Income. Adding Income from direct investment fees and royalties
of over #5 billion improves this Investment picture to a net surplus. However,
this cumulative pletuwe does not adequately reflect deficit trends which have
required governmental action in the short-term (IT on purchase of foreign
securities and direct investment controls) 'to achieve this balance and avoid
future deterioration.

6. At Oqutflow from Government grants and credits fortunately took the form
cf only $5.8 billion In "untied" cash outflow because balance tied to U.S, goods
and services. fled amounts are contained In statistics of trade and services
account&

The net foreign exchange impact' of this level of foreign travel
spending can-the figures Ihave given you Ui to now have been gross
fiures--can be measum d by offsetbing anst the spending in the
United States by foreign travelers. For t e same 1961 through 1967
period, the net deficit in foreign exchange payments arising from
tourism amounted to a little over $11 billion, as compared to about a
$17.4 billion net- foreign exchange deficit for military expenditures
abroad after 6ffsetng the foreign purchases of military equipment
in the United States. Moreover Unless effective measures are under-
taken, the situation with regarA to travel can only get worse in the
future.

Again referring to this table that I included in your envelopes1 it
shows that for the years 1961 to 1967 the cumulative payments lefioit
during those years was $16.3 billion, the travel deficit during those
years was $11 billion. The cumulative military deficit durn those
years, taking into account what was bought in this country by foreign
governments, was $17 billion. So m comparing these foigres one can
hardly escape the conclusion that to really grapple with tie balance-of-
payments problem, as we face it, not ony in an emergency and at
this particular time, but over the long pull, we have to come to some
decision about the extent to which uninhibited expenditures overseas
by our civilian tourists are going to continue.

Now, in this regard the Chase Manhattan Bank recently lUblshed
in its June 1968 "Business in Brief" which is its monthly publication,
a summary review of travel figures in the U.S. balance of payments.
A copyof that is also in your envelopes and it presents, in very graphic
form, the story I am trying to present to this committee and through
this comnttee to the Conge and the country today.

This summary states: 'Travel is a fast-growing element in U.S. in-
ternational financial accounts. Outlays far exceed receipts, helping to
create payments deficits." The bank points out that foreign travel is
among the major causes of dollar outflows; the $4 billion of foreign
travel payments in 1967 being almost as large as military spending
of $4.8 bion. -..

The bank presentation also calls attention to the fact that expendi-
tures abroad by Americans and expenditures in the United Stea by
foreigners have both been increasing, and, indeed, the latter rate of
increase on a much smaller base has been somewhat greater. The im-
portant point clearly indicated by these figures, however, is that "if
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recent rates of growth in travel persist the dollar gap between outlays
and receipts will continue to widen." Thus the bank summary showsthat under a continuation of growth patternsthat have been exhibited
in the past few years, the $2 billion travel deficit in 1967 will widen to
$3 billion by 1975. Other estimates; taking into acc6tth-e greatly in-
creased travel which will flow from the new huge passenger "fair
buses" place the travel deficit in 1975 at much higher figures.

Senator WvImAs. Does this report give any indication of the loss
as a result of our foreign aid programs over this period of years?

Secretary Fowmis. No, sir; 1 think it has at othe utes treated that
program, and I can supply a good deal of information on that which
is continued in'the appropriate section of the Blue Book here, .enator
Williams, and I can note the ap prWpriate pages and tables at this point
in the re ord, if you w6ild lik th have me do so.

(The information referred to follows:)
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[EXCERPTS FROM JANUARY 1968 TREASURY PUBLICATION "MAINTAINING
THE STRENGTH OF THE DOLLAR IN A STRONG FREE WORLD ECONOMY"]

V. An Intensified Program to Moderate the Foreign Ex.
change Costs of Government Expenditures Abroad for
Security, Development, and Other Activities

A. Introductory Comments

We are faced now, and will be in the future, with Government ex-
penditures overseas to meet the costs:

-of our commitments abroad, on which America's security and
survival depend,

--of our reglr overseniq &tablishments, and
-or ' onfr*ltiffl 'ohll gtilnii ovniea Ilint. rise in the operation

of our Govornmnent
We have pressed'in all areas of tho Government to achieve balance

of payments savings, in our milit ry expenditures, in economfo assist-
ance, and in our regukr Government operations.

We must move ahead in all these areas even more intensively to
achieve further balance of payments savings.

The President's program sets as our new target a $600 miln im-
rovemen over the prment bakZce of payment oots of our defense,

AID, and other Government expendituree abroad. The President has
announced three steps to this end:

"First, I have directed the Secretary of State to initiate prompt
negotiations with our NATO allies to minimize the foreign ex-
change costa of keeping our troops in Europe. Our allies can help
in a number of ways, including:

-The purchase in the U.S. of more of their defense needs
-Investments in long-term United States securities.
"I have also directed the Secretaries of State, Treasury and

Defense to find similar ways of dealing with this problem in other
parts of the world.

",gevot I have instructed the Director of the Budget to find
ways of reducing the numbers of American civilians working
overseas.

"Third, I have instructed the Secertary of Defense to fid ways
to reduce further the foreign exchange impact of personal spend-
ing by U.S. forces and their dependents in Europe."

Tt le 10 shows the net costs of the Government transactions to our
over-all balance of payments. (More detail is shown in Tables 11 and
12.) The table shows that between 1960 and 1985 there was a $1.1 billion
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drop in the net balance of payments cost of Uovernment activities.
Nevertheless, in ! o, the G(oernment sector still showed a substan-
tial deficit. ($2.6 billion). In 1.(10 (and again in'164),'thte Govern-
ment deficit increased significantly as a result of Vietnnm expendi-
tures. ('nvettments in long.term U.S. bank certificates of deposit made
largely by foreign central banks as a result of the effort by the United
States Treasury described earlier are not included in these figures.)

TADLE 1O.-N balance-of-paVmERIe coML of Gouernmeml ravnstaione
(illion otdo~uiJ

IM 1961 tN2 lg 2964 196U 1o6 tM6I"

-? -30 -2.0 -o.5 -2.8 -. t 32 -2.6

7&nuy-Sptmb o@t1y.
Sourum S. tObe It.

The foreign exchange costs of Government will not disappear when
hostilities end in Southeast Asia. They will diop, but much of the
opportunity to reduce the net cost to the U.S. balance of payments
could be lost unless we exercise self-discipline and insist that other
nations do their fair share in meeting joint responsibilities in the mili-
tary and economic assistance fields.

'WaYs muse be found to neutmaze the f1vign ewohange costs of
military expendhow in the commn defense.

We must find ways to work constructively with our allies on bi-
lateral and posibly multilateral arrangements designed to neutralize
the foreign exchange consequences of the locations of our military
forces and those of our allies.

The determination of the share a nation should bear in helping to
meet the evonomio ae8sitance requirements of the less-developed world
and the security requirements of oiir community of nations requires
difficult and continuous decisions on a host of issues. These issues can-
not be resolved solely on the basis of domestic resources or budgetary
considerations.

In the process of providing bilateral aid and contributions to multi-
lateral financial institutions, we must constantly ask ourselves:

-What are other donor countries contributing ?
-How aggressively -have the institutions in question attempted to

borrow in the capital markets of other donor countries?
-What are the recipients doing, through self-help efforts, to utilize

the money efficiently and effectively!
-What safeguards are the institutions providing for donor coun-

tries that may from time to time be in balance of payments dif-
ficulty themselves I
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B. Military

1. General Afeasures To Reduce External MilUtary Ewpenditura. A
detailed report by the Department of Defense on its efforts to reduce
expenditures and increase receipts abroad is contained in Tab B.

Our efforts to hold down the foreign exchange costs of military
programs have been substantial. Between calendar 1960 and calendar
19065 net nillitary foreign exchange expenditures I were reduced from
$2.8 billion to $1.6 billion despite rising overseas costs and despite
such events as the Berlin crisis build-up. The gap'widened again in
1966 iMid in 196Y because of essential outlays for maintaining the shield
of fredom in Vietnam. The net balance of payments costs of our de-
fense expenditures for other purposes, although substantial, have been
held strictly in check as the Secretar of Defense carried out the Presi-
dent's prior directives to intensify his program:

-- to shift defense buying from sources abroad to sources in the
United States;

-to reduce the staffs in overseas headquarters;
-to streamline overseas support operations;
-to work with our defense partners to increase their offset pur-

chases of military equipment in the United States.
These and other measures described in Tab B have been taken while
fully protecting our security interests and discharging our responsi-
bilitie& Military personnel levels outside Southeast Asia hawve been
reduced. Employment of foreign nationals for support or service ac-
tivities, setting Southeast Asia aside, has dropped. Military Post Ex-
changes emphasize U.S. goods in their display, pricing, and purchas-
ing practice& Non-Vietnam overseas construction costs entering the
balance& of payments have been curtailed. On the individual level, a
massive education effort has been undertaken to restrain foreign ex-
penditures and increase savings in the United States.

These are general measures that have been taken and which should
continue to be vigorously pursued. But they are not enough. Over the
past six calendar years (1961-66), our military expenditures outside
the United States have ivvraged $3.1 billion. Even after taking ac-
count of receipts under the military offset arrangements with Ger-
many and other sales of military equipment, the net foreign exchange
costs of military outlays averaged $2.0 billion.

These militaryoutlays am rising. They were less than $3.4 billion
in fiscal year 1966 and $4.1 billion In fixal year 198'. theih rislngtrend
in our net military deficit is outlined by region in Table 1.

Vietnam may be viewed as temporary, and the extraordinary for-
eign exchange drains front it should deline in tune, But other 0ignifi-

The Agur"e In this section (b) and those In Tab B afe Defense Department data which
have some techalcal dilfrenees in elaslaftlon from the data published to the balance o1
Payments counted which ar ed l Table 1 In this Chapter and Table 4 La CsaptW II.
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cant declines in balance of payments consequences of military deploy.
ments outside the United States will depend upon the neutralization
of their balance of payments effect..

Two possible ways to neutralize these military expenditures, both
involving action by the recipient. countries, are:

-purchase of additional U.S. goods and services.
-long-term investments in the United States by central banks or

goverlments
We niust successfully negotiate--bilaterally or multilaterally-

long.term arrangements of tbis sort which offset our large remaining
balnne of payments costs on military account. No other course is con-
sistent with the adjtustment process, or fair nnd equitable.

2. European Area. Our commitments for the common defense are
vital to U.S. security and cannot be put in question. The balance of
payments cost to the U.S. of these commitments is substantial. Gross
expenditures for the stationing of U.S. forces in Europe currently
amount to about $1.5 billion annually (a part of which has been offset
by European purchases in the U.S.). We are now engaged in a renewed
effort to find financially viable ways and means of meeting the security
needs of the alliance while engaging with our allies in a continuing re.
examination of the needs.

TADLU 1.-U.S. delt. *zpenditures o egand ripts eteriig IN. onabta t4
of papmerte

(In million of U.S. dollrs

Expenditures Reeipte I Net

1965 I6 16? 1M 196 16 1M 1967

Southeast Ads ............. 50 711 1,206 10 13 -340 -118
2........................3 5 2 -6 t -00

Korea ....................... 80 1323 11 8 a 3 -75 -120 -166
Western Europe ................ ,442 1,31 , 1.545 1,03 761 I,2X -409 -70 -19
C a .............................. 20 181 220 02 73 41 -146 -108 -179
Othe'rundistrlbuted ................. 32 414 482 180 321 30? -212 -t3 -38

ota .......................... 2,800 8,868 4,100 1,822 1,100 2,770 -1,47 -2,8 -2,80

SRepubile of China, Philipln Isands, Ryuyu Ik lAd, Thalland, and South Vietnam.
I lecelpts Include prImrily (1).cash receipts from sales of goods and service through the Department of

Defense and (2) batter. Data excle receipts for military equipment procured through comniercial U.S.
sources except where covered by government-togov rnment speemens ad data ae currently available.

source: Department of Defense.

After candtation in NATO, the US. hat made arrang~eent for
redeploying about 85,000 U.S. military personnel from Genmany in
1968. These forces will be based in the U.S. but will remain earmarked
for use in Germany and will return there'at regular intervals for train-
ing. This plan will also permit a reduction in the number of the

*Defense Department's foreign employees in Germany.
The Defense Department report contained in Tab B describes the

U.S. military sales program, which was *primarily responsible for



increasing our receipts Worldwide from $300 million in FY 1961 to
$1.6 billion in FY 1967. Most of those sales were to ow NATO allies.
For six years, until last June, we had a series of "military offset agree.
inents" with Germany under which the German Government under.
took to buy from the U.S. military equipment and services costing an
amount which offset the bulk of our defense expenditures in Germany.
The German Government did not renew the agreements for the period
after June 1907 but expects to continue major purchases in the U.S.,
although advance payments under the offset agreements (of which
substantial amounts remain on deposit as of year-end 1967) will reduce
our new receipts over the near term. During FY 1908 the German
J3undesbank agreed to invest $500 million in nonmarketable U.S.
Treasury securities. This investment counts as a long-term capital
inflow, reducing our payments deficit. It does not fully offset our
expenditures in Germany.

Despite our offset agreement with Germany, the EEO countries
gained an average of over $300 million annually over the 1961-65
period from military transactions with the United States. In the
absence of any neutralization arrangements, this figure will jump to
nearly $1 billion annually, beginning in July 1068.

The importance of neutralizing these costs was stressed by Secretary
of State Rusk and Deputy Secretary of Defense Nitze at the NATO
Ministerial Meeting on December 12, 1967. In a formal statement in
behalf of Secretary of Defense McNamara, the latter said:

"We will, therefore, continue to maintain forces in Europe for
as long as they are desired. In saying this, however, I must also
point out an anomaly In European attitudes which cannot persist.
This is that on the one hand there should be no diminution of
U.S. forces, but that on the other hand the responsibility for
meeting the balance of payments deficit caused by such large-
scale continuing U.S. deployments in Europe'isnone of Europe's
affair. It is essential that deficits suffered by countries as a result
of their stationing troops abroad in the common effort. should be
treated and solved by their allies on a cooperative basis. We would
welcome suggestions from our allies on how to meet this pressing
problem, since its solution cannot be further postponed."

The -United States intends to reneto negotiation promptly woith
Oermany and toth her European country wheom the U.S.' has
large military eopenditur. We propose to rplore wcays and mean
of broadening our bilatera neutralation agreement into multilateral
arrangement of a long-Lasting character.

The economies we have made as a result of the move from France
and those which will follow the redeployment of about 35,000 addi.
tional military personnel from Europe in 108 are together- oxpocted
to reduce our balance of payments costs on military account in Europo
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by over $125 million a year. Nevertheless, the remaining balance of
payments costs incurred as a result of large-scale deployments of U.S.
forces in Europe are still substantial. We have made it clear to our
allies that we consider it essential that deficits suffered by countries
as a result of stationing troops abroad in the common effort should be
treated and solved by the allies on a cooperative basis.

In addition to the other steps being taken to reduce the balance of
payments costs of our military effort, the Secretary of Defense has
been instructed to find ways to reduce further the foreign exchange
impact of personal spending in Europe by Defense personnel and
dependent.

3. East Asia. The mounting foreign exchange costs of our vital
military actions in Vietnam have brought to the front the question
of dynamic and viable financial relationships in that are& of the
world-both currently and when the fighting stops. The direct balance
of payments costs attributable to our security efforts in Southeast Asia
began to increase in 1065. By calendar year 1967 the increase totaled
$1.5 billion per annum (excluding indirect effects). But even before
Vietnam, U.S. military costs in Asia were not insignificant.

We muwt intesify our efforts to reduce the impact of the foreign
e change costs of security operations in Asi--both now and after the
fighting ends. We have already begun, in a number of countries, to
encourage investment of official reserves-climbing dramatically in
many instances because of U.S. military spending-in longer-term
investments in the United States. This is mutually beneficial-helpful
to the developing countries in putting aside a reserve for the future
and helpful to the United States, which is now bearing heavy foreign
exchange costs in the area. As experience in Europe has taught us, this
is but one of a number of possible neutralization techniques. Very
clearly, more needs to be done in Asia to neutralize U.S. balance of
payments costs incurred in the common defense. More is being done,
and can be done without detriment to economic development of the
countries of East Asia.

The joint communique by President Johnson and His Excellency
Prime Minister Sato of Japan on November 15, 1967, included an
agreement:

"* * * to enhance the usefulness of the joint United States-
Japan Committee on Trade and Economic Affairs by establishing
at an early date a subcommittee. This subcommittee will be a
forun for consltation on economic and financial matters of
importance to both countries, including the short. and longer-
range balance of payments problems of the two countries."

The first meeting of the subcommittee is scheduled for late
January 1988.



C. Aid
1. Bilaleral. We cannot expect to strengthen our balance of pay.

inents at the expense of the less-developed world. It is in our economic
interest and in the world's economic interest to assist this vast group
of nations with its vut potential for expanded world trade, output and
employment, or world insecurity, hopeless poverty and frustration.

We seek to assist the less-developed nations'toward'a better life, but
we seek to do it in a way that transfers primarily real reaource when
we are in balance of payment. diftleti and e a ie.e boik real and
financial resources when we are in balarie of paynent4 surplus.

Our efforts in the past have been directed to two a in areas:
-increasingly to tie bilateral foreign asistance to the financing of

United States goods and services; and
-to have the other financially powerful countries of the Free World

increase their assistance to the less-developed countries.
The fact that our agricultural sales program and the *operations of

the Export-Import Bank involve U.S. exports is wel recognized. The
AID story is less well recognized-its role of assisting others while on
an increasing scale supplying U.S. goods in ways that min imize any
adverse balance of payments impact.

III most of the l0tiO's1 U.S. bilan(ral ausistance wm.ppen to inter-
111 tioul| Conmpolitive ildding. lur.rellingly, this resulted in U.S. ihmnnc-
ilig of procurevlent in other industrial countries which have recovered
from the war and become increasingly competitlve. Wile we were
seeking to help the economically "have-not" nations, our help was
hurting the dollar and adding to potential calls on our gold. This was
inconsistent with our own and the world's balance of payments situa-
tion. By 1059 only 40 percent of our bilateral aid dollars were being
spent on U.S. goods and services. At that time moves were started to
place tighter limitations on the U.S. policy of worldwide procurement.
Tying procedures have been strengthened over time.

Today, AID funds are spent primarily in the United States for
goods and services procured in this country. Ninety-two percent of
total AID expenditures will be spent in the United States. Of AID's
total expenditures for commodity assistance, 96 percent will be for
procurement of U.S. goods. Successive tightening of AID activities as
part of our balance of payments program leaves only a few elements
not specifically tied to U.S. goods and services--ealaries an4 pay-
ments to AID overseas personnel and contractors, only a" part of which
is spent abroad, strictly limited offshore procurement, and AID's con-
tribution to the multilateral Foreign Exchange Operae:ions Fund in
Laos and parts of some grants to overseas educational institutions.

On a balance of payments accounting basis AIJ)'s offshore expendi-
tures were over $900 million in FY 1961 and $800 million in 1988.



The batlance of payments directive was to reduce Its offshore expendi-
tures to not more than $500 million by FY 1065. The target was more
than met. Despite a greatly expanded economic aid program for
Vietnam, offshore expenditures were held to the target in FY 1906. As
n result of AID' further tightening of tied procurement regulations,
offshore expenditures arc estimated at. $290 million in FY 1907 and at
$200 million in FY 1068. These figures do not take into account the
repayments on loans made by AID'and its predecessors.

The President, on Jan uary 11, 198, directed that the foreign ex-
change costs of AiD's aotivfties be reduced by at least $100 million
in calendar year 1968 belno the calendar 1967 level. The Agency will
attempt to reduce its overseas expenditures to less than $170 million
by further restricting dollar payments for staff and services abroad
and confining virtually all financial and commodity assistance to tied
or baxter-typeptocurement.

Now that our bilateral assistance program is almost completely tied,
toe are working to make sure that this assistance rasults in truly addi-
tional transfers of US& good8 and services to the developing countries.
This new effort to assure "additiona ity"---to assure that these exports
are additional Id that{ this assistance does not. substitute for sales that
f ti U.S. wouh lwamndoon it comn{wein l Im.4,4--hns important long-
ratigo polel itd r ou' ImltleMe of pityii(sif. Wieun nid-ret'eivitig
country buys U.S. goods financed by AID under a tying arrangement,
it may be buying goods that it would otherwise have bought with
dollars it already owns. Such dollars-free foreign exchange-can be
used for purchases and payments either in the U.S. or elsewhere. Tying
proourement to US. sources may not itself be enough to reduce to the
extent fees sary the impact of the AID program on the balance of
payments,

To meet this potential balance of payments problem, a special task
force of the Cabinet Committee on Balance of Payments has been
formed to work with AID in a program to assure "additionality" of
exports in our aid program. "Additionality Teams'lavb now visited a
number of major ald-receiving countries. AID has begun to explore
measures to ensure that AID-flnantied exports will be additional. This
is an ongoing effort that must be pursued diligently. As part of this
effort, AID ha§ included U.S. export promotion as a factor-although
necessarily hot the dominant ono--in selecting capital projects. Atten-
tion is being paid to the selection of projects and goods that liave a
greater potential for "follow on" orders. U.S. Embassy commercial
staffs in the more important aid*receiving countries are being strength.-
ened with this putpose in mind.

This new program cannot succeed by Government efforts alone. U.S.
industry and trade must play their role. In too many cases in too many
developing countries our businessmen have not actively sought to



establish the trade ties so essential in the international competition for
new markets. The export expansion programmer of the Department of
Ooninerce outlined earlier has an important role to play here and
must be coordinated- with the effort for "additionality."

2. Multilateral. In the field of the multilaterl development finance
inst itutions, new efforts-have been made to assure the compatibility of
our pnrl-icipition with our balance of payments policies. While these
(4orIs livM, hialnc of Ipyiw.lts itupeovenwint aRs an objective, they
it$sos.vPk Iosl rcvtghoWllae.so in.l ilKtlti niid fully l)r'orvo Iheir multi.
literal chit'inev. The principles involve:

-improve burden-sharing, by capital exporting countries in their
contributions and by developing countries in their self-help
efforts.

-improved access of the development finance institutions to wider
and more diversified world capital markets.

-mitigating th6 impact on our balance of payments when access to
our own capital market is necessary. •

-providing safeguards not only for receiving countries, but for
contributing countries that may, from time to time, be in balance
of payments difficulties themselves when long-term advance
pledges are turned into requirements for payments.

-emphasizing contributions that take the form of goods and serv.
ices when contributing countries find themselves in balance of
payments difficulties and in the form of finance when countries
are in surplus.

-more generally, seeking to insure that development finance more
actively contributes to the international 'paymeAts adjustment
process while the aggregrate level of development assistance,
which for too long has been on an international plateau, is sig-
nificantly increased.

As stated earlier, the determination of a nation's "fair share" of
economic-or military-assistance is no simple matter. Years ago, as
the other industrial countries regained economic strength, it became
clear that the time had come to decrease reliance on a single country.
This issue cnn no longer be resolved solely by relating the size of a
given country's contribution to the size of its gross national product.
The form in which a donor provides aid, the terms of its aid and its
international liquidity position must be taken into account.

The overall effect of the World Bank operations has been a substan.
tial positive factor to the U.S. balance of payment& In its own interest
as a multilateral institution and with some urging by the U.S., it has
energetically sought to raise capital on other markets. More than half
of its funded debt is now held outside the Uhited States. Nevertheless,
in the face of its increased requirements for capital and still rela-
tively underdeveloped capital markets abroad, access to the U.S. bond



market has from time to time been approved. In each of these instances
in recent years the proceeds of these bond issues were reinvested in the
United States in a manner that neutralized, at least for a time, any
impact on our balance of payments.

The hiltrinerican Develolment Bank has acted in the same
fashion. It hifraised substantial money abroad even under the hmdi-
cap of going to nonmember country markets, and it has invested the
proceeds of its U.S. borrowings in ways compatible with our balance
of payments policies. It has recently taken further measures to attract
nonmember capital by limiting procurement under its loans in accord
with the financing that nonmembers make available on appropriate
terms.

The lntenational Development Association, affiliated with the
World Bank, is in urgent need of replenishment. Other nations have
shared with us to the extent of about $1.50 for every $1 we have con-
tributed in meeting this need. Pursuant to President Johnson's direc-
tive, the Secretary of the Treasury has indicated our readiness to
participate in a substantial replenishment which must include ade-
quate balance of payments safeguards.

The newly-established Asian Dewelopm€en Bank has been character-
ized by burden-sharing in the fullest sense. Here 20 percent of the
capital was provided by the United States and the rest by Japan, other
regional donors, Canada, and Western Europe. The President has
responded to a further Asian initiative with a request to the Congress
to join with others in supplying special funds for concessionary lend-
ing by the Bank. In this case the balance of payments will be protected
and the U.S. funds will be used only for procurement in the United
States. It is in these ways-ways compatible with the realities of
international finance--that the U.S. hopes to join with others in meet-
ing the urgent needs of development of those economically less
fortunate.

D. Other Departments and Agencies

In order to assure that all activities-not only the key military and
aid activities-are brought into balance of payments focus, the over-
seas disbursements of all departments of Government have been
brought under special review and control by the Director of the
Bureau of the Budget. The review and control mechanism is called
the Gold Budget. Increasingly vigorous screening of expenditures
abroad by these other Federal departments and agencies must be con-
tinued if the Government is to play its full role in- moderating the
exchange costs of its own expenditures abroad.

The financial scope of the Gold Budget is largv, roughly $10 bil.
lion, taking receipts and expenditures together. The range of activ-



cities covered is very wide, from defense outlays to Post Office re-
ceipts and expenditures on international mail activities, from
overseas payments on the public debt to the cost of operating over-
seas tracking stations by NASA for space flight missions.

The figures for any agency do not necessarily reveal the scope of the
effort to achieve foreign exchange savings. Real foreign exchange sav-
ings in some cases have been offset by rising prices abroad which have
raised th(ecost of ongoing programs.

The State Department, whose Gold Budget expenditures in FY
1967 totaled $26b million compared with $80 million in FY 1983, has
undertaken a variety of actions to cut foreign exchange outlays,
Including:

-purchase of goods in the U.S. for use overwasat costs up to
percent greater than those abroad;

-use of U.S. flag carriers to the largest extent possible for travel
by Department personnel;

--consolidation of overseas posts, elimination of overseas positions,
maximal use of U.S. postage for diplomatic pouch mail, and
relocation of some courier operations in the U.S.

Despite the narrow margin for reductions, and the continually in-
creasing costs of operation, ovemsens oc ts are now below the 1983
lovls. The search for additional savings continues.

The United States Information Agen has striven for savings by
centralizing, operations and procurement where possible in countries
where the U.S. Government holds localcurrencies in excess or near.
excess of its needs and by increasing procurement of other goods in
the U.S. Consolidation of some overseas operations and their removal
.to the U.S. are now under consideration.

The Atomio Energy Conmdsion'e expenditures abroad reflect pur-
chases of uranium. Such purchases are being phased out entirely.

TA. Departmera of Agrtoulnde spends money abroad for devel-
opment of foreign markets for American foodstuffs, research activi-
ties, and payments to foreign-flag vessels to ship agricultural exports.
Expenditures for foreign vessels reflected the shortage of U.S. ship.
ping because of Vietnam supply needs. To the maximum extent pbs.
sible, Agriculture uses excess U.S. holdings of foreign currencies to
minimize the balance of payments costs of its activities.

As is well-known, the United States owns amounte.of local cur-
rency in excess of its needs in e handful of less-developed countries.
These holdings have resulted from sales, for local currency, of sur-
plus agricultural products. While the use of these local currencies
hm h4eped u save d4 r in a fwm.er of itutaoen-where we could
use the currencies in question in lieu of dollars-we have net been,



able to utilize all of the currencies acquired. The- accumulation of
large holdings of other countries' currencies clearly present a vari-
ety of problems. Under the Food for Freedom Act of 1967, we are
moving away from agricultural sales for local currency. The act
calls for a transition to dollar sales over a five-year period, except to
the extent that the United States needs local currencies for its own
uses, for mutual defense, or for "Cooley" loans.

Table 12 summarizes on the basis of our published overall balance
of payments accounts, the identifiable impact of all of the foregoing
Government transactions. Comparing the results for calendar year
1966 with 1060 levels:

-Net military expenditures had by 1984 been reduced by $850
million; and, despite the subsequent increase of nearly $1 billion
in Southeast Asia related expenditures, net expenditures world.
wide for 1968 did not exceed the 1960 level. In other words,
apart from the Southeast Asia increasN net military expendi.
tures in 1968 were down nearly $1 billion, or more than one.
third, frofr the 1960 rate.

-Net dollar outflows from all types of U.S. Government grants
and credits (excluding, that is, the "tied" outlays serving to fi.
nane V.S. exports and other receipts from foreigners) had aIso
been reduced by more than one-third, from $1.1 billion to about
$700 million per year.

-- The balance of all other Government transactions appearing in
the overall balance of payments accounts, while fluctuating
widely from one year to another due largely to variations in
special capital receipts, has generally shown some surplus. In
1966 this surplus was a little over $200 million, up slightly from
that in 1960.

The performance in holding down the foreign exchange costs of
all our Government programs during the decade of the 1O60Vhas
been good, particularly when the burden of Vietnam is taken into
account.

-Nevertheless, we should make sure that further savings are ob-
tained. We cannot, let up on our efforts in this important area, for un-
less we can demonstrate conclusively that we are doing everything
in our power to limit Government balance of payments costs, we
cannot expect continuation of the fine cooperation received to date
from the private sector in its efforts to help us solve our balance of
payments problem. The Gold Budget will be a kery instrument to
insure that no stone is left unturned in finding areas where further
savings can be made on Government account-both now and after
the end of hostiities in Vietaam.
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TABLE 12.-U.S. Government graneadione ,hich appear
accourde

(Billions of dollars; by teqndar yean)

its balamc. of payment.

1900 1961 196 1963 1964 I6 1066d

military ez1 ndituras I ........ -&1 -. 0 -31 -2.0 -2.9 • -2.9 -3.7
)[1[Isty c reCelptsn ......... O.3 0.4 I 1.0 1.0 .I 0.9

Ne -2.7aZ -2.6 -1.9 -40 -LO -L3 -2.?
Escludl.j .. read epi ndt.

tures related to Southmot
Asi I ........................ ........ ........ ........ ........ ........ (-LO) (-.8)

Gros grant & capital outlays not
relned within uovernment seo.
tor .......... .............. -2 - -&9 -i -3. -o -4.3

Excuding "tied outlays to
finance U.S. exports & otherprlvate4setor recpts... (-1.1) (-1.1) (-1.0) (-06) (-0,1) (-0.?) (-0.1)

Net opertlonal costs and relpts of
other Government programs A
actlyltta I ....................... -0.2 -as -as3 -0.3 -0.4 -0.4 -0,6

Net operatlonal" costs ........ -&2 -6 - -4 -. 2 -&2 . -7.0
Excuding "Ie" gmts

and capital Soudtheat
Asia tavncrea. (-4I) (-40) (-38) (-3.1) (-30) (-17) (-&0)

Government paymen o Interest
a d -0.6 -0s -to -&7 -0.7 -0.9 -0

Receipts of I nterest and cash aoetl.-
tlton on Government credits S.. 0.9 0.9 LO L0 0.9 1.0 1.2

special Governmnt capital m
cepts, net ..................... 0 1 0.? to 0.3 0.8 4L2 0.0

Not Government sector ........ -8 -56 -4O -9 -58 -&9 -69
Excluding "tied" grants

MAd capital ......... (-8?) (-3.0) (-2.0) (-0 (-15) (-.f) (-L 2)
Excluding also aouthet

Asia mlI1try.,pend Iturs
increases.......................................... ........- 2)

I Ependiture and cash reelpts data am as published by Commorcs Department In bl.ang.e-pqayments.
aecounta. They differ from Delcnse Department data by excluding (i.e., shifting from military to other
entries): (I) on payments side. small amounts of retired iay, claims, grant, ad nam chas in foeign.
currerc balances purchased with dollars; and (2) on receipts aide, certain milltary through commeica
channes and beter sales.

SMeasured from calendar yoar 1964 kvl.
ID fers from gross outlays shown In Tbk that put U "I" outays Lwd to Anams

mbtuy-sales contracts and other Oovernment-sctor rocep
,Reprsents total Governmentvsym_.,ntqf *o serv ka k m o aoun s

,ss c of such services not 11nane by li ed rtnd capia outovrs.
AExcludes non-scheduled repayments an thoe inan yd now Govsrnmant credits,
# Includes hon-scheduled repayments on Government oredit plus Goverment noak~uld Usbate not

smOCIled with mWhtay4~e Wonts or grant and capital outlays.
Nou,-Deta may not add to toWs due to rounding.
Sou<r Derived from DeparMnt o Commews data
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TAB C

AID and the Balance of Payments
During the Marshall Plan and most of the 1950's, aid appropria-

tions were generally spent wherever rices were lowest, For the first
few years after the war, the United States was tho only major source
of most of the goods needed by aid recipients. Consequently, most aid
dollars were spent in this country even though they were not tied to
U.S. procurement.

This situation changed as the revived European economies became
increasingly effective competitors for U.S. aid purchases. By 1959
only 40% of our aid dollars were being spent on U.S. goods and
services,

Beginning in 1959, in order to improve the U.S. balance of pay-
ments we began to limit our policy of worldwide procurement. Today,
funds are spent primarily in the United States for goods and services
procured in this country. The only significant elements in the A.I.D.
program not specifically tied to U.S. goods and services are salaries
and payments to A.I.D. overseas personnel and contractor (only part
of which is spent abroad) and limited offshore procurement for A.I.D.
administrative purpose

In FY 1968, the U.S. share of total A.I.D. expenditures is expected
to reach 92%, with 96% of commodity expenditures being made in
the United States. The net impact of the A.I.D. program on the bal-
aice of payments in FY 1968, after allowing for repayments of prin-
cipal and interest is estimated at close to zero, as compared to $934
million in FY 1961.

This change has been brought about by the aggressive steps which
A.I.D. has taken in recent years to minimize the balance of payments
costs of its programs. These steps fall into three general categories-
(a) expansion of A.I.D.'s tied procurement regulations; (b) meas-
ures to improve U.S. export additionality, both in the context of A.I.D.
programs and generally; and (c) use of local currencies.

Tightening of Tied Procurement Regulations
Loan Finaneing. To assure that A.I.D. funds are used for the pur-

chase of goods and services in the United States, A.I.D. has progres-
sively tied al loans to U.S. procurement Exceptions are possible only
if waiver, are approved by interagency committees and signed by the
A.LD. Administrator. There are no current exceptions.



Grant Finatwing. Virtually all grant procurement is also tied to
U.S. goods and services-procurement is limited to the United States
and eight Asian and African less-developed countries. These commod-
ities are paid for in local currencies. But arrangements are made to
purchase in the United States a dollar-equivalent amount of U.S. goods
under Special Letters of Credit. These arrangements are used almost
exclusively for security-related foreign procurement for Vietnam and
are estimated at about $70 million in FY 1967.

Loal ot FInancing. In some instances, A.I.D. pays part of the
local costs of A.I.D.-financed projects. In countries where the United
States does not already have available local currency in excess of U.S.
requirements, dollars must be used to obtain the local currency to cover
any project costs which A.I.D. may finance. Since 19683, A.I.D.' has
moved progressively to tie these dollars to U.S. procurement by using
Special Letters of Credit good only in payment of goods and services
originating in the United States.

There are only three elements of the A.I.D. program, then, which
still have a significant impact on our balance of psymemts :1

1. Salere.and other payments to A.I.D. overseas direot-hire per.
sonnel and contraotore..A.I.D. direct-hire personnel and contracmors
working overseas have to spend money for living expenses and other
local costs. Their salaries and payments cannot, of course, be tied to
U.S. procurement, but only part of these funds is spent abroad. The
estimate for the FY 1968 program is about $99 million. Little can be
done to reduce this amount materially, although A.D. is continuing
efforts to increase the use of local currencies where they are available.

2. Minintun foreign prootwem for A.IP. adkdh ztfe ew.
pone8. A very small amount of A.I.D. funds ($7 million of FY 1968
funds) is Used to make local purchases of items necessary for admin.
istration of the program which cannot be imported from the United
States. Here again, available local currencies are used whenever
possible.
8. , sh grants.These are still being made in situations where it has

been difficult to substitute U.S. goods and services. The item has been
reduced drastically in recent years until it includes only the multi.
lateral Foreign Exchange Operations Fund in Laos (about $18 mil.
lion) 'nfd parts of some grants to overseas educational institutions.
A.D.'s Expenifiturs as Me4red by te "Accoutng" Method.

One way to measure the impact of A.I.D.'s expenditures on the balance
of payments-the way used by the Departmei't of Commerce in pre-
paring its balance of payments figures and which might be called the
"Accounting" approach-is to look at the direct result of AID.
spending. To what extent are aid dollars spent directly iii this country,
and to what extent are they spent abroad or paid to an international
organization? To what extent are offshore expenditures offset by
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repayments to the United States of principal and interest on prior-year
loanst

In FY 1063 A.I.D.'s offshore expenditures totaled $709 million,
including all contributions to the UN and other international organiza-
tions and before making an allowance for. offsetting expenditures by
these organizations in the United States. In that year the Agency made
a commitment us part of the U.S. balance of payments program to
reduce its offshore expenditures to not inoe than $500 million by FY
1905. That goal was reached. In FY 1065 they were about $411 million.
Despite the greatly expanded Vietnam program, offshore expenditures
wore held to $503 million in FY 1966. As a result of A.I.D.'s further
tightening of tied procurement regulations, there was a further reduc-
tion in offshore expenditures of $100 million between FY 1966 and
FY 1007. It also became apparent that A..D. and the State Depart-
ment's contributions to international organizations should not be
treated as "offshore" expenditures since they were more than offset by
the spending of these same organizations in the U.S.'

The currently estimated offshore expenditures in FY 1967, there-
fore, are $290 million, after allowing for international organization
offsets up to the amount of the U.S. contribution. The projected figure
for FY 1968 is $201 million."

These offshore figures are on a groed basis. They do not take into ac-
count the fact that each year the United States receives payments on
loans made by A. I. D. and its predecessors. Such payments totaled $173
million in FY 1965 and $184 million in FY 1966, and are estimated at
$208 million and $015 million, respectively, in FY 1967 and FY 1968.

In percentage terms, total A.I.D. expenditures for goods and serv-
ices in the United States rose from 419 in FY 1961 to about 80% in
FY 1966. For FY 1967 this percentage was about 84% and for FY
1968 is expected to reach 92%o.

Calculated on the basis of expenditures which will result from cur-
rent commitments, rather than on the basis of current expenditures
(made in part as a result of prior-year commitmenth, total A.I.D.
funds recorded as spent in the United States have risen to over 90%, a'
level which cannot be increased significantly.

The dramatic rise in the proportion of recorded A.I.D. expenditures
in the United States is even more apparent when expenditures for com-
modities alone are examined. A.ID. expenditures for commodities

t i classic example was that of the Indus Basin Development Fund. ,The U.S. was
contributing 44% of the foreign exchange needed by the IBRD to finance the construction
of the Indus Basin projects. The entire amount of the U.S. contribution, under the old
procedures, was being counted'as a drain on the U.S. balance of payments, even though
34% of the foreign exchange costs of the contracts under the Indus Basin und bad been
let to U.S. firms for construction or consultant aetvitUes.

I If Internatonil organuation contributions were till treated as 100% offabore dis.
bursements, these Jut two Aure would have been $408 million for PY 1961 and $825
million for XT 1MB.



purchased domestically rose from 44%5 in FY 1961 to about 90% in.
FY 1966. A.I.D. commodity expenditures currently being made in the
United States are now above 90% and are expected to rise to about 96%
in FY 1968 astightened A.I.D. procurement measures take effect and
eimnining expenditures from prior-year commitments are 'iquidated.

This improvement in aid-tying has not, of course, been achieved
without cost. Individual commodities financed by A.I.D. and, there.
fore' produced in the United States, may cost an aid recipient more-
including higher transportation costs-than if they were bought else.
where at world market prices.

Ensuring Additionality of US. Exports

The true economic effect on the balance of payments of the A.I.D.
program (or of any other program involving overseas expenditures)
cannot be determined as simply as the "accounting" method suggests.
There are indirect effects not revealed by the direct amounts.

Many dollars contributed under the A.I.D. program to multilateral
agencies, for example, come back through regular commbrcial channels
for purchases of U.S. goods. Also, dollars which go out and enter the
economy of a less-developed country may later be used by that country
to buy needed goods in the U.S. market. Or, they may go through trade
channels to a third country which will use them to purchase goods hero.

These are examples of the so-called "feedback" or "re-flow" which
comes from overseas spending. They demonstrate that the "account-
ing" method overstates the effect of aid outflows on the U.S. balance
of payments, because the outflows are to a considerable extent soon re-
flected in increased U.S. export sales.

But there is another indirect effect in the opposite direction. When
an aid recipient buys U.S. goods financed by A.I.D. under a tying ar-
rangement, it may be buying goods that it would otherwise have
• bought with dollars it already owns. The latter dollars-free foreign
exchange--can then be used for other purchases either in the United
States or elsewhere. When purchases are made elsewhere, the U.S.
balance of payments may be adversely affected, although (becAuse of
the respending effect) not necessarily by the full amount of third-
country purchases.

This is the so-called "substitution" effect, meaning that A.I.D.-
financed purchases are sometimes substituted for purchases that would
otherwise have been made with "free dollars." To the extent that this
takes place, the "accounting" method understates the adverse effect of
the A.I.D. program on thebalance of payments.

Simply tying procurement to U.S. sources may not, therefore, be
fully effective in reducing the impact of the A.I.D. program on the
balance of payments. Having already gone about as far as possible in



tying procurement to U.S. goods and services, A.I.D. has undertaken
a wide variety of measures to ensure that A.I.D.-financed exports will
be additional to, rather than a substitute for, exports that would have
occurred without A.I.D. financing. A.I.D. has included U.S. export
promotion as un important factor in selecting capital projects and
commodities for A.LD. financing and has stressed in other ways the
urgent necessity of minimizing the impact of A.I.D. programs on the
U.S. balance of payments. Moreover, U.S. Embassy commercial staffs
in the more important aid-recipient countries have been or are being
strengthened.

Project and Commodity Selection 1itftia. A.I.D. is paying increas-
ingly close attention to balance of payments considerations in select.
ing projects and commodities which it will or will not finance:

-A.I.D. is placing greater emphasis on projects and products
which will ensure not only immediate U.S. exports but also "fol.
low on" orders for such items as spare parts or specialized inter-
mediate materials,

-A.I.D. also has limitations on financing projects which will com-
pete with U.S. exports.

-Another device A.I.D. uses is to refuse to finance items, such as
spare parts or goods in which the United States is strongly com-
petitive, which a recipient will buy from the United States in any
event since they are available at reasonable cost only in this
country.

-Still another method is to limit the list of goods eligible for A.ID.
financing to those in which the United States does not have a price
advantage.

Other Measures to nreawse Addit&tmaly. It has also been possible
in a number of cases for host governments to make A.I.D.-financed
loans less costly or otherwise more attractive to importers through sur-
charge reductions or elimination; waiver of prior import deposits; or
favorable terms for bank credit. Other more established A.I.D. pro-
cedures include general ineligibility of commodities of which the
United States is a net importer (e.g. POL) for A.I.D. dollar financing
and tightened provisions covering the application of 50/50 shipping
regulations, commodity import component valuerles, and rules con-
cerning contractor services.

In addition, A.I.D. Missions are taking a number of steps to make
sure that information about U.S. exports is ,made available, for
example:-oficmls responsible for public and private procurement are being

brought to the United Statesto meet U.S..sppliers;
-an Afro-American Purchasing Center has been set up in New York

and special arrangements made with the National Institute of
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Governmental Purchasing to improve knowledge and availability
of U.S. supplies; and

-the availability of unused Special Letter of Credit dollars in cer-
tain African countries is being publicized in Internatioa Com-

Mme.
General Measures to Itwreaae U.S. Ewports. Finally, in addition to

these and other measures taken by A.I.D. to reduce the impact of its
own program on the balance of payments, discussions have been held
with aid recipients about the difficulties of maintaining current assist-
ance levels in the face of the U.S. payments deficit and about ways, in
light of the deficit, In which U.S. commercial exports, not financed
through the A.*.D. program, may be Increased. In several instances
A.I.D. has obtained agreement from aid recipients on measures, such
as liberalization of exchange or trade restrictions, designed to Increase
their imports from the United States.

Not only can this approach serve to offset any adverse effect that the
A.I.D. program in a particular country may have on the U.S. balance
of payments, but it can in some cases result in a positive balance of
payments effect flowing from the existence of the A.I.D. program in
that country.

Reare. A.I.D. is also continuing research into the indirect effects
of the program on the balance of payments-the effects which the
"accounting" method does not measure. With the results of
this research not yet available, it remains difficult to estimate the size
of the feedback, substitution and other effects of aid spending. Only
indirect evidence is available. With respect to. the question of how
much substitution occurs, for example, an analysis of U.S. trade fig-
ures does not indicate that a drop-off in commercial trade occurs when
there is an increase in aid. On the contrary, there is evidence that
commercial trade with less-developed countries is increasing even
where aid may in some cases be increasing.

The less-developed countries do not, as a rule, increase their foreign
exchange reserves, although some of the developed countries do. Never-
theless, looking at the world as one large trading community with an
infinite number of rounds of respending or feedbacks, there can be
little doubt that the great majority of the dollars spent abroad under
the A.I.D. program ultimately come back to the United State&

Clearly, more work needs to be done on this score. Meanwhile, it
seems fair to conclude that the indirect economic effects of the A.ID.
program on the balance of payments roughly cancel out. Even allow-
ing for some variation from time to time, the true effect of the program
on the balance of payments would probably not differ very much from
the figures shown by the "accounting" estimates referred to earlier.
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Use of Local Currencies

Increasing stress has been laid on using local currencies derived
from the sale of commodity imports-including P.L. 480 imports-in
place of dollars. In all countries where a supply of local currencies is
available, these are used for any U.S.-financed local costs of dollar-
assisted projects, local salaries, housing allowances and the like. In
the so-called excess currency countries-where U.S. holdings of local
currency greatly exceed U.S. needs--local currency is used instead of
dollars not only for locid procurement, pay and allowance, but also
for uch Hinems a. international atir travel of Amnericn technidinu
and foreign participauNts, meeting international commitments to the
Palestine Refugee Program and the Indus Basin Development Fund,
and the support of American-sponsored schools and hospitals abroad.

Source: Agecy tor Interational Developmt.
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Senator SMATJIERS. May I ask you a question right here?
Did this task force which the President appointed to look into the

travel deficit recommend what the adminlistration is proposing today?
Secretary FOWLER. No. It contained its study and its recommenda-

tions to those measures that are designed to promote foreign travel to
the United States, and did not include a consideration of the dealing
with the customers problem, dealing with the ticket tax, dealing within
tie travel expenditure of Americans traveling abroad. It looked at
the one side of the coin.

Senator SMATIIERS. May I ask you one other question ? You say
on page 16 that "expenditures abroad by Americans and expenditures
in the United States by foreigners have both been increasing, and, in-
deed, the latter rate of increase," that is, foreigners traveling in the
United States, are increasing at a greater rate even though on a much
smaller base. Another one of my simple questions is, if expenditures
by foreigners in the United States are increasing at a greater per-
centage even though on a smaller base than are expenditures abroad
by Americans, how does that widen the deficit? It would seem to me
that would close it.

Secretary FOWF.R. It does; but because the base on which their per-
centage of increase is so much smaller than our own going the other
way, in.absolute terms there would be a widening of th e deficit.

This is indicated very graphically by the'two charts at the bottom of
the Chase study. For example, the left-hand chart. shows that the
growth in travel spending in the United States from Europe has been
going at 14 percent whereas the growth in travel outlays a broad from
the United States has been 9 percent. But, because of the much smaller
base on which the foreign percentage is applied, if you look at this
chart over on the lower right hand side of the page, you will see
that merely by projecting what has happened in previous years into the
future that the deficit continues to widen because the 9 percent of
growth, of travel growth fom the United States during this period,
is on a much bigger base than travel to the United States.

Senator WILLAMS. That would be true for a number of years but
eventually over a number of years it would narrow thie gap.

Secretary FOWLF.R. I think that would depend on the topic I come
to now, Senator Williams.

All the economic and social forces at play within our economy will
inevitably lead to more Americans traveling abroad in the future ad
spending more. First, it is anticipated that disposable income, which
is the type of income that one uses for a summer trip abroad, if one is
wise, will increase year by year. Thus, even if the percentage of dis-
posable income which is spent on foreign travel remains constant, the
year-by-year increase in disposable income will automatically lead to
a year-by-year increase in amounts spent on foreign travel.

In fact, however, it is reasonable to expect. that the percentage of
disposable income spent on foreign travel will also increase, thereby
further increasing the foreign travel payments. One factor which
leads to this conclusion is the rising level of education in this country
which should lead to more and more people wanting to travel to
foreign countries for its educational value. Second, as r capita
income rises, a larger percentage is available for less essentialspen ding
which would undoubtedly include travel. Furthermore, the antici-

95-948 0-68--pt. 1-4



pated introduction of airplanes with much larger capacities brings
the prospect of lower air fares which should encourage more people
to travel abroad.

In other words, the economic and social trends in this country can
lead to no other conclusion than that our foreign travel payments
will increase year by year. This situation, present and future, presents
a problem that cannot be dismissed or laughed off or put under the rug.

The long-term solution to moderating our travel deficit lies in a
strong program to-encourage travel by foreigners to the United States.

Senator SMATHEms. Mr. Secretary, before you get into that, may
I just ask you another question heref What has been the result of
the disorders in France with respect to the travel of our citizens to
Europe.this year? Are they traveling as much this year as they have
in=prvous years?

Secretary FowL.R. The recent disorders in France have been really
to recent to make any judgment about their ultimate impact. I have
seen press dispatches indicating that there is a sharp fall off currently
in travel in Paris and it is clearly being felt. This undoubtedly in-
cludes, and it has been noted in the press dispatches that there is, a real
perceptible dropoff in the travel by Americans in this country.

I think it is too early to tell what the ultimate outcome would be,
but there has been a perceptible impact.

Looking at the year as a whole we frankly get something of a
conflicting picture about transatlantic travel in the direction of
Europe this year. From some of the figures that are submitted to the
International Air Transport Association several of the American-
flag carriers have shown some dimintion in travel to Europe this year
which, I think, can be ascribed to in part. the unsettled conditons,
and in part to the pleas that have been made and to the general con-
cern about our balance-of-payments problem. There have been some
cancellations of air charters originating in the United States. There
is some expectation of a decrease in travel this summer as compared
to last summer due to these unsettled conditions.

What that will show by the yearend would just be on my part
at least a very, very random guess.

I think we should look at this problem not only in current terms
but also in longer term consequences, because looking at. last. year,
for example, the increase in our travel expenditures was 17 percent
as against the average of 9 percent over the past, 6 or 7 years. So, I
don't think it would le wise to assume that. because of the momentary
flurry in difficulties in Western Europe that travel is going to fall
off from here to there One also must take into accounb that we have
had our own difficulties here and that may have some impact on
foreigners traveling in the United States.

Senator SMATITERS. I was going to ask you that question, whether
or not the riots here and the pubcity given to that may not actually
result in a decrease of foreign travel here in the United States?

Secretary FOWLER. Yes, sir; for the same reasons that I indicated
the other way.

Senator CARISON. Mr. Chairman, the Secretary has just mentioned
the Air Transpoft Association. This morning they issued a release
dated Washington, June 25, on travel and I shall ask unanimous con-
sent tlat it, be placed in the record, but I want to read two or three
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paragraphs. Stuart G. Tipton, president of the Air Transport Asso-
ciation (ATA), said:

On the basis of the downward trend in growth rates, It would appear the
Administration's desires to curtail the outward flow of U.S. dollars lmve been
substZntially achieved through a voluntary cut back In travel.

"Further actions leading to additional constraints," Tipton added, "would
not seem to be called for at tbhis time and would probably weaken further the
efforts of the U.S. flag carriers to Improve their share of traffic."

Tipton said the declining growth rate was shown in an Industry study covering
the first five months of 106& According to the study, 1,34,82O passengers were
carried across the North Atlantic (both directions) on scheduled flights by air.
lines belonging to the International Air Transport Association (IATA).

Although this was a gain, as the Secretary has mentioned, of 0.9 percent over
the same period in 1007, it Is only slightly more than half the 13.0 percent growth
rate experienced in 1907 over the comparable period in 1060, and substantially
below the 18.7 percent growth registered for the same months 100 over 190M.

I mention this because there seems to be, while there has been a 6.9-
I)rcet growth, it is substantially below the growth we have had in
1967, 1966, and 1965, and on that basis, we haven't done too well as
far as expanding our travel has been reduced.

(The press release referred to follows:)
Am TRANsPoRT ASSOCIATION OF AUMRICA,

Wash (ngton, D.C.
(For immediate release)

DECLININ GsOWTiT RATE IN TRANSATLANTIC Am TRAVEL, CuRns DOLLAR OUT-
FLOw-AIRLINES SPOKESMAN SMEE FURTHER RE8TRAINTB HARMFUL TO U.S.
CARRMS

WASHINoTON, June 25.-Proposals to curb travel abroad by U.S. citizens as a
partial solution to the gold flow problem are being reflected in a declining
growth rate so far this year In air travel over the North Atlantic, a leading air-
lines spokesman said today.

Stuart 0. Tipton, president of the Air Transport Association (ATA), said: "On
the basis of the downward trend in growth rates, it would appear the Adininis.
tratlon's desires to curtail the outward flow of U.S. dollars have been sub-
santially achieved through a voluntary cut back In travel.

"Further actions leading to additional constraints," Tipton added, "would not
seem to be called for at this time and would probably weaken further the efforts
of the U.S. flag carriers to impiove their share of the traffic."

rPlpton said the declining growth rate was shown in an industry study cover-
lag the first five months of 1008. According to the study, 1,345,320 passengers
were carried across the North Atlantic (both directions) on scheduled flights
by airlines belonging to the International Air Transport Association (JATA).

Although this was a gain of 0.9 per cent over the ame period in 1907, it Is only
slightly more than half the 13.6 per cent growth rate experienced In 1967 over
the comparable period in 1900, and substantially below the 18.7 per cent growth
registered for the same months 1000 over 1905.

The study found that February has been the only month so far this year in
which growth in IATA traffic (19.3 per cent) exceeded growth rates over coni.
pirablo months In 1007 and 1006. February, however, had an extra day because
of Leap Year and there was some traffic stimulus from the Winter Olympics
in Grenoble.

The study found a steady decline in the rate of growth in TATA traffic from
March onward, culminating it the carriage of 3.3 per cent fewer" Trans-Atlantic
passengers in May 1968 than in May of 1907. The study reported that May results
were influenced by civil disorders In France and curtailment of Air France
Trans-Atlantle services in the latter half of this montth. As a result, the foreign
flag carriers, as a group, experienced a 7 per cent decline In May 1968 traffic.
over May of last year.

The growth rate in North Atlantic traffic for U.S. carriers as a group was
about the same in the first six months of 1908 as in the first six months of 1907,
8 per cent versus 8.1. But the study found that the monthly trend for the U.S.
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carrier group has been sharply downward-2.7 per cent In April, for example.
and 1.4 In May. The study reported that the downward trend In May would have
been even more severe had it not been for the substantial diversion gains from
Air France trffile

The study reported only a negligible shift in the ratio of passengers using
U.S. flag versus foreign flag carriers. Through May, 43.4 per cent of the pas.
sengers traveled on U.S. flag carriers, compared with 43 per cent in the first
five months of 1967 and 45.2 per cent In the first six months of 1966.

Commenting on the trends reflected In the study, Tipton said; "As each month
Imssed, it has been necessary to scale down forecasts on a late recovery surge
in summer travel abroad which would reflect deferred but not cancelled vacation
plans. Were it not for the Air France traffic diversion In May and the BOAC
pilots' strike which will also shift foreign flag traffic to U.S. flag carriers, the
situation would be more critical."

Secretary FowxxR.. Senator Carlson, I want to make one comment
on Chat; one swallow doesn't make a spring and I doubt very much
that even our air carriers in projecting their long-term prospects are
not counting in terms of ordering equipment and placing equipment
orders and what not on a continuing expansion in this movement some-
what along the pattern previously projected and shown here in this
Chase Manhattan Bank study of around 9 percent per year which
I think has been the overall average in recent years. It ebbs ana flows;
there is no question about that..

A task force under Ambassador McKinney has examined ways to
achieve this goal and has made a series of recommendations, some
of which are already in effect. This represents a significant step
toward a long-term solution.

It cannot ie expected, however, that travel by foreigners to the
United States will serve to moderate sufficiently the projected U.S.
foreign payments abroad, at least. over the near future while the rec-
ommendations of the travel task force are being put into effect and
their results assessed. The major problem is that the present dispos-
able income base from which travel by foreigners can be financed is
much smaller than the U.S. disposable income base from which our
foreign travel is financed. Moreover, there are fewer Europeans than
Americans with sufficient income to finance travel overseas.

If one looks at the principal travel expenditure potential as located
in people with incomes over $10,000, there are about five times as many
of these travel spenders in the United States as there are in the prin-
cipal countries of Western Europe.

Moreover, for 1965, U.S. disposable income was about $470 billion,
while the disposable income of the major Western European countries
was around $275 billion. Thus, even though some Europeans may plut
a heavier emphasis on travel in their budget. priorities than do Ameri-
cans, and even if there were an immediate significant increase in tie
percentage of disposable income spent by Europeans in travel to the
United States, the absolute dollar gap between their spending in the
United States and our spending could still grow over the short run.
Therefore, remedial measures of a less pleasant and a more restrain-
ing nature are necessary.

The travel program which we proposed to the House Ways and
Means Committee contained three elements:

1. Permanent elimination of the exemption of international flights
from the 5-percent tax on airline tickets.
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2. Permanent reductions in the duty-free allowance for articles
brought into the United States by returning travelers and for gifts
sent by mail.

3. A temporary tax based on expenditures made by travelers
abroad.

The bill before you, H.R. 16241, essentially carries out the first two
of these recommendations but contains no provisions regarding the
third.

Our total travel program was estimated to yield an improvement iii
our travel deficit of $500 million. The legislation before you, it is esti-
mated, will improve our balance-of-payments position by $140 million,
less than a third of the needed $500 million. As I have already indi-
cated there has been no lessening in the need for a savings nearer the
proposed $500 million level. Therefore, I urge your committee to add
to H.R. 16241 a tax, along the general lines we have proposed, to re-
,.rain spending in coinection wlth foreign travel.

Members of the committee, the proposal I am going to make here
now is somewhat different in its character from the one made publicly
to tie House Ways and Means Committee in February. It is the result
of our assessment of the situation in executive sessions with the House
Ways and Means Commhittee during much of February and March,
and our own further reflection on the comments and criticisms that
have been made since the original proposals were advanced.

More specifically, we propose that a progressive tax be imposed on
foreign travel expenditures. Under the rate schedule, the first $15 per
day of expenditures, computed on an average basis over the entire
trip would be exempt from tax.

The CHAIRMAN. Mr. Secretary, what. page are you on?
Secretary FOWLER. Page 22.
The CAIRMANi. Thank you.
Secretary FowLER. The total of expenditures in excess of that basic

exemption would be taxed ati a 30-percent rate. The tax is structured
in this manner in order to achieve the necessary, balance-of-payments
effect. by encouraging travelers to keep their spending to a modest level
rather than to cancel their trips. In this way it offers the greatest op-
portunity for foreign exchange savings with the minimum interference
with travel.

This proposal differs in only one major respect from that which we
presented to the Ways and Means Committee. Under our original
proposal,.only the first. $7 of average daily expenditure would have
been completely exempt, from tax; the next .$8 would have been taxed
at a 15-percent rate and the excess at the 30-percent. rate. Thus, while
practically all travelers would have been subject to at least some tax,
it would have been very modest, for those who tmveled modestly
and generally would not have required people to cmncel their trips.

Senator SmATiERS. Mr. Secretary, what. is the difference in savings,
if any, between your recommendation to the House and the recom-
inendation that you make to its now?

Secretary Fowr.n. The recommendation made to the House, I am
going to give you figures which combine the savings with the ticket
tax-

Senator SMATHERS. Yes.
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Secretary FowLR, . The 5-percent ticket tax. The savings under the
package we recommended to the House would have been about $250
to $300 million, and under the recommendation posted here today it
would be between $165 and $190 million.

The CHAIRuAN. Let me see if I understand the difference between
the two now. You are now proposing that there be a complete exemp-
tion on the first $15 per day of expenditures I

Secretary FowLzp. That is correct.
The CHAMMAN. Then that-
Secretary FowLEiR. Everything over that is 30 percent, just a one

& CHAIR AN. Just a one-bracket tax on what you spend over and
above the $15 a day?

Secretary Fowian. $15 a day average, yes.
Senator SrAMM zS. Would this be the place to ask you,- because I

want to ask it somewhere, when would you collect this tax?
Secretary FowLm .This we come directly in a moment.
Senator SmATms. All right.
Secretary Fowin. In trying to answer the various objections that

have been made to this kind of tax.
The CHA RMAN. Mr. Secretary, in some respect that tax could be

helpful to a husband who tries to persuade his wife not to spend so
much while they are away, not to bring so much merchandise back.

Secretary FOWLER. I expect that as a result of this tax I will receive
a vote of thanks from the male group in the United States, the only
monument, I imagine, that I would get.

Nevertheless, some of those who commented on our original proposal
indicated that even a modest tax would force cancellation of some
desirable trips especially those made by students and others on very
strict budgets. As revised our proposal would avoid this possibility in
that a student or other traveler could completely avoid the expenditure
tax by keeping his average daily expenditures below $15. This level of
daily expenditures would seem completely realistic, especially for the
type of trips taken by students and others traveling on modest budgets.
Moreover, the elimination of one of the tax brackets will simplify the
tax computation.

Senator BENNirr. Mr. Chairman may I ask a question? You are
talking about daily expenditures. if the person traveling made his
complete travel transportation arrangements before he left the United
States, of course, he could travel on an American-flag airline to, his
general destination, and I assume that would be outside these daily
expenditures.

Secretary FOWLER. That is right.
Senator BExx-vr. Now, what about transportation on airlines or

railroads of other countries arranged in advance?
Secretary FowLER. Well in the first place, there would be the ticket

tax which is in the bill at 5 percent.
Senator BEzNm-. That is on an American airline only?
Secretary FowLER. No; that is on all airlines.
Senator 3!NNm'IT. On all airlines?
Secretary FOWLER. Now, beyond the 5-percent ticket tax coming to

the point of your question, the income derived by the foreign airline
would in some part accrue to that particular country where it is based
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curement in this country, fuel, the various charges for service at air-
ports and so forth.

I don't have a very good fix, Senator Bennett, on just what the
pereentageo of that dollar received would, in effect, come back to the
United States. There is a good deal of literature on the subject, but I
can't give you a very hard answer.

Senator BENze-r. My point is in computing the tax against the
particular tourist will it be necessary -to take into consideration the
money he spends for transportation to get from place to place abroad
or will that be out ?
Secretary FowXeR. No. On going overseas, no, but when he travels

abroad, let s say from London to Rome, yes, that is a travel expenditure
abroad. .
Senator BE.NNETT. And that is taken into his daily total?
Secretary FowlZR. That is right.
Senator BNwNmT. Even though he makes arrangements here?
Secretary Fow .That is correct.
Senator BBNNmvr. I just wanted to get it straight in my mind.
Mr. Sunn Y. If he traveled by air abroad, there would be a rate of

only 5 pero-nt. In other words, the cost of all air travel would be con-
sidred as part of his basic transportation costs and taxed at 5 percent.
Senator BENNTr. That is what I want to get at.
Mr. SumY. In other words, he wouldn't gain or lose by planning a

stopover on -his way to his final destination.
Senator BENNET. In other words any air travel which is subject to

the 5-percent tax will be outside of the computations for the daily
minimum?

Mr. SumY. That is -right Any air travel in Europe that he didn't
happen to plan at the very start would nevertheless be subject only to
a 5-percent tax and would therefore not be subject to the 30-percent
rate.

Senator SMATHRS. Some of these airlines are now buying chains
of hotels; they own their own hotels in Europe. Suppose they work
out a paokage whereby they take tourists over on their planes and keep
them at hotels which they own perhaps in Istanbul, Madrid, and so on,
around Europe, would that 'be subject to a tax, a foreign travel tax, or
not?

Secretary FOWLER. That charge would, or everything outside of the
transportation ticket would, be included in the total of expenditures
from which you would derive either that he was taxable at the
30-percent level over $15 a day or that he had spent less than $15 & day
and therefore was not taxable.
Senator SMATHF.P.S. 'In other words, the expenditure would come

under the $15 a day even though it were spent, you might say, in- a
U.S.-owned -hotel?

Secretary FoWXR. That is correct.
Senator Sm.ATnEis. If you went over $15 a day, you would still be

subject to the 80-percent tax.
Secretary FowLram That is correct.
It has ben suggested that the per diem exemption be replaced by a

flat per trip or per year exemption. This alternative present certain
problems. First, it would graduate the degree of spending restraint by



the length of the trip and, by so doing, would favor shorter trips over
longer trips. The available statistics show that in income grolis below
$20,000 the total expenditure per trip are relatively the same, but the
less affluent spend less per day and stay longer. This latter group is
heavily weighted with students, teachers, and individuals visiting for-
eign relatives, all of whom are likely to need extended trips in order
to meet their objectives. A per diem exclusion recognizes this trend by
allowing a basic exemption based on the number of days of travel.
Thus, even those whose travel objectives require a trip of above aver-
age length will be able to take the trip at a modest spending level
without undue concern for the tax. A fLat exemption per trip would,
on the other hand, favor those who take shorter trips by Wlowing them
a higher average per day rate of expenditures subject to the exemption.
This group consists -enerally of the more affluent, where the so-called
bigspending is more likely.

Furthermore, if the exemption were on a pr trip basis, it would
unfairly favor frequent short trips over a single trip of the same total
duration. For example, a person who took four 20-day trips would
be entitled to four times the amount of exemption as a person who
took one 80-day trip. Again, in this respect, a pertrip exemption would
favor the wealthy who are more table to take many trips abroad.

If some provision were added to limit the multiple tri problem, such
as no more than one exemption per year, an undesirable degree of
rigidity would be interjected into the tax structure. For example, a
businessman may honestly believe that, he is going to take only one
trip during a year fnd, accordingly, use up his whole exemption on
that trip. If a business emergency were to require a second trip, each
dollar would be subject to the full 30 percent tax no matter how modest
the spending by the individual. This could result in an unreasonable
burden. Thus, we recommend retaining the per diem approach.

By structuring the tax in the manner we have, there is no necessity
for providing a list of exemptions for specific types of travel which
might be considered especially important., either from a business or a
cultural standpoint. Instead, the traveler can avoid or minimize the
impact of the tax by keeping his spending to a modest level. It would
seem clear that specific exemptions are undesirable as they require
arbitrary distinctions and administrative complexities.

Senator WILLIAMS. You would have to keep it below the $15 per
day.
d cretary FOWLER. Yes, sir.
Senator WLWAmS. Do you think that is possible?
Secretary FowLviR. I think certainly for a very large number of the

students and those in modest incomes it is possible.
Senator WILLIAMS. Does that include the hotel?
Secretary FowLER. Yes, sir.
Senator WILLIAMS. What does the Government figure on Govern-

ment travel per diem?
Secretary FOWLER. About $15, I think, or $16.
Senator WLBIAMs. I mean overseas.
Secretary FOWLFR. Ye sir.
Senator WILrmA.. Including hotels and everything?
Secretary FOWLER. Yes, sir.



The CHAIMAN. Mr. Secretary, some of the companies do 'business
in such a way that an employee goes to Europe, attends some business
meetings, and takes full advantage of the business expense provisions
in the tax law. The company pays the expense of holding meetings,
entertaining people with whom they do business, getting its own direc-
tors together if there are European directors. Now, if a company is
pa ing it, do they get around that travel tax?

Secretary FOwLER. Nfo, under this system we make the comptroller
of the company kind of help us hold this spending down.

The CHAIRMAN. In other words, let's just say the executive of the
ABC Co. which would be presumed to be a company doing business
in several countries goes overseas and the corporation pays the expense
of the entertaining.Secretar Foww Yes.

SThe CuAIRMA Which could perhaps be very lavish, on the theory
that that executive must come over there to meet with other directors
of that corpomtion. Does the company claiming that as a necessary
business expense owe this 30-percent tax?

Secretary Fowxm Yes, a tax is owed if the individual spends above
that $5 aay level.

The CHAIR AN. When the company claims it,--
Secretary Fowuxn. It reimburses the traveler for the outlays that he

has made. The traveler will have made an outlay and he will presum-
ably be subject to the 30-percent tax, and it is between him and the
company. If he can collect the tax from the company, he either bears
the tax or the company bears the tax.

The CHA MAN. Now, legally can the company under American tax
law pay the expense of the entertaining which is done in connection
with a company-sponsored event? Now the comnpany-sponsored meet-
ing of its executives to discuss the company's affairs--

Scretary Fowls. Yes, I asume so.
The CHAnRMAN. Now, in that case where the company sponsors it

and the company pays for it as an expense of doing business, if I
understand correctly, you say that the company then owes the 30-per-
cent tax?

Mr. SuRmy. Perhaps it is best to start with the simplest case of the
company which is going to pay for all the executive's meals andlod .

e CAMMAN. Yes.
Mr. SuRREY. The executive who is traveling is subject. to the tax and

presumably, as Secretary Fowler said, the company is going to reim-
burse him, if they want to, for the tax.

Then you come to the question of entertainment. This presents some
borderline questions as is described in our technical explanation, if
the executive goes out and buys some dinners, lie is subject to the tax
just as if he were entertaining privately, rather than for business
purposes.

Other business expenses, such as displaying inventory and mat-
ters of that nature, would not come under the tax. The line would
be drawn with meals, lodging, gifts, and entertainment. However,
we are continuing to consider whether it is proper to cover all busi-
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ness entertainment, especially in situations where the objective is
to entertain foreigners.

-The CHAIRMAN. If the company pays the tax, can the company
deduct it?

Mr. SuRREY. The company can deduct it, just as it can deduct the
executive's entertainment and travel expenses themselves.

Secretary FOWLER. As a business expense.
Senator BgNNm-r. Mr. Chairman, may I have a question? A com-

pany with a foreign institution which already has access to foreign
currency, if an American executive of that company goes over, can
that company supply him with foreign currency tax free?

Mr. SuRREY. No. If it is an Americanzowned foreign subsidiary,
then all expenses out of these funds would come under the tax. The
use of the foreign currency in this situation is costing us foreign ex-
change n effect, since otherwise the moneys would have come back
to the united States.

Senator WmLIAms. How do you determine that? Suppose com-
pany A sends the man over for purely business reasons. They have
an apartment they keep on an annual basis in Paris, as many of
the companies do. They put this man up there, and all expenses are
paid. What do you do charge up for each meal if he is eating there?
Or suppose the company is holding on a dealers meeting and this
man is addressing them. Suppose this particular meal tosts $10 or
$15 each; it is a legitimate transaction. Do you charge this dinner
up to this:'ifimiiin co-iputation of the tax? Let us be realistic. You
don't do it, do you ? You can't.

Secretary FOWLER. I wouldn't go so far as saying we can't be-
cause we never had occasion to have a tax of this nature.

Senator WILLIAMS. No; but how did you determine what it isI
Mr. SURREY. I would assume the company itself, even today, must

be keeping some track of its expenses for foreign travel. In a well-
run company it would want to know from its own standpoint what
it is spending. -

Now, the question, I think, you are asking is, if they had to
account to us in these cases would it be feasible? Now, then you have
to break that question down into two parts: One, a company that
desires to comply and make its best efforts to do so, and then the
company that has no desire at all to comply.

Senator WILLIAMS. I am assuming. for the moment that a com-
pany wants to conwly, but this man is over there. Two or three of
the executives get in a car. Do they charge up one-third of that car
to this man, and when they eat the meal do they charge that to his
man's account? Aren't we dealing with something unrealistic, to
charge a percentage?

Mr. SURRE-Y. There may be some do minimis expenses obviously. But
you see the other apect of the matter, Senator. It would not seem equi-
table to have a disparity of treatment between those American busi-
nesses which did not maintain-apartments abroad and those American
business that did. Therefore, it would seem far better to try to work
out rational rules of allocation to reduce that disparity which would
be the more serious problem. In this regard, it might ease individual
allocation problems if the employer were allowed to elect to pay a tax
on the total amount it spends during the year on its foreign traveling
employees. We will look into this.
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Senator WILLIAMS. I wasn't questioning what you are trying to
achieve, but I am just wondering how you can do it.

Secretary FOWLER. Well, I say you would work out reasonable
methods of allocations that would take into account the important
expenses.

The CHAIRMAN. If you will yield, a thought that occurs to me is that a
corporate executive who has firm control of his company of substantial
size might not worry too much about accounting to the stockholders
for this expense. If your purpose is to discourage that type of activity
perhaps you should attribute that income to'the executive and then
let him pay the tax on the income plus the tax on the travel. Then you
would have much more of a deterrent effect for that type expenditure
than you would do if the company can just pay it for him.

Secretary FowivR. That is undoubtedly the case. That is what I
meant by saying in this fashion we may get some of the comptrollers
in the various companies working for the program. If there is any
type of control on it there would be a tendency to say "well, now,
look, be pretty careful and try to hold down because every dollar you
pay out over a certain amount Uncle Sam is going to pick up an addi-
tional 30 percent from us."

The CHAI RAN. I was thinking about a situation where a company
in good conscience holds a directors meeting in Europe. If we had a
tax that was severe enough to make them really give serious thought
to the desirability of holding it there and if we were to give a credit
for just holding it every second year over, here, then they could cer-
tainly pay the expense of bringing the executives over here rather
than paying the expense of taking thehi to Europe. In some instances,
especially at the corporate level, if the tax were severe when they
hold it ii Europe, bit they could claim a credit for holding it here, it
night serve a double purpose. It might help our balance of payments

very much.
Secretary FOWLER. I am very much for the tax and not very much

for the credit.
The CHAIRMAN. Mr. Secretary, as I understand it, it is not the reve-

nue that you are so much concerned about, it is the balance of pay-
ments.

Secretary FOWLER. It is the balance of payments, that is right.
The ChAIRMAN. As a practical matter if we could work something

out that would 'have a lesser impact on overall Governmefit revenues
but a more effective impact on the balance-of-payments problem you
would probably prefer -it. In fact those are your own thoughts on what
you recommended to the House.

Secretary FowLER. You put it quite aptly.
Senator SMATERS. All right, Mr. Secretary, you go right ahead.
Secretary Fowi.ra. I 'have referred to the fact that we tried to avoid

the need for any specific exemptions.
On the other hand, our proposal does draw a distinction between

individuals who are traveling and those who ,have essentially shifted
their residence abroad. The tax would not apply to this latter category,
which includes businessmen transferred abroad for a substantial period
and students and teachers who are either studying or teaching a=0ad.
In these situations, the individual 'is likely to have substantial expenses
in setting up his household with the result that the imposition ofa tax
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might cause considerable hardship. These exemptions, as well "as the
other details of our proposal, are explained in the attached technical
explanation of the foreign travel tax.

We estimate that the balance-of-pa ments savings from this ex-
penditure tax would be about $115 to $140 million per year.

This travel tax has been criticized on several different levels and, at
the risk of appearing defensive, I world like to catalog these criticism
and give you the other side. This seems particularly required in view of
the general lack of balance in the testimony which has been presented
to date.

There are those who argue that there is no balance-of-payments
problem. I have already discussed this in some detail and am sure you
are as well aware as I am that this is just not the fact.

In this regard, it ,has been contended that we have overstated the
travel deficit by not including the purchase of airplanes by foreign air-
lines as an offsetting expenditure in the United States. First, certainly
not all foreign airplanes are used solely to transport travelers to and
from the United States. Second, moving airplane sales from the trade
account to the travel account will not alter the overall balance-of-pay-
ments deficit or the fact that Americans spend about $4 billion each
year in connie~tion with foreign travel-which is almost. 10 percent of
this country's total foreign payments. Thus, a mere bookkeeping
change will not eliminate the immediate need for reducing our foreign
travel payments.

It'has frequently been stated that the travel tax would interfere with
the inalienable right to travel. MWhile the value of travel is unquestion.
able, the fact nevertheless remains that a family must budget for its
travel outlays an.d so must the nation budget its international expendi-
turesto the foreign exchange available. As I have already indicated, we
have structured the travel tax to accomplish this national budgeting
with as little interference with travel plans as possible. The bulk of the
foreign exchahge savings will come from reduced spending while on
a trip, and not through cancellation of the tri).

Other critics claim that an affirmative program restraining our
travel expenditres abroad will be ineffective because of the retaliation
it will evoke. An area of retaliation frequently pointed to by these
critics is a reduction in foreign orders for 1T.S.'aircraft. Close exam-
ination does not lend credence to this fear. The travel program is
specifically designed to have the least impact on the number of people
traveling abroad. This effect should be even more pronounced with our-
proposed modification in that there 'would be no expenditure tax
imposed-and, therefore, no motive to cancel the trip-where spend-
ing is below $15 per day. The tax should thus have the least effect on
the airline business, and therefore on aircraft orders, of any form of
restraint on travel expenditures.

The next group of critics focuses directly on the structure of the
travel tax and takes the position that it is unworkable, unenforceable,
unfair, and ill-conceived-to say the least. They say that the tax will
fall heavily on teachers, students, and other lowv-iijcome people: that
it will have little effect on "iet-setters"; that it will involve mountains
of redtape; and that it will encourage prohibition-type evasion.

rho proposed tax cleatly cannot he faulted on eqttiy grounds. The
tax is progressive according to expenditures, which, after all, is the
factor contihIbuthig to the balance-of-laymeints probleni.
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It is designed so that one traveling modestly will incur little or no
tax. On the other hand, the 30-percent rate on expenditures over $15
per day is a significant continuing deterrent to marginal expenditures
even by the most affluent traveler.

A substantial tax on tickets, such as 30 percent, or a tax
on each traveler in. a fixed amount, or a tax graduated by the number
of days of travel would fall equally on the modest traveler and on the
lavish traveler. Such taxes would therefore, represent a far greater
proportion of the expenditures of the less affluent and would dbe no
continuing deterrent to the more affluent. In other words, they would
be grossly inequitable.

As to enforcement, just as one can argue that there are ways to evade
the travel tax, one can argue that there are ways to evade the income
tax-and some people try it. Out of 100 million returns filed in the
United States, however, and out of 3 million returns examined, there
were about 1,000 fraud indictments last year. This clearly dfinonstrAtes
that the great mass of American taxpayers accept their responsibility
to pay taxes--if not happily, at least honestly. There is no reason to
believe the travel tax would not be accepted in the same way.

Much of the criticism based on complexity and evasion involves
a misconception of the tax. The tax does notinvolve the itemization
of any expenditures. Therefore, the pictures presented by some critics
of European hotel clerks busily grinding out $3 receipts for $25-a-day
suites would not materialize. The tax is based on tie difference be-
tween the amount of money and traveler's checks a traveler leaves
the United States with and the amount left when he returns. This
will be the extent ofthe computAtion for most travelers. For those who
use credit, cards and personal checks, these amounts would be added.
But no one need carry pencils and pads-or take ]is-accountant-with
him on his trip'to Europe.

The final level of criticism is that, even accepting the need for a
tnvel tax and the structure of this proposal, it cannot do the job of
effecting the anticipated balance-of-payments savings. These critics
point to the fact that the tax is applieablep lily to travelers outside the
Western Hemisphere and, moreover, that large groups of such travel-
ers such as businessmen, persons visiting relatives in Europe, teachers,
and students, will travel to Europe despite the tax. They claim that it
will have no effect on the wealthy. They therefore contend that the
base on which the tax can operate is only vacation travel outside the
W11estern Hemisphere by. middle-income people and that a base so lim-
ited is insufficient to yield the balance-of-payments savings we areseeking . ..Ts criticism ignores the structure of the tax. The tax indeed as-

sumes that most travelers to Europe will not cancel theirktips. On
the other hand, it is fair to assume that all types of travelers will
respond in some degree to the tax, either by keeping their spending
below the exemption level, by shortening their stay by a. few days or by
eliminating some marginal expenses. Indeed, a traveler contemplating
spending $-25 a day could absorb the entire tax, including the ticket
tax, by cutting only 4 days from a 30-day tri). If the $25-a-day traveler
wanted to spend his full 30 days in Europe, he could offset the tax by,
reducing his expenditures to about $22 a day. It, is therefol reasonable
to believe that travelers of all types will examine their spending plans
with the tax in mind. On this basis, a $115 to $140 million balance-
of-payments savings out of the almost $1.5 billion in contemplated



travel expenditures for travel outside the Western Hemisphere seems
cleArly attainable.

It is also reasonable to expect that this would be a real savings and
not produce just a transfer of the travel to countries in the Western
Hemisphere. There may, of course, be a certain number of travelers
who will revise their plans. But it is clear that the existing tourist
facilities in the Western Hemisphere outside of the United States
will not accommodate a large amount of additional tourism.

In other words, the tax is designed to meet equitably the need for
temporary restraint on foreign travel spending, with due regard to the
varying types of travelers. Its mechanics for the vast, majority of
travelers are uncomplicated and can be readily understood and satis-
fied. The tax, thus, offers an essential and feasible bridge to the time
when our longer range programs to increase tourism to the United
States take ho.

If no measure is enacted to deal directly with expenditures by U.S.
travelers, the overall improvement required in our balance-of-pay-
ments position can be achieved only if other sectors of the economy
contribute more than their fair share. Thus, I consider the foreign
travel tax today, as I did on February 5, as an essential part of our
balance-of-payments programs. The confidence of the rest of the
world in our dollar depends, in part, upon the resolve we demonstrate
to put our financial house in order. The bill before you today is a step
in the right direction as well as a solid structural revision in our tax
and customs laws. But the dramatic demonstration of our resolve and
a sizable reduction in our travel deficit rests upon the absent portion
of the administration's program-the foreign-travel tax.

Now, Mr. Chairman and members of the committee, I have the re-
maining part of the statement which deals with the substance of the
bill before you. I hesitate to take up the committee's time to read the
remaining 15 pages of the statement, but we will reserve that for
questions and ask that it be included as a part of the record.

In conclusion, I urge that this committee take immediate and affirm-
ative action to narrow the balance-of-payments deficit in our foreign-
travel account. The first step is to approve, subject to the revisions we
have recommended, the extension of the air-ticket tax and the-customs
measures included in H.R. 16241. The second is to add to this bill the
tax we have proposed to encourage restraint in foreign-travel spend-
ing. In this form, H.R. 16241 would represent a balanced and effective
program for dealing with the importAnt balance-of-payments prob-
lem in the travel area. Solution of this problem, in turn, is critical if
we are to improve our overall balance-of-payments defliit-an im-
provement that is so necessary to maintain strength and confidence in
the dollar.:

Thank you, Mr. Chairman.
(The balance of Secretary Fowler's statement follows :)1

IV. SUBSTANoE OF H.R. 16241

1. Ticket Ta

Present law imposes a 5-cent tax on the amount paid for an airline ticket
purchased in the United States. International flights are, however, exempt from

I Attachments to Secretary Fowler's statement; the technical explanation of the foreign
travel tax and the technical explanation of the proposed changes in the customs rules for
returning residents appear at pp. 157-166.
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this tax. This exemption was enacted in 1947 for the purpose of stimulating
overseas travel by Americans and thereby to increase the flow of dollars to Eu-
rope. Obviously, this exemption Is no longer Justified and this bill eliminates it
by permanently extending the existing air ticket tax to all amounts paid for air
transportation where the tickets are purchased within the United States.

The bill, in addition, eliminates most of the present exemptions from the ticket
tax. The basic domestic airline ticket tax is in the nature of a user charge in that
the revenues derived from it are considered as payments In return for the activi-
ties of the Federal Aviation Administration in providing services principally
concerned with air navigation and safety. Viewed this way, exemptions from the
tax are unjustified. Therefore, exemptions previously accorded state and local
governments, colleges and universities, and U.S. government travelers have been
eliminated as a permanent structural improvement In the law. These entities
certainly have no less an Interest In the safety of their employees who travel by
air than do other employers. Equally, they have no less an obligation to help meet
the costs of Insuring this safety.

The changes made by the bill in the existing air transportation tax would
apply to amounts paid for tickets sold on or after 10 days after enactment of the
bill for transportation which begins on or after that date. It is estimated that
this tax will improve our balance of payments by $50 million per year and raise
$95 million in revenue each year.

We are In basic agreement with the provisions in the bill as they affect the
ticket tax.'

2. Oustoms Measures

A. BALANCE OF PAYMENTS IMPACT OF PRESENT $100 DUTY-FREE TOURIST EXEMPTION

The estimated value of articles acquired abroad and brought into the United
States during 1967 by United States residents returning from countries other than
Mexico and Canada, and the Caribbean area totaled approximately $200 million.
Of this amount, $100 million was brought in under the present $100 customs duty-
free exemption granted to returning residents. A substantial reduction In this
duty-free exemption would achieve a significant reduction in the value of articles
brought Into the United States by returning United States residents.

B. BALANCE OF PAYMENTS IMPACT OF $10 GIFT EXEMPTION FOR PARCELS ARRIVING BY
MAIL

An estimated 11 million packages arriving by mail during 1967 were admitted
duty free under the existing exemption for gifts valued at less than $10. In addi-
tion, many other parcels presently being admitted without payment of duty would
have duty owing if there were adequate customs manpower available to assess
the duty. The elimination of the $10 gift exemption, and a more intensive process-
ing by Customs of packages arriving from abroad by mail would bring about a
decline in the shipment of such parcels to the United States. Since many such
parcels are purchased by United States residents, this would result in a significant
balance of payments saving.

C. REDUCTION OF RETURNING RESIDENT EXEMPTION

L Introduction

I have set forth below, for purposes of convenience and of clarity, a table
indicating customs exemptions for returning residents: (1) under present law;
(2) under H.R. 16241; and (3) under the proposal that I am now about to make
to you. During the rest of my statement, you may find it useful to refer back to
this table.

I The Treasury Department suggests two changes In the ticket tax provisions of H.R.
10241:

(1) The House bill, while eliminating most exemptions, retains the present exemption
for domestic flights by small aircraft on nonestablished lines (se. 4263(d)). The retention
of this exemption Is Inconsistent with the user charge nature of the domestic c ticket tax and
It is recommended that It be deleted.

(2) The Treasury Department recommends excluding from the ticket tax flights com-
Oleteb' within Puerto Rico (or, consistentlY, within one of the possessions) in that this Is
more In the nature of an internal matter of concern to Puerto Rico under Its Commonwealthstatus.
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RETURNING RESIDENT EXEMPTION

House action Treasury proposal

Location Present law Temporary Temporary
(until Permanent (until Permanent

Oct 15, OcL 15,
1969) 1969)

Canada and Mexico .............................. $100 $100 $100 $100 $100
Caribbean area ................................. 100 10 50 100 100
Virlin Islands, American Samoa, and Guam ........ 200 100 200 200 200
Elsewhere ...................................... 100 10 50 10 50

1I. Houee action

In order to reduce foreign expenditures by returning United States residents
and thereby achieve a balance of payments savings, we had proposed legislation
to the House of Representatives which would permanently reduce the present
$100 duty-free exemption granted to returning United States residents to $10
for persons returning from countries other than Canada, Mexico and the
Caribbean area.

'The House agreed that a reduction to the $10 level was presently warranted
in view of the current United States balance of payments problems. However,
the House concluded that on a permanent basis, commencing in October, 1069,
the United States should adopt -an exemption of $50, which is the exemption
which the Organlzatlon for Economic Cooperation and Development has recom-
melded that all countries grant to their returning residents.

III. Proposed ohangee in House action

A. Exemiption for T7anada and MeIoo
The House left a permanent exemption for Canada and Mexico of $100.

We basically agree with this decision because of the special relationship between
the United States and those countries.

B. Exemption for Caribbean
the House reduced the exemption proposed by the Treasury for persons return-

ing from the Caribbean area, from $100 to $10 on a temporary basis, and provided
that it would be established at $50 on a permanent basis. I believe the Senate
will wish to weigh carefully the desirability of a $10 exemption for the Carib-
bean area, even on a temporary basis. The economies of these small islands are
largely dependent on United States tourism and a drastic reduction in the cus-
toms exemption will adversely affect their economies and their overall trade
with the United States. Moreover, we have a special relationship with the Carib-
bean area similar to that which exists with our contiguous neighbors of Canada
and Mexico and this makes it reasonable for ell these areas to be given the
same treatment. We propose, In short, that the exemption for residents return-
ing from the Caribbean area be retained at the present $100 level.

0. Exemptiott for Virgin Islands, Guam and American Sanioa
The House bill provides that the present $200 exemption for residents return-

ing from the Virgin Islands and certain other United States insular po.-ession. .
be temporarily reduced to $100 and returned to the present $200 exemption
level in October, 10609.

In order not to disadvantage the Virgin Islands economy, it would be desir-
able to continue the $100 differential in customs exemptions between the Virgin
Islands and the Caribbean area. Following this approach we recommend that
the exemption for the Virgin Islands be retained at the pre.sent $200 level
permanently.

. Sunmnary of proposed chaigcs
In summary, with regard to returning United States residents, we propose

that the present $100 exemption be retained for the Caribbean area as well as
for Canada and Mexico. For United States residents returning from the Virgin
Islands, and certain other United States insular possessions, the present $200
exemption should le retained permanently. For returning residents from other
areas of the world, the present $100 exemption should be reduce to $10 now,
but Increased on a permanent basis to $50 In October, 1969, as In the House bill.
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D. MODIFICATION OF GIFT EXEMPTION FOR PARCELS ARRIVING BY MAIL

We also proposed, and the House Report concurs, that the $10 duty-free gift
provision for articles arriving In the mall from abroad should be reduced to $1.This will be accomplished administratively under existing law. No change Is
proposed in the $50 gift exemption applicable to gift parcels arriving from theUnited States servicemen serving in combat zones. Moreover, we do not planto make a change in the $10 gift exemption level for servicemen in non-combat
zones.

E. MODIFICATION OF DUTY ASSESSMENT PROCEDURES

In order to minimize the Increased customs workload implicit In the changesdescribed above, we recommend simplification of duty assessment proceduresapplicable to returning United States residents and to certain non-commercial
mail parcels.

I. H0118 action
The House bill provides that for returning United States residents a 10 percentfiat rate of duty should be assessed on the fair retail value of all dutiablearticles accompanying arriving travelers, provided their aggregate value, exclu-sive of any duty-free articles, does not exceed $500 wholesale.
The flat 10 percent rate of duty would also be applied on the fair retailvalue of non-commercial importations of dutiable articles, arriving by mail,express, and other nieans of transportation, which are valued at more than$10 retail but not over $250 wholesale, exclusive of duty-free articles. A $1charge would be made on dutiable non-commercial parcels arriving by niall

valued at between $1 and $10.

II. Proposed changes in House action
We believe the following modifications of these simplified duty assessment

procedures are desirable In order to foreclose their becoming a possible avenuefor substantial importations of high duty items. The intent of these modifica-
tions Is to circumscribe the situations where the simplified procedures may be
used.
A. Ceiling on use of fiat ratc by arriving trarclcrs

1. General
The fiat 10 percent rate would not apply If the aggregate retail value ofarticles brought in by returning residents exceeds $100. Under this proposal, theflat rate would not be applicable to persons arriving from areas benefiting froman exemption of $100 or more. Under the Treasury proposal these areas are('anada, Mexico, the Caribbean Islands area, and the Virgin Isiands and certain

other United States Insular possessions.
2. Operation of flat rate

This is how the flat rate will work. If the tourist has more than $100 worthof purchases with him, the flate rate will not be applicable to any of his pur-chases, and he will have to pay duty on the dutiable articles at the Tariff Schedulerates, du allowance being made for the duty-free exemption to which he isentitled. In totaling 'the tourist's purchases to determine whether the $100 ceilinghas been exceeded, all dutiable articles would be counted, including those articlesfalling within the tourist exemption. If the purchases of the returning residentdo not exceed the $100 ceiling, when calculated in this manner, he will payduty at the flat 10 percent rate on all his dutiable puhmhises, due allowance
being made for his duty-free exemption.

The same basic rule would apply in cases wherc the returning residentexemption Jfcomes $50 permanently. In other words, the flat rate would contnueto apply to dutiable purchase between $50 and $100. If the dutiable purchasesexceed the $100 ceiling, then all purchases above the $M exemption become
subject to dub, at the Tariff Schedulo rates.
R. Applicability of flat rate for noncommeroal shpnents

1. Increase in flat rate
For noncommercial articles arriving in the mail or by other nicans of trans.

portation, we propose, that the flat rate of duty be increased from 10 percent,
as provided in the House bill, to 15 percent. In the absence of such increase,

95-943 0-68--pt. 1-5
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travelers desiring to avoid the impact previously described of the $100 tourist
ceiling on the use of the flat rate, would be tempted to arrange for some of
their purchases to ))e separately shipped. The increase proposed would help
to discourage such separate shipment&

2. (0elng on use" of fiat rate
The flat 15 percent rate for noncommercial mail parcels would not apply to

shipments exceeding $50 In retail value. Where the $50 limitation is exceeded,
the Tariff Schedule rates would be applicable to all dutiable items in the parcel.

3. (Jharge on small value parcels
T1o coinoide with the 15 percent flat rate, we propose that the charge on

dtittable parcels valued at $10 or less retail, be Increased from $1 to $1.50.
Articles valued at $1 or lees, would continue to be free of any duty or charge.

F. RESULTING BALANCE OF PAYMENTS SAVINGS

It is estimated that Implementation of all of the above recommendations will
achieve a balance of payments savings of about $100 million during the first
year after enactment. This saving would be reduced to $75 million, on an
annual basis, after October 1069 when the basic tourist exemption is scheduled,
under the House bill, to be increased from $10 to $50.

G. INCREASED ADMINISTRATIVE COSTS FOR CUSTOMS AND POST OFFICE DEPARTMENT

Implementation of. the above measures will entail increased administrative
costs for the Customs Service, and also for the Post Office Department to the
extent its expense in collecting the duty on parcels arriving by mail cannot be
covered by postal handling charges because of the ceiling set under the Universal
Postal Union Convention. Their ability to execute these measures is dependent
upon adequate increased appropriations to implement the changes. However,
I should point out that any increased cost will be offset by significantly increased
revenues.

V. OONOLUSION

In conclusion, I urge that this Committee take immediate and affirmative
action to narrow the balance of payments deficit in our foreign travel account.
The first step is to approve, subject to the revisions we have recommended, the
extension of the air ticket tax and the customs measures included in A.R. 16241.
The second is to add to this bill the tax we have proposed to encourage restraint
In foreign travel spending. In this form, H.R. 16241 would represent a balanced
and effective program for dealing with the important balance of payments prob-
lem in thetravel area. Solution of this problem, in turn, is critical if we are to
improve our overall balance of payments deficit-an improvement that is so
necessary to maintain strength end confidence in the dollar.

Senator SMATIIERS. Chairman Long, do you have Any questions you
want to ask?

The CHAIRMAN. Not right now.
Senator SMATHERS. Senator Williams?
Senator WIlrm.mrs. Just one question. The suggestion has been made

that a main n'this country who is acquainted abroad call go abroad
and have a gentleman's agreement. with some friend he has over there
that they will underwrite the cost. of his trip over there, we will say
$1,000, $1,500, and in turn when they visit back in this country he

il set that much aside for their visit'here. How can you handle that.?
Mr. SURREY. How can we handle that?
Senator WILLTADMS. Of course, that would be canceled out in the

balance of payments.
For example, if you spend a thousand dollars on me in France and

I spend a, thousand dollars on tou over here, and
Secretary FOWLER. I would just make one comment and ask Secre-

tary Surrey to add his comment to it. I would say at. least. his thought-
fulness in arranging to neutrtAlize the balanceof payments as a result
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of his own efforts would be appreciated, but. from an enforcement
standpoint I would still insist that he pay the tax.

Mr. SUmY. I think that is the general observation one would make.
In theory the tax should be paid, since the favorable impact of his
friend's visit to the United States would be offset by the American's
spending abroad. There would obviouisly be problems in reaching every
case in those situations. But in dealifig with questions of that nature
you are at the borderline of enforcement of a measure, and when you
are at the borderline, no 100-percent satisfactory answer can be given
really to any question.

We should e looking at the whole range of American travel, and
really when you get down to it., Senator, most American travelers just
go into American Express or a bank and buy their traveler's checks
when they go to Europei and that is about all that it comes to. Or they
go to an airline and pay for a package tour. That is pretty much the
way most average fellows travel.

Now, for that kind of a fellow, who is going in to buy American
Express checks and spend them in Europe and come back, there is no
complication in this tax.

If, on the other hand, you come over to the borderline, there are
problems with people who deliberately want to evade and who use
their ingenuity and start matching wits with the United States. Cer-
tainly some will succeed, and some will fail. Those are the kind of
people that we deal with under the income tax, too, and probably some
succeed, probably a great many fail, and no one person is certain
whether he will succeed or fail.

Senator WiLLTAMS. A suggestion has been made that in many of the
underdeveloped countries we have an excess of currencies on deposit.
in the treasury. Couldn't there be some program worked out where
we could sell them at a discount to the prospective tourist I We do not
want to cause the country to think we are automatically going to de-
value their currency, but maybe we could sell'these currencies or make
them available to American tourists, thus encouraging them to visit
those countries where we have the excess currencies. They would use
these currencies on some basis, rather than travel in the countries
where we have deficits. In future negotiations where we are selling
food under Public Law 480 this could be a standard program.

Secretary Fowmit. Senator Williams, this has been a matter that
has given me concern over the last 2 or 3 years, and we have constantly
looked at it. Representative Findley in the House of Representatives
addressed a query to me in January in connection with the proposal
he made for a debt credit plan designed to assist our balance-of-pay-
ments equilibrium by utilizing these currencies that we hold.

There is a rather hill and definitive answer in a letter to Representa-
tive Findley, dated March 4, which I should like to include in the rec-
ord at this point because it does give you more of a full picture of
the problem.

(lie letter referred to follows:)
MARC 4, 1968.

Hon. PAUL FINDLEY,
Hou8 of Reprcsentatives,
Washington, D.C.
DEAR MR. FINDLEY: Thank you for your letter of January 29, 1068, outlining

your proposal for a "debt-credit" plan designed to assist our balanhee of payments
of expenditures by U.S. tourists.
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I want to express my appreciation at the outset for the interest you have
shown in our balance-of-payments problem.

We, in the Treasury, have examined your most recent proposal for a "debt-
credit" plan very carefully both on the basis of your letter and your description
of the plan in the January 15 issue of the Uongreaefonal Record. First, let me say
that I hope I correctly read In your proposal a recognition of the need for a travel
tax. You would have the tax fall on travel to countries that do not cooperate
under the "debt-credit" plan and exempt "cooperating" countries. The proposal
that the Administration has put forward does not contemplate this kind of ex-
emption, but would bear most heavily on travellers who spend larger amounts
and lightly, or not at all, on those who spend smaller amounts In travel abroad.
There would not seem to be any essential difference of view on objec-
tives and the problem turns to other questions. For example, there is the
potential difficulty that the "debt-credit" proposal could give the public an un-
warranted anticipation that the program could be successfully put Into effect
in a wide range of countries. This could give an Impetus to travel plans without,
for the most part, any restraint on expenditures. Also, we have great difficulty
In seeing the amount of help to our balance of payments that you mention in your
figures.

It would seem to us that the bulk of the balance-of-payments savings In your
plan would have to come from the $5 per traveller per day payments by govern-
ments who owe us World War I debts. The thought underlying the plan appears
to be that these countries, mainly as you say, Britain, France, Germany, and
Italy would be encouraged to cooperate In order to be exempt from the travel tax.
However, since payments are not now being made on those debts and tourist
payments go to individuals for goods and services rather than governments, the
$5 per traveller per day payment to the United States envisaged by your plan
would be purely and simply a government subsidy, requiring a government appro-
priation. A payment by a foreign government of $5 for every $18 of private
expenditure to private sellers of goods and services would be a rather high rate
of subsidy, and any 'particular country could not, in any event, be sure how
much money was actually being spent in its country. It seems very doubtful that
countries would consider it worthwhile to participate In the scheme on that
basis. I think these governments might well consider a travel tax which would
Involve a reduction In tourist expenditures as less costly to them than a debt-
credit plan which could involve budget appropriation. Furthermore, from the
point of view of our balance of payments, there would be no restraint on larger
spending by those of our travellers who could so afford in countries that would
be exempt under your plan. If this occurred the cost to our balance of payments
could be significant.

As for that part of your plan that deals with the seven excess currency
countries now permitting sales to tourists, I think It fair to say that tourism to
those countries, at least to some extent, would probably be stimulated and sales of
those excess currencies increased If tourists to those countries were exempted
from the tax. The balance of payments, however, would be Improved only to the
extent tourists actually shift their expenditures to these countries from "non.
cooperating countries", and to the extent they actually purchase their local
currency needs from the U.S. Government rather than from other sources.
However, as you cite In your letter, $91 million out of the $112 million available
currencies In those countries Is concentrated In the UAR where diplomatic
relations have been broken. In India and Pakistan (the two countries In which
we have the largest concentration of excess currency holdings outside the tourist
dollar exchange program) U.S. tourist expenditures amount to a few millions of
dollars a year. In those countries we now require, pursuant to law, that new P.L.
480 agreements provide for early payment to us In convertible currencies to the
extent that there is a difference between estimated U.S. travel expenditures and
actual sales we make of currency to U.S. travellers and businessmen.

With respect to the category of excess currency countries not now permitting
sales to tourists, specifically Poland and Yugoslavia (where we have large
holdings as a result of sales of surplus agriculture products in earlier years)
there have been no new PL 480 agreements in recent years in which such at
provision could be included. I amt sure you are aware of the ways in which we
are right now seeking in one of these countries to Make Use of some of our ex.
ces.s holdings and the difficulties that have arisen. In any event, these two coun.
tries plus Burma which makes up the rest of this category do not loom large in
our tourist problem.
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In addition, I do not believe that the redemption of U.S.-owned currencies
in non-excess currency countries would help the U.S. balance of payments. We
need these local currencies for normal U.S. Government operations, and if the
currencies were redemmed under the "debt-credit" plan we would then have to
purchase for dollars the amounts needed to meet our normal U.S. Government
requirements.

A further problem is that it does not appear possible to save as much as we
need for the balance of payments even if we were to assume that the plan were
completely successful in getting all countries to Join In cooperation. Using your
figures of $5 a day payments and $18 expenditures, it would be necessary for
U.S. travellers to spend $1.8 billion abroad for us to receive $500 million in pay-
ments. This would seem to imply a net balance of payments cost of U.S. travellers'
expenditures in the "cooperating countries" of $1.3 billion for receipts of $500
million. In 1963 U.S. travellers spent gross $1.4 billion outside Canada and
Mexico.

For reasons such as indicated above, I do not feel your over-all proposal
provides the best means at this time of obtaining the kind of balance-of-payments
savings on travel that we need; nor do I believe that It would be equitable or
practicable to make such an over-all exemption to the travel tax for such a selec-
tive and geographically disparate group of countries.

Again, let me say that I am grateful for your interest in this whole question.
While I regret I cannot provide encouragement to your present "debt-credit"
plan, I look forward to your continuing cooperation in our efforts to achieve
balance of-payments benefits In our foreign currency programs, and to your sup-
port in our over-all effort to correct our payments deficit.

Sincerely,
HENRY H. FOWLER.

Secretary FOWLER. We have constantly tried to encourage the deter-
inination of where these currency holdings are excess to the needs
of the U.S. Government, and to take advantage of new agreements
with the cOthtries concerned to provide that they can be used by our
civilian tourists in those countries.

Arrangements have been effected, with countries that are currently
operating now.

Unfortunately most of our holdings of excess currencies are not
in the countries where there is major tourist travel, so the cause is a
worthy one, it needs to be constantly pursued, but it does not meet
the major problem in such a massive way.

Senator WILLTAM S. I realize that, and I wasn't suggesting this as an
alternative. Since in a few Of these countries we have these currencies
in surplus which we cannot spend except within those countries; I cite
India as a case in point, why not use them for travel?

Secretary FowLm. Yes, sir.
Senator WLLIAms. Could we not work out something so that it

would be cheaper for this teacher or student who is going abroad,
that if he will direct his travel in that area rather than in Western
Europe, this would help our balance of payments and make his
travel much cheaper, too. In other words, off'erhim an incentive. We
would end up ahead of the game because you fiave got these currencies
in thc Treasury that you cannot use for any other purpose; let him
pay dollars intotlheFederal Treasury forthem.

I think you may encourage a lot of people to travel in thft, area.
Secretary FOWLER. Well, I think that the thrust of plans, such as

Mr. Findley's and others are ones that we must constantly, take into
account. I think this suggestion that. you make here is one we would
like to consider. As I understand it, it'is saying if you go to a country
where the excess currency is available for tourist expenditures you
can buy the currency from us at a very substantial discount.
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Senator WILLTAmS. That is correct.
For example, if Mr. X is going to take a trip, if he will direct the

bulk of his trip in three or four countries in the Near East where you
have a surplus of currency he can buy them at a substantial dis-
count and can go in there much cheaper.

I made that suggestion on the 31st of January, when we were talking
about the general tax increase, and I wish you would review this sugges-
tion and see if you cannot submit some language where we can at least
implement this on a trial basis; I think it has much merit.

Secretary FoWLER. Let me read you two paragraphs at this point
because I think insofar as there is an answer, a comment to be made
now, Senator Williarns; I want to be responsive to it. This is what we
said to Representative Fintdley.

As for that part of your plan which deals with 7 excess currency countries now
permitting sales to tourists, I think it fair to say that tourism to these coun-
tries at least to some extent would probably be stimulated and sales of these
excess currencies increased if tourists to these countries were exempted from the
tax. The balance of payments, however, would be improved only to the extent
tourists actually shift their expenditures to these countries from "non-cooperat-
ing countries", and to the extent they actually purchased their local currency
needs from the United States Government rather that from other sources.

However, as you cite In your letter $91 million out of $112 million available
currencies in these countries is concentrated in the IT.A.R.-that is Egypt-
where diplomatic relations have been broken, in India and Pakistan, the two
countries In which we have the largest concentration of excess currency holdings
outside the tourist dollar exchange program. U.S. tourist expenditures amount
to only a few million a year. In these countries we now require pursuant to law
that a new P.L. 480 agreement provide for early payment to us in convertible
currencies to the extent that there is a difference between the estimated U.S.
travel expenditures and actual sales we make of currencies to 17.9. travelers
and businessmen.

With respect to the category of excess currency countries not now permitting
sales to tdurists--and this goes to your new agreements point-specifically Poland
and Yugoslavia where we have large holdings as a result of sales of surplus
agricultural products in early years, there have been no new P.T1 . 480 agreements
in recent years in which such a provision could be Included. I am sure you are
aware of the ways In which we are right now seeking in one of those countries
to make use of some of our excess holdings and the difficulties that have arisen.
In any event these two countries, plus Burma, which make ip the rest of this
category do loom large In our tourist problem.

Secretary FOWLER. That was the basic thing. His proposal was that,
we exempt people from ithe tax who go to those countries where there
are excess currencies that are usable by tourists.

Senator WILLIAMS. I was proposing to go beyond that, not only
exempt them but-

Secretary FowEr.. An incentive.
Senator 'WVtrt3fT S (continuing). Sell them these currencies at a re-

duced price because we, don't have the use for them. While there may
be only seven countries involved we could expand that in new negotia-
tions under Public Law 480. Also, I notethat you are entering into
negotiations with some of the countries of Western Europe now
concerning the blocked off social security payments; there are about
$22 1/2 million involved there which I understand you have just agreed
to release to them. Now, that. is at complete loss in balance of payments.
Why could we not use that. as a travel incentive and at. least get some
('redit. for it.

Secretary FowFi. I am not. on those particular negotiations. i
think there are some reciprocity elements involved and I am not on
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that. It is a State Depaitment mater and I am not sufficiently ac-
quainted.

Senator WILiAMS. The State Department yesterday first told me
they had agreed 2 weeks ago, buit I understand that the agreement is
coming out today. About a 11they received in return is a hope of get-
0g something later; they figure if we give these countries sonething

." they may give us something later. That has been. tlie trend of our
negotiations and I am just wondering if we should not do it just as you
and I would if we were sitti r? ss the counter. I just wonder if we
don't need a little bit of Yankee ingeruity here in our negotiations.

Secretary FOWLER. Well, being a good southerner I won't admit that
is wholly limited to Yankees but anyway you and I would negotiate
the same wa.

Senator WILLtAMS. I wish you would give this some careful study
because I happen to be one who thinks if this bill is gohg anywhere
such a proposal should be a: part of any measure we are concerned with.

Secretary FowLER. Yes.
(The following information was subsequently supplied by the

Treasury Department :)
ON SALE OF GOVERNMENT-OWNED FOREIGN CURRENCY AT A DISCOUNT TO AMERICAN

TOURISTS

There is a critical and unavoidable international problem involved in this
proposal. Under the rules of the International Monetary Fund we, as. a member,
are obligated to avoid engaging in disorderly or multiple exchaige practices.
Moreover, sales of foreign currency by the Government at a depreciated rate in
whatever form to American tourists or to other private persons would also re-
qtre the consent to such transactions by the foreign government whose cur-
rency was used. The diversion of dollars to the U.S. Government, by means of
discount Incentives, which would otherwise enter host country foreign exchange
receipts would exacerbate the financial position of countries which already
suffer from perilously short foreign exchange holdings. However, as the financial
positions of these countries Improve, the value of their currencies will strengthen
and opportunities now exist under existing legislation for greater use of foreign
currencies at full value by the United States without selling at discounts.

Senator WILLIAM. I don't know what may be done on this sugges-
tion but I think this has merit.
if we are going to curtail this foreign travel to hold our balance of

payments what steps is the administration taking toward disciplfiing
itself ? I might say that includes Congress, too, because a good bit of
this foreign travel originates on fie homefront, as you and I know.
There are a lot of American taxpayers who are paying their own ex-
penses looking with questionable eyes when they read about some of
the Government trips, which have the appearance of being more or less
a junket, wvhetilier executive, legislative, or judiciary. Should we not
have some provision in here that, w6'ld at least indicate that if we are
going to ask for discipline on the part. of the taxpayer who is paying
his own expenses, we are going to set the example as Government
officials?

Secretary FowIX.R. Senator Williams, on the general proposition
there has been action taken early in the year to curtail very sharply,
travel expenditmes by Federal employees abroad. Each department
and agency is involved in that, and there was a Presidential directive
which I should like to ielude as a part of the record here because I
think it is pertinent, and it, is valuable to have flis emphasized, that
there has been a new discipline imposed as of Janiuar-y 18--that was
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the date of the release-on the budgeting processes involving travel
expenditures by a Government employee. I do not think that included
the Congress, however. It was limited to the executive branch.

(The Presidential directive referred to, follows:)

REDUO'ION OF U.S. PERSONNEL AND OFFICIAL TRAVEL OVERSEAS

THE PRESIDENTiS MEMORANDUM TO HEADS OF EXECUTIVE DEPARTMENTS AND
AGENCIES. JANUARY 18, 1068

Subject: Reduction of overseas personnel and official travel
Today I sent the attached memorandum to the Secretary of State and the

Director of the Bureau of the Budget directing them to undertake a four-part
prograni to reduce Ubltdl States personnel overseas. I expect each Delartment
and agency to cooperate fully in this endeavor.

In addition, I hereby direct the head of each Department and agency to take
steps to reduce U.S. official travel overseas to the minimum consistent with the
orderly conduct of the Government's business abroad. I have asked private U.S.
citizens to curtail their own travel outside the Western Hemisphere In the inter-
est of reducing our balance of payments deficit. Federal agencies should par-
ticipate In this effort.

The policy applies particularly to travel to international conferences held over-
seas. Heads of Departments and agencies will take immediate measures to-

-reduce the number of such conferences attended.
-- hold our attendance to a minimum and use U.S. personnel located at or

near conference site to the extent possible.
-schedule conferences, where possible, In the U.S. or countries In which

excess currencies can be used.
You should present your plans for travel to International conferences held

overseas to the Secretary of State, who, with the Director of the Budget, will
undertake a special review of this matter.

This directive shall not apply to-"-
-travel necessary for permanent change-of-station for U.S. employees, for

their home leave, and for medical and rest and recuperative leave.
-travel made necessary by measures to reduce U.S. employment overseas

outlined in the attached memorandum.
-travel financed from available excess foreign currencies.

You are requested to submit to the Director of the Budget, not later than
March 15, a statement on the actions you have taken to reduce all types of over-
seas travel, the results expected from such actions, and your recommendations
as to any additional measures that might be taken.

LYNDON B. JOHNSON.

NOTE: For the memorandum to the Secretary of State and the Director, Bu-
reau of the Budget to whieh the President referred, see the following Item.

REDUoTIoN or U.S. PERSONNEL AND OFFICIAL TRAVEL OVERSEAS

THE PRESIDENT'S MEMORANDUM TO THE SECRETARY OF STATE AND THE DIRE,6TOR,
BUREAU OF THE BUDGET, JANUARY 18, 1968

Subject: ]Reduction in U.S. employees and official travel overseas.
As a part of my program for dealing -tih our balance of payments problem,

announced on New Year's day, I would like you jointly to take the specific meas-
ures to reduce U.S. employment and curtail, official travel abroad, as outlined
herein. Within the Department of State, the Senior Interdepartmenfal Group,
chaired by' under Secretary Katzenbach, shall serve as the focal point for carry-
ing out this directlfe.

You should make these reductions In a way which maintains the effectiveness
of our International programs. I would like you to give particular attention to
personnel reductions which can be made through relocation and regrouping of
functions," the ellmilhaton of overlapping and duplication, the discontinuance of
outdated and marginal activities, and a general streamlining of operations.
I. Reduction in V.S. personnel overseas

This directive applies to all employees under the jdrSdicton of U.S. diplomatic
missions and Includes the representatives of all U.S. civilian agencies which have
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programs or activities overseas. It also Includes military attaches, Military As-
sistance Advisory Groups, and other military personnel serving under the Am.
bassadors. It does not apply to U.S. personnel In Vietnam.

The Secretary of Defense has already Initiated measures to reduce staffing
of the military assistance program. I am asking the Secretary to complete these
studies in time to support the goals outlined below.

You are directed to take the following actions:
1. As a first step, you should proceed, with appropriate participation by

U.S. Ambassadors and agencies, to reduce the total number of American
personnel overseas by 10 percent, with reductions of at least this magnitude
applied to all missions of over 100. Similar reductions should be niade In em-
ployment of foreign nationals and contract personnel. Your decisions on this
first phase, which shall be final, shall be completed by April 1.

2. You should also initiate a special intensive review of our activitIes aud
staffing in 10 Countries with very large U.. missions. Your objective, In this
second step, should be to reduce U.S. employment by substantially more than
the 10 percent Immediate reduction taken In the first step. Your final decisions
should be made on this phirse by August 1.

3. As a third step, you should proceed to extend these intensive reviews of
U.8. activities to other countries beyond the first 10 as rapidly as feasible.

4. knnultaneously, you should initiate special studies from Washington of
funotfdai areas aimed at lng instructions, assignments, and activities
which unnecessal l te e nR maintaining or Increasing overseas
staff, e.g., r g requirement, consul rk, and administrative support.

Clearly, reO ilons-ofthis magnitude !il in ye major changes in agency
staffing an reonnel plans I am askig Chairma acy of the Civil Service
Commissl to assist agencies I ving attendant nel problems and in
facilita. g the reassign t of plo3 returning to United States.

If. Of tailmentin o al t avel
I m request# all Depa ment nd ag cy heads to redu oolelaltravel out-

Sid the U.S. t ninmu consed tth rde conduct the Governmeqt's
b mess. I wou u e at attention t measures o minimize travel
to international conference

By April 1, T would 1 ou repo on e et ns taken I this regard and
t recommen anyaddi Ietepsrequl

LYNDoo B., JOHNsoN.
No: Fo the I en u e o executive epartments and

nces on overseas u g0 b edIng

Senator* iLUiA Well king in broad te s, too and I
r: n't just kil* a utt x iv mfaMiliar ibhthatpress
re easeand a ree o i its 6bj ve. I d I' question for
t .ment but what it h n yff . But order we ca deter-
mi just how 8ft othi" e ss lel.l anua.y 8 was, could you
f.M1 atthis p Int in the ora re broken down by
month ud by age ount was sprt for foreign travel
during 7 along with similar information such travel im 1968?
W~e c~n th see just how far we have go ' oward reducing this.

Secreta ER. Yes, Senator W n I will try to supply the
1nf ormatio 'that i

Senator WuIJAMS. I would appreciate it.
(The following information was supplied by the, Bureau of the

Budget,:)
Accounting data are not available that will supply Information on foreign

travel by agencies on a month to month basis for the fiscal years 1967 and 1968.
As a result of the, President's Directive of January 18, 1968, each agency sub-

initted an eipenditire-plan f6r the balance of the fiscal year 1908 and fis year
i969 that reflected a substantial r6iudlon foriforelgn travel below thelteels

'budgeted. The agencies' reports to the Bureau of the Budget reflect that' they
have Iiow reduced their planned foreign travel coots both for the last halt of
the fiscal year 1968 and the full year 1069, by approximately 25% below the
amounts lneluded Ithteir'ap dopdiations for 188 nd -their estimated fo 1969.
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Because of differing degrees of essentiality for foreign travel and the varying
nature of the program requirements of the agencies to travel abroad, some have
cut back more than 25% and some less. The reduction averages to about 25%
Government-wide.

The actual results of the reduction for fiscal year 1968 will not be available
until approximately September 1, 1968; thereafter, quarterly reports for the
entire Government are to be prepared about 45 days aftei the close of each
quarter.

Senator SMiATHERS. Mr. Secretary, before yielding to Senator Carl-
son, who is next in asking questions, I want to say this: There is a
filing, I think, among this committee, and I think in the Senate, that
this particular proposal is not, as essential in meeting our balance-of-
payments deficit and our domestic and foreign deficit as you appar-
ently think that it is. You know that we passed a tax increase bill
coupled with an expenditure reduction bill which originated right
here with members on this committee, but we got the very strong feel-
ing from you that it was absolutely essential.

I want you to state, without reading anything if you can-bleed for
us a little bit--how important is this proposal in the overall balance-
of-payments program? Do we really have to act on this this year?
Is this essential in the overall picture?

Secretary FOWER. Yes, Senator Smathers, in my judgment it is. I
think that the action that has been taken in our fiscal and monetary
field is the fundamental base on which any constructive program must
proceed, and it is my hope that it will result in improving our trade
surplus which has very nearly disappeared in the first quarter. There
was some recovery in the month of April. I would hopothat it would
bring it back toward the level of 1967, but I would be less than opti-
mistic if I said that I thought we would do as well in the trade field
in the calendar year 1968 as we did in the calendar year 1967 because
the impact of the recent revenue act, will take some time to have its
effect on the trade picture.

Therefore, we have to look at the other fingers of the hand, the so-
called direct measures to help us achieve balance. In a sense, it is more
important for the travel program this year and in the period ahead,
than it was when it was presented in January because it was the prem-
ise of the entire program then we would get some action on the fiscal
side early in the year. Now it is late June and, therefore, I, for one,
feeling a sense of responsibility about this, cannot see any rational
basis whereby we wild retreat from any of the measures set forth
in this program in January because we have finally, at long last,
managed to get the revenue act through.So in the field of reducing and neutralizing Government expendi-
tures, in the field of carrying'through on the -direct investment pro-
gram, on the bank lending program, on the other features involving
encouragement of our trade surplus, I, for one, don't think we can
back off one step and, indeed, coming to this program, the travel pro-
gram, I think a retreat on this front is just as unhappy as a retreat
on any of the other fronts and furthermore

Senator SMATRERS. When y&u were talking about the tax bill you
used such words as catastrophic if we didn't pass it and that we were in
a crisis of enormous proportions. Do you feel the same urgency or an
equal urgency about this bill as you did about the revenue bill, rec-
ognizing, of course, that it is not as large? What I am trying to



get really from you is whether or not this committee has to act on
this measure or whether it wofild be all right if we passed it over.
Very frankly, there is a feeling that the proposal involves so little
money, is so late in the year in being considered, and involves so much
redtape, that it is probably not worth the effort.. This is what I am
trying to get from you, is the effort worth it?

Secretary Fowix,,. I think it is essential that we make a start on
this problem-of travel. I just don't think we can keep ptittihg it off
and keep waiting for something else to turn up. This has been the
story of our balance-of-payments problem for the last 5 years, wait-
ing for something else to turn up that will make it unnecessary to
grapple with the difficullt aspects of the p roblen.

Therefore I think my answer would reluctantly have to be very
strongly inthe affirmative.

(Discussion off the record.)
Senator SHAI'rERs. The conunittee will then stand in recess until

10 a.m. tomorrow morning.
(Whereupon at 11:45 a.m., the hearing was recessed until Wednes-

day, June 26, 1968, at 10 a.m.)





FOREIGN TRAVEL TAX

WEDNESDAY, JUNE 26, 1968

U.S. SENATE,
CoMMIME ON FINANCE,

Waghington, D.C.
The committee met, pursuantAto recess, at 10:10 a.m., in-room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Smathers, Gore, Hartke, Williams, Carson,
Bennett and Morton.

The IAIMAN. Mr. Secretary at the hearing Senator Gore asked
that you be prepared to discuss S. 3204 to tax the undistributed earn-
ings and profits of foreign corporations controlled by U.S. persons
and S. 3205 repealing the exclusion from gross income of certain in-
come earned outside the United States. Are you prepared to discuss
those billst

STATEMENT OF HON. HENRY H. POWMR, SE RETARY OF THE
TREASURY, ACCOMPANIED BY FREDERICK L. DEMING, UNDER
SECRETARY FOR MONETARY AFFAIRS, DEPARTMENT OF THE
TREASURY, AND STANLY S. SURREY, ASSISTANT SECRETARY
OF THE TREASURY-Resumed
Secretary FowLPRJ. Yes.
Senator GoP. Mr. Chairman, before we get to that, I would like to

ask permission to have printed in the record at this point or at some
point, an analysis of the second annual report of thePresident to the
Congress on the operation of the Automobile Products Trade Act of
1965 known as the United States-Canadian Automobile Agreement&

This study has been made at my request by the staff of the Senate
Finance Committee under the direction of Mr. Tom Vail, the chief
counsel. The study shows that this unfortunate agreement has brought
a massive shift in the international structure of the automobile in-
dustry, has cost thousands of jobs to the United States, and an esti-
mated $1 billion in unfavorablebalatice-of-payments effect.

The CMaMAN. How much?
Senator GoRn. $1 billion.
As another result automobile production has been going.up rapidly

in Canada and has suffered a decline for 8 years in the United States.
I will offer an amendment to this bill or to such other bill As ma

emerge from this committee to repeal this improvident agreement.
ask, renew my request, that it be printed in the record.

The CHAIRMAN. Yes, the analysis will be printed at this point in the
record.

(78)



(The analysis of the report referred to follows:)

ANALYSIS OF SECOND ANNtFAL. REPORT OF TIlHE PRESIDENT TO THE CONORESS ON TIHE
AuTTMo'%tonmIE lRODiTres TRADE AcT OF IS (U.S.-OANADIAN AUTOMOBILE
AuREEFM ENT)

BACKUROIIND OF THE AGREEMENT

The U.S.-Canadian Automobile Agreement was born out of a plan by the
Canadians to subsidize automobile engine an1(1 parta exports to the U.S. through
a dity remission scheme. The scheme would have enabled a Canadian firm
which Increased Its exports of engines and irts to get a remission of duties oil
$1's worth of Imports for each additional $1 of exports over the base year 1093.
Thus, a firm which Increased its exports from $10 million fi 1963 to $20 million
in 1064 would be able to import $10 million dut, free.

This would live beem an Indirect subsidy to Canadian exports and(] thus be
subject to our countervailing duly statute (Sect ion 303 of the Tariff Act of 1%30).

Tile I.S.-Canadinn anto paet resulted from negollationt between the two Gkov -
ernuents over disagreements arising out of the Chiidlan duty.renision plan.

Under the paet, the U.S. exports of veliels 011a( parts (except tires, and tubes.
anl replacement pa ts) to a "bona fide" Canadian manufacturer are admitted
duty free, while the U.S. gives duty-free treatment to Canadian Imports. It Is
not really a "free trade agreement" for several reasons. A "bona fide" Canadian
importer is one who maintains the kinle Canadian value added and the same
ratio of assembly to Males in Canada that lie had iln 1064. Thus, It a manufacturer
asg-Qn, bled 90 percent of his car production in Canada in 104 and this ratio
dropix,d to 89 percent in 10M, he would not be alle to Import duty-free U.S. engines
and parts. There were also "voluntary," "letters of undertakings" by U.S. auto
firms to increase their investment and production in Canada.' These letters
extend through 1168 models. It is probable that they will not be renewed, al-
though tile Canadian Ouvernment would like other forms of commitments from
I.S. tirms to increase their Investment and production it Canada.,

EFFECT ON TRADE

The precise effect of the agreement oi the PI.S. trade balance in ailtomobiles
and Iarts is difficult to determine. This is becansell.S. exports of certain spin-
fabricated parts, which are covered under the agreement, are classified under
non-automobile tariff definitions. However, under any basis of neasurement the
I.S. trade iln automobiles and parts has suffered.

The April Issue of the Federal Reserve Bulletin, i commenting on tile effect
of the auto agreement on the U.S. balance of trade, stated:

"Tart of the recent extraordinary expansions iti imports reflects a inassive
shift il the International structure of the autonnblie industry as a result of
the U.S.-Canadlan Automotive Agreement In 1905. Imports of autos and parts
from Canada increased front almost nothing li 1064 to $1.25*billion a year ili
1906-07, and to a rate of niore than $2 billion early In 1968. (There was a rapid
but only partly offsetting rise in automotive exports to Canada)."

Based on U.S. statistics provided in the Annual Reports of the President on
this agreement, tle trade picture Is shown lit Table I.

The U.S. has shifted front a net exporter to Canada of passenger (ars, buses
tld chassis of $22 million in 1004 and 1ML (average) to a net. Importer of
$139 million iln 106 and 1007 (average). lit 191, $21.0 million or 20 percent of
our automotive Imports front Canada were passenger cars; In 1907, passenger
ear imports from Canada amounted to $818 million, or 53 pereit of total
automotive Imports from Canada. The large U.8. exports of parls (over $1
billion iln 1007), kept tile U.S. iln an overall surplus position, albeit a declining
one. But, if the trends continue, the surplus will disappear In a few )'ears.

Even on the basis of Imports statistics of the two countries, which Is th6 way
the State Department feels beat deplets the situation, the U.S. trade surplus
fell froin an average of $31 million in 1964-65 to '$483 millloil In 1906-0?. This
approach to measuring the trade balance Is shown in Table II.

Thus, one can conclude that the agreement has created a dramatic shift In
P.S.-Cnnadluin automotive trade, not to the U.S. advantage.

'These were published in the Committee hearing and are attached,
'The two governments are now complete ng a joint review of experiences under the agree-

ment. A special report will be submitted to t 0, Congress In ameonlance with see. 205 (a) And
M of the Act. Perhaps at that time we can find out what, Ht any, further commitments
will be made.



PRODUCTION

The increased investment and production In Canada by U.S. firms has resulted
lit longer production runs and Increased specialization of production there. And,
the gap between higher production costs In Canada and lower U.S. costs hns
Iarrowed.

U.S. production In 1064 was 0.8 m'illon vehicles (including trucks and buses);
it increased to 11.1 million In 1065, but has since declined to 10.4 million in 1066
and 9.0 million lit 1967, mainly because of market conditions. Passenger car
production In 1067 at 7.4 million is the lowest it has been Ii five years. (See
Table II)

Motor vehicle production in Canada has increased steadily since the agreement
entered Into for(*, rising from 071,000 motor vehicles li 1064 to 847,000 In 1065,
902,000 Il 1060, and 047,000 In 1007. (See Table IV)

It Is diflcult to tell how much U.S. production and employment iay have been
lost to Canada as a result of this agreement. The Increased assembly of finished
automobiles in Canada undoubtedly replaced some assembly operations in the
U.S. Over 2,000 ,workers involved in assembling automobiles it the U.S. have
nlplied for adjustment. assistance, which Is a clear Indication that there has
been sonic lifting.

EMPLOYMENT

Automobile employment In both Canada and the U.S. has gone up since the
agreement Within the North American Industry complex there have been shifts
in plant locations li both directions. For example, one Chevy plant in Now York
was closed and the operation was shifted to Canada, while a Buick plant in
Canada was closed and that operation was shifted to New York. Inasmuch as
there generally has been more assembly in Canada of finished automobiles, some
assembly Jobs have been lost to Canada, but it is Impossible to tell how much
this imny have been offset by nore Jobs In say, parts production, within the U.S.
Table V gives data on employment In the U.S. and Canada. Later in the paper
It will be seen that adjustment assistance has been provided to 2,500 workers in
the U.S., which is an indication of the magnitude of displacement of 11.8. Jobs.

PRICES AND DIFFERENTIALS

The consumer price index for new passenger cars lit the U.8. and Canada
shows that both U.S. and Canadian prices fell between 1063 and 1006, but rose
slightly in 1967.

CONSUMER PRICE INDEX, NEW PASSENGER CARS

11957-59-IOO1

United States Canada

..................................................................... ... . .
'3...................................................... 128
1965........................................................... 91
1966 ....................................................................... 97.2 94.2
1967 (I1 months) ........................................................... 97.6 95.6

However, there has been a slight narrowing of the absolute price differential.
Factory list prices of the same model car (4.door sedan) 0 cylinder with com-
parable standard equipment) were only 5.7 percent higher In Canada for the '68
model Introduction, as compared with a differential of 0.0 percent for the '64
model. The higher Canadian sales tax (12 percent In '68 its compared with T
percent in U.S.) made the suggested Canadian retail price for '68 models 9
percent higher than In the U.S.

ADJUSTMENT ASSISTANCE

Under Section 302 of the Automotive Products A(t of 1965, firms or groups
of workers were entitled to petition for help (adjustment assistance) if they
felt they were being Injured by the agreement. No firms have petitioned for ns-
sistance. Through April 1068, 5,684 workers have applied for assistance, 2,493
have been certified eligible and $3.5 million has been paid out in adjustenelt
assistance.

A list of the number of workers petitioning by firn, nnd adjustintnt ansslstaici,
board action In provided li the attachment.

I There was a decline In U.S. employment from 1060 to 1067, but this was a result of
slack domestic demand and the Ford Motor Company strike.
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CONCLUSION

The U.S.-Canadian auto agreement has benefited mainly Canada and the large
U.S.-Canadian automobile companies. While trade has increased both ways. Ca-
nadian exports to the U.S. have risen much faster than U.S. exports to Canada.
If these trends continue, the traditional, favorable U.S. automotive trade bal-
anice with Canada will disappear.

The agreement has undoubtedly made Canada a more efficient producer of
automobiles. Longer production runs and greater specialization have reduced the
cost differentials between U.S. and Canadian plants.

A number of assembly operations have been shifted into Canada. Over 2,000
assembly workers In the U.S. have sought adjustment assistance; 540 have
received such aid.

Certain U.S. suppliers have been injured. Out of 21 petitions for adjustment
assistance by workers, 14 have been certified and 7 denied. A total of 2,493
workers have received such aid out of 5,684 petitioning, at a cost of $3.5 million.

AUTOMOTIVE PRODUCTS TRADE ACT OF 1965
ADJUSTMENT ASSISTANCE CASE RECORD, WORKER PETITIONS. ONLY t

Number of Board action
Petitioner's firm product, and union workers Date filed

petitioning Determination Date Number
certified

1. Ford: Pennsauken, N.J.; export packing.
UAW Local 918.

2. General Motors: Grand Rapids; Interior
trim. UAW Local 1231

3. From Corp.: Birmingham; air filters. Bridge,
Structural and Ornamental Iron Workers
Local 539.

4. Maremont Corp.: Cleveland; shock absorb-
ers. No union, 3 Individuals.

5. Borg-Warner Corp.: Memphis; Universal
joints. UAW Local 237.

6. Rockwell-Standard: Adrian, Mich.; wheel
covers. Machinists Local 1268, Metal
Polishers Local 69.

7. Eaton Spring: Detroit; leaf springs. UAW
Local 368.

8. Eaton Spring: Lackawanna, N.Y.; leaf
spring. Steelworkers.

9. AMC: Milwaukee; Auto bodies. UAW Local
75.

10. AMC: Kenosha, Wis.; complete assembly.
UAW Local 72.

11. Chrysler: Detroit; Dodge Polara assembly.VA Local 7.
12. General Motors: Wilmington; Chevrolet and

Buick assembly. UAW Local 435.
13. Chevrolet: North Tarrytown N.Y.; Chevr-

let assembly. UAW Local 64C.

14. Fisher Body: North Tarrytwn NY.; auto-
mobile bodies. UAW Loca 6W."

15. Borg-Warner: Detroit, Mich.a Long Manu-
f6cturIng; oil coolers. UAWLocal-314.

Revised...... .............
16. Eaton Yale , Towne: Cleveland; stamp-

Ings. UAW Local 307.
17. Rockwell-Standard: Mishawaka Ind.;

bumper division; UAW Local 5R9.
18. Borg-Warner: Dtrost Long Manufacturing;

condensers. UAW Local 314.
19. Pittsbrg Plate Glass Co.: Ford Cty, Pa.,

Works No 4., Clss Workers No. 14.
20. P.isrgh Plto Class: Creighton, Pa.,

Works No .1. Glass Workers No. 12.
21. C. M. Hall Lamp Co.: Detroit, Mich., die

cast pats. UAW Local 304.

Total...............................

150 Feb. 4,1966 Certified ...... Apr. 14,1966 150

600 Apr. 14,1966 ..... do ..... July 28,1966 375
100 June 16,1966 ..... do ....... Aug. 25,1966 100

400 OcL 14,1966 ..... do ....... Dec. 23,1966 400

130 Dec. 19,1966 Denied ....... Apr. 6,1967 ..........

300 Jan. 10, 1967 Certified ...... Mar. 22,1967 300

300 Fob. 2,1967 _..do ....... Apr. 14,1967 300
170 Feb. 23,1967 .- do ----- Apr. 28,1967 170

200 Feb. 28,1967 ..... do ....... June 15,1967 100

230 ..... do ........... do---- .do ....... 215

1,000 Mar. 3,1967 ..... do ....... June 16,1967 265

740 Apr. 12,1967 Denied ....... June 21,1967 ..........

325 Apr. 14,1967 Certified re- June 23,1967 60
vised certi- Sept. 5.1968
fication.3

400 Apr. 11,1967 Certified re- June 23,1967 45
vised corti-
fication.'

26 June 7,1967 .............. Sept. 5,1967 ..........
49 Aug. 2,1967a Certified ...... Nov. 13,1967 6
65 June 21,1967 Denied ....... Aug. 30,1967 ..........

66 Aug. 23,1967 ..... do ....... Nov. 1,1967 ......

9 Nov. 1,1967 Certified ...... Feb. 15,1968 7

150 Nov. 8,1967 Denied ....... Jan. 18,1968 ..........

150 .....do ....... do ---- -do..........

150 Jan.. 18,1968 ..... do ....... May 3,1963 ..........

5,684 .............. 14 certified; .............. 2,493
7 denied.

I No petitions have been filed by firms.
3 Ce rtlficatlon revised to reflect corrected Information.
3 Orilinal petition withdrawn and investigation terminated July 31, 1967; revised petition submitted Aug. 2, 1961.



TABLE I.-U.S. AUTOMOTIVE TRADE WITH CANADA. 1964-67

[In millions of dollars

U.S. exports U.S. imports Trade balance
year Pass*nge T.IM bos Parts and Total P e Trucs , Pa and Toal Trucs bus. Parts and Totalcar accessodes cars and chasis accessories cars and aesries

17.7 59L 1
45.4 700.5
83.6 952.1

138.3 1,099.9

654.1960.0
1.31L4
1,801.2

2L9
84.1

370.7
818.0

4.7
23.7

158.3
269.9

49.3 75.9
94.0 201.8

315.2 844.
427.5 1,515.4

1964-----
1965 .........
1966 .........

45.4
114.0
275.6
563.0

U-S. fay""e eu +. Source: Bureau of Census data givn in Presidenrs Annual Reports on Canadian Automobile
Agreements, M3r. 22, 1967, and May 21,1968.

+23.5
+29.9
-95.1-2o.

+13.0
+21. 7
-74.1-131.6

+541.8+606.5
+4636.9

+578.3
+658.1
+467.8+285.2
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TABLE I.--UNITED STATES.CANADIAN AUTOMOTIVE TRADE BASED ON UNITED STATES AND CANADIAN

IMPORT DATA '

in millions of U.S. dollars

Subject

United States exports to Canada: 3
Passenger cars ..................................
Trucks, buses, chassis.. .............
Parts and accessories... ............

Total exports .................................

United States Imports from Canada:
Passenger cars ..................................
Trucks, buses, chassis ...........................
Parts and accessories ............................

Total Imports .................................

U.S. net exports ...............................

1964 1965 1966 19672

41.0
21.2

597.1

659.3

21.9
4.7

49.3

116.0 291.8
41.7 81.6

771.7 1,037.9

929.4 1,415.9

84.1
23.7

139.2

75.9 247.0

583.4 682.4

370.7
158.3
360.2

889.1
526.8

'Tires and tubes not Included. Figures may not add to totals due to rounding.
$ Preliminary and subject to revision.
3 As measured by Canadian Import statistics.
4 Canadian imports of parts and accessories In 1966 and 1967 adjusted to include coverage of products comparable

to United States automotive parts Imports from Canada.
Source: U.S. exports: BDSA (based on DBS data of Canadian Imports from the United States, converted to U.S. dollars,

exchange rate $0.925). U.S. imports: BDSA (based on Bureau of the Census data).

TABLE Ill.-U.S. MOTOR VEHICLE PRODUCTION, CALENDAR YEARS 1963-67

(In thousands of units)

Passenger Trucks and Total
cars buses

Calendar years:
1963 ......................................................... 7,644.4 1,464.4 9,108.8
1964 ......................................................... 7,745.5 1,562.4 9,307,9
1965 ......................................................... 9,335.2 1,802.6 11,137.8
1966 ......................................................... 8,604.7 1,791.6 10,396.3
1967 ........................................................ 7,412.7 1,611.1 9.023.8

I Subject to revision.
Source: Automobile Manufacturers Association.

TABLE IV.-CANADIAN MOTOR VEHICLE PRODUCTION, CALENDAR YEARS 1963-67

Iln thousands of units)

Passenger Trucks and Total
cars buses

Calendar years:
1963 ......................................................... 532.2 99.1 631.4
1964 ......................................................... 559.6 111.4 671.0
1965 ......................................................... 706.8 139.8 846.6
1966 ......................................................... 701.5 200.6 902.1
1967' ....................................................... 720.8 226.4 947.2

I Preliminary.
Source: Dominion Bureau of Statistics.

613.0
133.8

'1,254.3

2,001. 1

818.0
269.9
474.1

1,562.0

439.1



TABLE V.-EMPLOYMENT IN THE AUTOMOTIVE PRODUCTS INDUSTRY, UNITED STATES AND CANADA. 1963-6

UNITED STATES
(In thousands]

Total motor Passenger car Trucks and bus Parts and
Annual average vehicles and Motor vehicles bodies bodies accessories

equipment

1963 ............. 741.3 299.9 60.6 32.4 326.9
1964 ............. 752.9 306 1 55.7 32.0 336.7
1965 ............. 842.7 352.9 66.4 34.5 362.8
1966 ............. 859.2 361.5 65.3 36.8 368.4
1967 ............. 809.5 341.4 60.3 36.7 347.5

CANADA

Motor vehicles Assembling Parts and accessories

1963 ........................................... 60.3 29.9 26.1
1964 ........................................... 69.3 34.3 30.5
1965 ........................................... 80.0 40.3 34.6
1966 ........................................... 84.9 40.4 38.8
1967 ........................................... 83.8 40.4 37.1

LETTERS or UNDERTAKING

GENERAL MOTORS OF CANfADA, LfTD.,
Oshawa, Ontario, JanuarV 13,1965.

Hon. C. M. DRtuy,
Minister of Industry,
Parliament Buildings,
Ottawa, Ontario.

DEAR M. MINISTER: This letter Is In response to your request for a statement
with respect to the proposed agreement between the Governments of Canada and
the United States concerning trade and production in automotive products, as
you have described it to us. The following comments assume that the proposed
agreement for duty-free treatment has the full support of the respective Govern-
ments, and that the program may be expected to continue for a considerable
period of time.

It is our understanding that the important objectives of the Intergovernmental
agreement are as follows: (a) the creation of a broader market for automotive
products within which the full benefits of specialization and large-scale pro-
duction can be achieved; (b) the liberalization of United States and Canadian
automotive trade in respect of tariff barriers and other factors tending to Impede
it, with a view of enabling the Industries of both countries to participate on a
fair and equitable basis in the expanding total market of the two countries; (o)
the development of conditions in which market forces may operate effectively to
attain the most economic pattern of investment, production, and trade. We
subscribe to these objectives and agree with the suggested approach of removing
tariff barriers and moving In the direction of free trade even in this limited
area. Such an approach Is fully compatible with General Motors' expressed
position with respect to the desirability of free trade In automotive vehicles and
components, not only in Canada, but In all other countries in the free world.

It Is noted that under the proposed agreement the right to import vehicles and
certain automotive parts, free of duty, into Canada will be available to Canadian
vehicle manufacturers who'(1) maintain Canadian value added in the production
of ;motor vehicles in ensuing model years at not less than the Canadian value
added In motor vehicle production in the 1004 model year; (2) produce motor
vehicles in Canada having a net factory sales value in a ratio to total net factory
sales value' of their motor vehicle sales in Caliada and those of their affiliated
companies in Canada of not less than the ratio prevailing during the 19&
model year; (3) increase in each ensuing model year over the base model year,
Canadian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth In their market for automobUes
sold for consumption In Canada and by an amount equal to 50 percent of the
growth in their market for commercial vehicles sold for consumption in Canada
(for this purpose, growth in their market means the difference between the cost



of vehicles sold in Canada during the ensuing model year and the cost of vehicles
sold in Canada during the base model year net of Federal sales tax it both
cases) ; and (4) undertake, in addition to meeting the above three conditions,
to achieve a stipulated increase In the annual Canadian value added by the end
of the model year 1968.

With respect to General Motors, in connection with the conditions outlined
in the previous paragraph, it is our understanding, In the case of (1) that
Canadian value added would be decreased in circumstances where the value of
General Motors sales declined below that achieved in the base year, and in the
case of (3) that in the event of a decline in General Motors net value of vehicle
sales for consumption in Canada, a decrease in Canadian value added of 60 and
50 percent in cars and trucks, respectively, is acceptable. In addition, it is our
understanding, with respect to (4), that for General Motors the stipulated
annual increase in the Canadian value added by the end of the model year 1968
is $121 million.

We understand that certain changes are proposed ili the regulations pertaining
to the determination of Canadian value added. We believe that several of these
changes require further review and consideration as in our opinion they tend
to impede rather than aid In the attainment of the objectives of the agreement.

In particular, these are (a) the elimination of the prkflt on components pur-
chased from affiliated Canadian companies; (b) the elimination of profit on sales
of vehicles and parts by General Motors of Canada or by Canadian affiliated conl-
panies to affiliated companies outside of Canada; and (o) the elimination of de-
preclation on non-Canadlan facilities used In the manufacturing process both
in our plants and in those of our Canadian suppliers.

(a) We believe that the elimination of the profit element on purchases of coni-
ponents purchased by General Motors of Canada from affiliated Canadian com-
panies is discriminatory. McKinnon Industries, a major supplier of components,
has been an affiliate of ours since 1929. McKinnon prices to us are competitive with
those for similar components manufactured by other manufacturers. It is a policy
of General Motors that pricing between affiliated operations be competitive and
the purchasing unit has the obligation of negotiating the best possible price with
the supplying unit. McKinnon and other affiliated Canadian parts manufacturers
supply parts to other Canadian vehicle manufacturers and the profit on these
transactions Isnot required to be eliminated by those manufacturer.. We feel that
at most any elimination of profit from value added should be confined to the ellin-
ination of profit above the percentage level in the base period.

(b) It is our opinion that the elimination of the profit on sales of vehicles and
parts produced in Canada by General Motors of Canada and affiliated Canadian
companies to affiliated General Motors companies in the unitedd States and other
countries Is also discriminatory and should be given added consideration. It is
recognized in the tariff regulations of most countries that the value of imported
goods includes a "reasonable" rate of profit. Further, on sales by nonaffiliated
Canadian suppliers to General Motors Corp. In the United States and its overseas
subsidiaries the profit in such sales would be considered as Canadian value added.

(o) On the matter of exclusion of depreciation on non-Canadian machinery
and equipment usel In the production of automotive products in Canada, it seems
that this only hinders the attainment of the objectives of the plan. In order to
increase production in Canada, additional 'apaclty is a necessity either in our
plants or those of our suppliers. As much of this required equipment is either un-
available or more costly in Canada, it appears that not allowing depreciation on
such equipment as Canadian value added discourages rather than encourages the
enthusiasm required to effect the desired increase fi, Canadian value added. It
should be noted, however, that it is our intention to minltaln our present policy
of obtaining any additional machinery and equipment in Canada whenever eco-
nomically feasible.

You have requested that we should increase Canadian value added in our prod-
uats by $121 million between 1964 and the end of the model year 1908, as outlined
under condition (4). Also you have requested that the amount should be further
increased to the extent required under condition (3) stated above. We think that
this objective in that time is extremely ambitious, particularly in view of tile fact
that one-half of the first model year has already passed.

We have carefully reviewed our situation In the light of your proposals and re-
quests and have asked that our affiliates do the salffe. We can see areas where we
can and will achieve a significant portion of your suggested objective of $121
million increase in Canadian value added by 1968. This is possible because Gen-
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eral Motors of Canada and our affiliated Canadian companies have recently en-
gaged In the Canadian manufacture of certain automotive components heretofore
imported. These Include the fabrication and assembly of automatic transmissions
at McKinnon Industries Windsor plant not only for Canadian requirements but
for export to assembly plants fin other countries us well. In addition, 1in the 1964
model year the oversea market for North Americnn-type pmssenger cars and com-
mercial vehicles has been Increasingly served by our plants in Canada. Of course,
any slowing down In the rate of growth In the industry or any adverse develop-
ments in the economies of Canada, the United States, or other principal markets,
or failure to achieve duty-free entry Into the United States would make this
achievement more difficult.

To attain your stated objective ratably over the 4 years of the plan amounts to
an Increase in Canadian value adIof $30 million a year plus growth. Out plans,
which have been underway for more than a year, should accomplish about $00
million of the total or, putting It another way, we can see our way clear to ac-
complish that portion applicable to the first 2 years of the plan.

Studies are underway of various steps we might take to accomplish that por-
tion applicable to the last 2 years. However, we-are and have been operating our
facilities in Canada at full capacity, and so, I believe, have most of our suppliers.
Therefore, the Canadian value added applicable to the last 2 years will probably
require added facilities on our part, or on the part of our suppliers, or both. A
further reappraisal of our present facilities and our capacity and those of our
suppliers must be made. The extent and nature of any additional facilities
can be determined only In the light of the plan as finally published. You can
appreciate, I am sure, that all of this takes time.

Subject to the imponderables mentioned above, it is our Intention and that of
our affiliates to make every feasible effort to meet the objectives of the agreement
to be made between the Governments of Canada and the United States, and to
achieve the indicated goal as rapidly as possible.

Referring again to the items which appear to Impede the program, we hope you
will review your position further In the light of the Information included earlier
In this letter.

In conclusion, therefore, I am prepared to say at this time that, first, General
Motors of Canada has plans underway to increase Canadian value added by about
3 million in each of the first 2 years of the plan; and, second, we are continu-

Ing our studies of ways to accomplish the remainder of the program and will
undertake to meet the full objective of $121 million by the end of the model year
19bo

It Is anticipated that these studies will take between 3 and 4 months to finish.
and I will be prepared to discuss the results with you when they are completed.
From time to time, as requested, we will be glad to discuss our current operations
and our plans for future development with the Minister of Industry, and to re-
ceive and consider his suggestions.

Sincerely,
El. H. WALK01.

FoRD MoTOc Co. OF CANADA, Dr.,
OaIcville, Ontario, Jan ftary 14, 1965.

DwAR ,1R1. MINISTE: Enclosed are executed copies of our two letters to you of
this date relative to the proposed agreement between the Governments of Canada
and the United States concerning trade and production In automotive products
under which it is proposed that the customs duty In each country on the Impor-
tation from the other of automotive vehicles and original equipment parts there-
for be eliminated.

We consider It essential that any substantial administrative Interpretation or
treatment that may be extended by you to any other motor vehicle manufacturer,
the lack of which would place Ford Motor Co. In a noncompetitive position, also
be extended to Ford.

You have provided us with a draft of the proposed order in council expected to
be adopted In order to implement that agreement and with a draft of the regula-
tions proposed to be adopted under that order in council.

Our undertakings are, of course, conditional upon the execution of that agree-
ment, upon the adoption of an order In council, and regulations substantially in
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the form of the drafts that you have already delivered to us, and upon an ac-
ceptable response in respect of the enclosed supplementary letter.

Yours sincerely,
FOiw MOTOR Co. OF CANADA, rm.,

By KARL E. Somf, Pre8dent.

FORD MOTOR CO. OF CAIVADA, IrD.,
Oakville, Ontario, Jan uary 14,1965.

D&mA MR. MINISTER: We are writing with respect to the agreement between
the- Governments of Canada and the United States concerning production and
trade in automotive products.

Ford Motor Co. of Canada, Ltd., welcomes the agreement arid supports its
objectives. In this regard, our company notes that the Governments of Canada
and the United States have agreed "* * * that any expansion- of trade can best
be achieved through the reduction or elimlnAti6n of tariff and'all 6ther barriers
to trade operating to impede or distort the full and efficient development'of each
country's trade and industrial potential * *, *." In addition, we note that the
Governments of Canada and the United States shall seek the early achievement
of the following objekfties

(a) The creation of a broader market for automotive products within which
the full benefits of specialization ahd large-scale production can be achieved;

(b) The liberalization 'of United States and Canadian automotive trade in
respect of tariff barriers arid other factors tending to impede it, with a view to
enabling the indttstries of both countries to, pat1ilate on 4 fair and equitable
basis in the expanding total market'0f tM6 two countrtes; and

(o) The development of conditions in which market forces may operate effec-
tively to attain the most economic pattern of In'estment, production, and trade.

Our company also notes that the right to import motor vehicles and original
equipment parts Into Canada under the agreement Is'avallable to vehicle1anu-
facturers In Canada' who meet the conditions stipulated In the Motor Vehicles
Tra ff 'Order' 1965. These conditions are, in brief, that vehile manufacturerss
shall 'maintain In each model year their production of motor vehicles In Canada
In the same ratio to sales of motor vehicles for consumption in Canada and the
same dollar value of Canaditn value added In the production of motor vehicles
in Canada, as In the period August 1, 1963; to July 81, 1064.

We understand that-
(I) In ascertaining whether Ford qrialifles as a motor vehicle maiUfac-

turer and whether the requirements of paragraphs 1 and 2, below, are
satisfied, production of automotiveivehicles In Canada by Ford Motor Co.
of Canada, Ltd., and by any person designated as associated with Ford
Motor Co. of Canada, Ltd. ("an associated person") will be taken Into ac-
count, whether sold in Canada or exported;

(1i) in determining whether the requirements of paragraphs 1 and 2, be-
low, are satisfied, export sales of original equipment parts by Ford Motor
Co. of Canada, Ltd., and by any associated person In Canada (as well as
production of automotive vehicles in Canada by Ford Motor Co. of Canada,
Ltd., and by any associated person, whether sold in Canada or exported).
and purchases of original equipment parts by any affiliated Ford company
outside of Canada from Canadian vendors, will be taken into account. An
"affiliated Ford company" is one that controls, or is controlled by, or is under
common control with, Ford Motor Co. of Canada, Ltd.

(i1) for the purpose of computing the ratios referred to -in paragraph
2(1) (e) (ii),(A) of the order in council of the definition of manufacturer,
the numerators of the fractions will consist of the net sales value of all
passenger automobiles (or specified commercial vehicles or buses) produced
by the motor vehicle manufacturer in Canada, Including those sola In Canada
and those sold in export, and the denominators of the fractions will 'consist
of the net sales value of all passenger automobiles (or of specified commer-
cial vehicles or buses) sold by the motor vehicle manufacturer for conmiinp-
tion in Canada, including Imported passenger cars (or specified commercial
vehicles or buses) but excluding passenger cars (or specified commercial
vehicles or buses) that are produced by the motor vehicle'lnianufattr in
Canada and sold in export. I

The undertakings In his letter are based on the definition of "Canadian value
added" In your present regulations.
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We understand that in the computation of Canadian value added for vehicle
assembly in Canada, section 2(a) (1) of the regulations would prevent us from
including the cost of parts produced In Canada that are exported from Canada
and subsequently imported Into Canada as components of original equipment
parts; this provision reduces the Incentive to source in Canada parts that would
be incorporated in U.8. engines and other original equipment parts. Accordingly,
we request that you give careful consideration to the revisioh of this clause.

In addition t0 meeting these stipulated conditions atidin 'order to'Contrilltite
to meeting the objectives of the agreement, Ford Motor Co. of Canada, Ltd., un-
dertakes:

1. To Increase in each model year over the preceding model*Year Cnadidn.
value added in the production of vehicles and original equipment parts by'an
amount equal to 60 percent of the growth in the market for automobiles sold
by our company for consumptionz in Canada and by an amount equal to 50
percent of the growth In the market for the commercial vehicles specified in
tariff item 950 sold by our company for consumption in Ctnada, It being ub-
derstood that In the event of a decline in the market ai decrease in Canadian
value added based on the above percentages is acceptable. For 'this purpose,
growth or decline in the market shall be measured as the difference between
the cost to our company of vehicles sold in Canada during the current model
year and the cost to our company of vehicles sold in Canada durig the pre-
ceding model year net of Federal sales taxes in both cases.

We understand that In the event that the total passenger car and/or total
truck sales of our company In any model yeikr fall below the total passenger
car and/or total truck sales of our company during the base period, Canadian
value added requirements would be reduced below the base period am'end-
ments for the purpose of this section, and for the conditions stipulated in the
Motok Vehicles Tariff Order 1965.

We believe that the definition of growth Is unfair, because it Includes as
growth the difference between the cost of vehicles produced ,in .Canada and
the cost to us of identical Imported vehicles. In the event that we rationifize
our vehicle production In. Canada so as to concentrate our production In
Canada on high volume models for the North American market with other
models being imported, the difference In cost as defined above would result
in a substantial growth even though there was no change in the number and
models of vehicles sold In Canada. We request your careful consideration of
a change in the definition that would eliminate this inequity. This Inequity is
compounded by the fact that Ford Motor Co. of Canada, Ltd., is compelled by
the Canadian antidumping law to Import vehicles at dealer price, and we re-
quest that your Government also give careful consideration to a change in
the antidumping law in respect of vehiclesimported under the Motor Vehicles
Tariff Order 1965.

2. To Increase Canadian value added over and above the amount that we
achieved'in the period August 2, 1963, to [uly 31, 1964, and that which we
undertake to achieve in (1) above, by an amount of $74.2 million during the
period August J, 1967, to July 31, 1968.

The uqndertaklns given in this letter are to'be adjusted to'the extent necessary
for conditions not under the control of tie Ford Motor Co. of Canada, Ltd., or of
any affiliated Ford company, such as acts of God, fire, earthquake, strikes at' any
plant owned by Ford or by any of our suppliers, and war.

The Ford Motor Co., of Canada, Ltd., also agrees to report to the Mifister of
Industry, every 3 months beginning April 1, 1965, such Information as the Minis-
ter of Iihdustry requires pertAliffig to Pibkress achieved by our company as well as
plans to fulfill our obligations under this letter. In addition, Ford Motoi " Co. of
Canada, Ltd., understands that the.Qovernment will conduct an audit each year
with respect to the matterkdescribed in this letter.

We understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive industry and our company's
program.

Yours sincerely,
FoRD MOTon CO. OF OAADA, LTD.,

By K. E. ScoT , President.
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FORD MOTOR (0., OF CANADA, L4D.,
Oakvflle, Ontario, January 14, 1965.

DEAR MR. MiNiSTER: I wish to bring to your attention a matter of majorImportance to the Ford Motor Co., which will affect the ability of the company
to participate under the Motor Vehicle Tariff Order 1965.

You will recall that our company and its parent, Ford Motor Co., have
made commitments to spend In excess of $50 million to increase productionof a limited range of automotive engines In Canada for use In our Canadian
plants and for export to the United States. This plan provides for greatly
expanded production of engines in Canada, thus making possible substantialcost savings. The production of certain engines now produced in short high-costruns will be discontinued In Canada but will be imported as required.

As a result of this plan, the contribtition of engines to our CanAdian valueadded In the production of motor vehicles in Canada in the 1966 model year
and subsequent years, will be substantially reduced below the amount con-tributed by engines In the 1964 model year. The total Canadian value addedof our engine operations for domestic use and for export will, however, beIncreased substantially oVer our actual value added of engine- production Inthe 1984 model year. For the purpose of the definition 'Of a motor vehiclemanufacturer, however, our Value added In Canada In the production of motorvehicles In Canada In the base year may experience a short fall of approx-
imately $22 million. Regardless of tis possibility, our total Canadian valueadded will'be maintained at ,the level of our basic Undertaking set forth in
paragraph 2 6f our letter of January 14, 1065.

Should the total Canadian value added In Ford's vehicle assembly in- Canadain any model year fall below the level prevailing In model year 1964, Fordunderbikes to purchase an additional amount over -the amount purchased Inthe base year of automotive components from Canadian vendors who are notaffiliated with a vehicle manufacturer, which Is equal to the short fall InCamdian value added below the level achieved in model year 1964.
This undertaking is conditional upon the Ford Motor Co. of Canada, Ltd.,being accorded the same tariff treatment It would receive as If it qualified

under the Motor Vehicle T ariff Order 1965.
Yours sincerely,

FORD MOTOR C0. OF CANADA, LTD.,
By KARL Bl. SCOT, Presidelt.

CHRYSLIM CANADA, IrD.,
Hon. 0. M. Dsuay, January 18,1965.

M nister of Industry,Ottawa, tOanada..DA, MR. MzIxsTzB: I am writing with respect to the agreement between the

Governments of Canada and the United States concerning production and trade
in automotive products.

Chrysler Canada, Ltd., welcomes the agreement and supports its objectives.In this regard, our company notes that the Governments of Canada ahd the United
States have agreed "* * *'that any expansion of trade can best be achievedthrough the reduction or elmination of tariff and all other barriers to trade
operating to Impede or distort the full and efficient development of each country'strade and industrial potential * * *." In addition, we note thatthe Governmentsof Canada and the United States shall seek the early iehlevement of the follow-
ing objectives:

(a) The creation of a broader market for automotive products within
which the full benefits of specialization and large-scale production can be
achieved;

(b) The liberalization of United States and Canadian automotive trade inrespect of tariff barriers and other factors tending to Impede it, with a view
to enabling the industries of both countries to participate on a fair andequitable basis in the expanding total market of the two countries; and

(0) The development Of conditions In which market forces may operateeffectively to attain the most economic pattern of Investment, production,
and trade.

Our company also notes that the right to Import motor vehicles and originalequipment parts into Canada under the agreement is available to vehicle manu.
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facturers in Canada who meet the conditions stipulated in the Motor Vehicles
Tariff Order 1965.

These conditions are, in brief, that vehicle manufacturers shall maintain in
each model year their domestic production of motor vehicles in the same ratio
to their domestic sales of motor vehicles and the same dollar value of Canadian
value added in the production of motor vehicles in Canada, as In the period August
1, 1963, to July 81, 1964.

In addition to meeting these stipulated conditions and in order to contribute
to meeting the objectives of the agreement, Ohrysler Oanada, Ltd., undertakes-

1. To increase in each model year over the preceding model year, the
dollar value of Canadian value added in the production of vehicles and
original equipment parts by an amount equal to 60 percent of the growth
In the market for automobiles sold by our company for consumption In
Canada and by an amount equal to 50 percent of the growth in the market for
the commercial vehicles specified In tariff item 950 sold by our company for
consumption in Canada, it being understood that In the event of a decline
In the market a decrease in such dollar value of Canadian value added In
the above percentages is acceptable. For this purpose, growth or decline in
the market shall be measured as the difference between the cost to our com-
pany of vehicles sold in Canada during the current model year and the cost
to our company of vehicles sold in Cankida during the preceding modbl year
net of Federal sales taxes in both cases, and

2. to increase the dollar value of Canadian value added in the production
of vehicles and original equipment parts over and above the amount that
we achieved in the period August A, 1963, to July 81, 1964, and that which
we undertake to achieve in (1) above, by an amount of $88 million during
the period August 1, 1907, to July 81,1968.

Chrysler Canada, LtdL, alo agrees to report to the Minister of Industry, every
3 months beginning April 1, 1965, such information as the Minister of Industry
requires pertaining to progress achieved by our company, as well as plans to
fulfil our obligattons under this letter. In addition, Chrysler Canada, Ltd., under-
stands that the Government will conduct an audit each year with respect to the
matters described in this letter.

I understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive Industry and our company's
program

Yours sinceftly,

JAxuAnY 14, 196.
Hon. 0. M Daum,
Minteter of' Industry,
ParUament BtUlding,
Ottewa, 04=4a.

D&&n M& MiNixser: I am writing with respect to the agreement between the
Governments of Canada and the United States concerning production and trade
in automotive products.

The American Motors (Canada), Ltd., welcomes the agreement and supports
its objectives. In this regard, our company notes that the Governments of Canada
and the United States have agreed " ** that any eXpansto of trado can best
be achieved through the reduction or elimlntlor of tariff and all other barriers
to trade operating to impede or distort the full and efficient development of each
country's titde and industrial potential * * *". In addition, we note that the
Governments of Canada and the United States shall seek the burly achievement
of the following objectives:

(a) The creation of a broader market for automotive products within
which the full benefits of specialization and large-scale production can be
achieved;

(b) The liberalization of United States and Canadian automotive trade
in respect to tariff barriers and other factors -tending to impede it, with a
view to enabling the industries of both countries to participate on a fair and
equitable basis in the expanding total market of the two countries; and

(o) The development of conditions in which market forces may operate
effectively to attain the most economic pattern of investment, production,
and.trade.

Our company also notes that the right to Import motor vehicles and original
equipment parts into Canada under the agreement is available to vehicle maiiu-
facturers in Canada who meet the conditions stipulated in the Motor Vehicles
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Tariff Order 1965. These conditions are, in brief, that vehicle manufacturers shall
maintain in each model year their domestic production of motor vehicles in the
game ratio to sales of motor vehicles and the same dollar value of Oanadian value
added in the production of motor vehicles in Canada, as in the period Augum 1,
1963, to July 31, 1964.

In addition to meeting these stipulated conditions and in order to contribute
to meeting the objectives of the agreement, the American Motors (Canada), Ltd.,
undertakes:

1. To increase In each model year over the preceding model year, Cana-
dian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth in the market for automo-
biles specified in tariff item 950 sold by our company for consumption in
Canada, it being understood that in the event of a decline in the market a
decrease in Canadian value added in the above percentages is acceptable.
For this purpose, growth of decline in the market shall be measured as the
difference between the cost to our company of Vehicles sold in Canada during
the current model year and the cost to our company of vehicles sold in Canada
during the preceding model year net of Federal sales taxes in both cases;
and

2. To increase Canadian value added over and above the amount that we
achieved in the period August 1, 1963, to July 31, 1964, and that which we
undertake to achieve In (1) above, by an amount of $11,200,000 during the
period August 1, 1967, to July 31, 1968

The American Motors (Canada), Ltd., also agrees to report to the Minister of
Industry, every 3 months beginning April 1, 1965, such Information as the Minis-
ter of Industry requires pertaining to progress achieved by our company, as well
as to fulfill our obligations under this letter. In addition, the American Motors
(Canada), Ltd., understands that the Government will conduct an audit each
year with respect to the matters described in this letter.

I understand that before the end of model year 1968 we will-need to discuss
together the prospects for the Canadian automotive industry and our company's
program.

Yours sincerely,
EARL K. BRowNwIDoF

President, Amertoan Motors (Ganada), Ltd.

Senator GoRE. I wish to compliment Mr. Vail and hji staff upon
doing an excellent job. It should be noted in the title of this, that this
is an analysis of the President's report, which report is required by
law. There is information other than that contained in the President's
report, which casts further unfavorable light upon the coitinuation
of this agreement. Such information will be supplied later.

(Senator Gore's remarks on the floor of the Senate follow:)

(From the Congressional Record, May 15, 1968)

Tam OANfADAN AuTox orivE AoREMENT

Mr. Goiw Mr. President, I have addressed the Senate on several occasions on
the subject of the unwise Canadian Automotive Agreement. This agreement has
been in effect for more than 3 years, and Its damage to the United States should
now be apparent to anyone who studies the matter. Results have clearly borne
out the warnings issued by me and other at the time of the unfortunate, approval
by Congress of the legislation which put this agreement into effect. One can
understand why the big automobile companies and Canada wanted this deal. They
are the beneficiaries. But there is no Justification from the standpoint of the
U.S. Government. I can understand, I think, why Henry Ford wanted It, but I do
not understand how President Johnson could Justify his recommendation of It,
or how Congress could have approved it, or why It should not be promptly
repealed.

The legislation passed by Congress called for an annual report from the Presi-
dent to Congress on the functioning of the agreement. The first report was not
submitted until the agreement had been in effect for more than 2 years, and was
transmitted to Congress by the President on March 21, 1967. Another annual re-
port Is now long past due. I made Inquiry some weeks ago about the next report
and was told that a final draft was to go to the White House oil March 22. I have
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not yet seen a copy of this official report, and I do not know when It may arrive.
Pending the receipt of the delayed official report, it might be of Interest to

Senators to read a report prepared by Mr. James H. Burke, who is a consultant
to a trade organization, the Automotive Service Industry Association. Although
I cannot vouch for the accuracy of all the statistics and statements in the report,
it does appear to be accurate.

Mr. Burke, having served as consultant on the United States-Canadian Auto-
motive Agreement; Is well qualified-for his position with the Automotive Service
Industry Association. For 45 years he was In charge of export sales for Stewart-
Warner Corp., of Ohleago, and was a vice president of that company from 1953
until his retirement at the end of 1964.

During his years with the Stewart.Warner Corp., Mr. Burke spent from 8
to 6 months each year in overseas travel for the company, visiting virtually every
nation of any consequence in the world. He was president of the Overseas Auto-
motive Club in 1953 and 1954, and was cofounder of the Automotive Exporters
Club of Chicago as well as its first president.

Since coming with ASIA, Mr. Burke has interviewed automotive service in-
dustry manufacturers in both the United States and Canada to obtain their views
with regard to the automotive treaty between the two countries. He also sub-
scribes to and studies all of the Important automotive and financial periodicals
and newspapers from both sides of the border.

I nsk unanimous consent that the report be printed in the RECORD.
(There being no Objection, the report was ordered to be printed in the RECORD,

as follows:)

THE UNITED STATES-CANADIAN AUToIOTivE AGREEMENT: 3 YEAs LATER

(A report by James V). Burke, special consultant to ASIA, issued April 1968)

The United States-Canadian Automotive Agreement governing tariffs on auto-
mobiles and automotive parts went into effect in January of 1965, shrouded in
secrecy (including secret letters of commitment given the Canadian Government
by the major American vehicle manufacturers) and surrounded by conflicting
opinions as to Its probable effect on the automotive parts industry. After three
years, that effect is beyond doubt.

The Financial Post (Canada) on March 1, 1968 reported that over these three
years Canadian exports of automobiles and parts to the United States Increased
nearly 800%, while U.S. Exports of the same commodities to Canada grew just
over 125%. It comments that these figures demonstrate that this was '*he most
successful bilateral trade arrangement in Canadian history". Looking a the
other side of the coin, one could add that it is probably the most disatrous
bilateral trade agreement in United States history. If the present trend cen-
tinues, the United States-Canadian automotive account will be balanced within
a few years, . . in fact, it Is not inconceivable that the automotive trade surplus
may be in Canada's favor just as some other commodities are now.

WHY THE AGREEMENT?

Why was the agreement advanced by the anadians? Because they contended
that while they bought 7% of the American type vehicles for what they term
the "North American Market", they produced only 4% of those types. Tlhis they
considered unfair and contrary to their economic ant labor Interests. The treaty
is designed to correct that Imbalance. This reasoning is strictly unilateral since,
if applied both ways, it would result in a considerable cutback of our consump-
tion of such Canadian Imports as wood and petroleum products (including nat-
ural gas), and other commodities where Canada enjoys a considerable surplus
on her merchandise trading account with the United States.
* How did oir G6vernment come to accept this contra-liberal trade agreement?

The Administration told the Senate Finance Committee at the hearings on the
treaty in September of 1065 that if the treaty was not approved, Canada would
follow the example of Argentina, Brazil and Australia by shutting out vehicle
Impo-ts and most of the parts, resulting in" Caadian manufacture of all cars
and trucks for their' market, and with close to 100% Canadian content These
discussions failed to, bring out the Important'differences In the situations In
Argentnina, Braziland Australia as compared to anada'. These differences are: r

(1) Argentina, Brazil and Ausrtalla are located great distances from the
U.S. and are, therefore, remote from the influences caused by contiguity.
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(2) Argentina and Brazil have different languages and have been dictator-
controlled for a long term of years.

(3) Argentina and Brazil went into local vehicle production only after they
exhausted their foreign exchange resources for everything but dire necessities.

(4) Local +vehicle production for all four countries has resulted In higher
vehicle prices than prevailed when vehicles were imported and were paying sub-
stantial tariffs. Only a few years ago, new Chevrolets smuggled Into Argentina
were selling for thb equivalent of $12,000 (U.S.).

(5) A large percentage ofthe Canadian population lives very close to the U.S.
border. We not only share a common language, but the Canadians listen to and
watch the same radio and television programs, are regular readers of our period.
icals, and closely follow U.S. events and trends.

(6) People in marketing centers such as Buffalo-Hamilton.Niagara Falls.
Toronto, Detroit-Windsor, Halifax.Boston, and Seattle-Portland-Vancouver
have much more In common with the people in their respective area groups than
they do with their own nationals located hundreds or thousands of miles away.

(7) If Canada went In for the manufacture of vehicles with near 100% Cana-
dians content, it would be necessary to concentrate on a very few makes and
models and even these would undoubtedly sell for considerably higher prices
than their American counterparts. This is evidenced by the Inability of the Cana-
dian producers to bring their costs down to U.S. levels, even under the ration.
alization program resulting froni t he treaty.

(8) Any Canadian political party which limited the publics choice- to a few
models, particularly at prices higher than prices for equivalent enodels In the
U.S., would find the going very rough indeed.

WHAT Tilt TREATY PROVIDES

The United States agreed to free trade in vehicles and parts (subject to
imports from Canada having at least 50% oCanadian content) for tho vehilc
txantfaeturer8 only. Replacement parts were not included because of the objec-
tions of the Canadians.

The Conadian's agreement had three provisos in an addendum, These three
provisos were In the separate letter commitments made by the U.S. Vehicle
producers with -the Canadian Government, plus a fourth commitment not
referred to in the treaty.

The first proviso or condition required the vehicle manufacturers to maintain,
as a minimum, the Canadian content of their 1004 models. For example, If Oen-
eral Motors had $250 million Canadian content in their 1904 models, they were
required to provide at least this amount of Canadian content every year regard-
less of the condition of the market. There has been no difficulty meeting this
"floor",

The second proviso required that on any increase in domestic demand over
the 1964 base year, there would be at least a 00% Canadian content on passen-
ger cars, and a 50% Canadian content on trucks for the Increased demand.
T these were the same percentages stipulated In 1904 and established some time
prior in order to qualify for British Commonwealth preferential tariff treat-
iment. There obviously has been no difficulty li achieving these percentages.

The third condition required the vehicle producers to maintain the same ratio
of production to sales in Canada as prevailed in the 1064 model year. Ford testi-
fied at the 1005 Senate Finance Committee hearings that their 1904 ratio was
99 production to 100 of sales on passenger cars, and 109 of production to 100 of
sales on trucks. The ratios of the other producers have not been revealed,
but Is believed to run about 95 production to 100 of sales. Assuming that the
ratio Is 1 to 1, the net effect of this proviso Is that the value of each producer's
exports must equal or exceed the Value of the producer's imports from the U.S.
in order to qualify for duty free entry Into Canada. Regular duty rates must
be paid on any export deficiencies. Because the overseas market for North
American type cars is now limited, all '(or nearly all) Canadian vehicle exports
must go to the United States.

Finally, the letter agreements stipulate that within the period of the 1968
model year-that Is between July 31, 1007 and August 1, 1068-4he four vehicle
producers agreed tO Increas6 their Caunclian content by $200 million '(Canadlan).
Those commitnwnte are over and above the three previously described. Reported
parts are creditcd toward the satisfaction of the commilmentis,

The treaty has no termination date, but can be cancelled by either party
giving twelve months' notice.
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SELLIKO THlE TREATY TO CONGRESS: A CREDIDILITY GAP

In seeking Congressional approval for the treaty, representatives from the
State, Treasury and Commerce Departments assured the Senate Finance Com-
mittee that the U.S. automotive trade surplus with Canada-which amounted
to $578 million in 1004 and $002 million In 1005-would, under the treaty, drop
to 0 million and then stabilize at that figure.

The first annual report to the Congress on the operation of the treaty put our
1066 surplus at $480 million. Several tidies during 1060 the observation was made
that the treaty results would not show up hit the 1000 figures, but would appear In
1907 as the treaty effects took hold. The figures for the first eleven months of 1007
are now In and, based on these figures, our 1007 Caiiadian automotive surplus
will not amount to more than $280 million. This is 45t1 below the forecasts DiVe,,
to the Senate Finance Committee in 1965.

That Is not all. The trend anticipated In 106 continues. In fact, one of the
nutomotive- trado reporting services recently raised the possibility that the U.S.-
Canadian automotive account would come Into balance within a few years-
and It is not Inconceivable that the surplus will move over to the Canadian
side-of the ledger before too long. It Is estimated that in -the years 1905 through
1067 approximately $650 million has bei Invested in new Canadian automo-
tive production facilities.

THE TREATY REVIEW

During the past year the Canadian press has occasionally carried intimations
from Ottawa that in the review of the treaty now taking place between the
two governments (as required by the treaty) tho Oanadians will rcquiro the
vehic o' manufacturers to make further Canadian-value-added comnitmentl.
Our Government was not a party to this commitment in 1065 and, apparently,
only became aware of it shortly before the signing of the treaty.

Considering Its adverse effect upon our automotive trade balance with Canada,
it Is to be hoped that the American negotiators will refuse to carry on under
the treaty beyond the twelve months' notice period If such further commit-
ment Is to be made a part of the treaty, or If another separate letter agreement
Is arranged with the vehicle producers. It is estimated that the vehicles being
produced In Canada now have from 72% to 75% Canadian content.

UNITED STATES-OANADA BALANCE OF TRADE

While it is true that a large factor in lowering the U.S. trade surplus has
been the heavy preponderance of Canadian vehicles entering the U.S. over
American vehicles moving to Canada, there has also been a substantial rdtuc.
tion In the U.S. surplus of automotive parts since the creation of the treaty.
Following are the figures, going back to 1063.

[in millions of dollars]

OEM 19#3 1964 1965 1968 1967
(11 mohths)

U.S. parts .zjrts t Canada................. % 6 4K&4 435.0 54.7 51.5
Parts Imports rom Canada ...................... 37.6 76.6 170.4 p7o.

The above figures do not include engines Where the flow in each direction Is of
approximately equal value, or stamupings exported from the U.S. and which are
largely captive Items aid, Ikewise, not generally regarded as parts.

IRepIl(*ment automotiv6 parts Impoits from Canada are not separately listed
In the U.S. impOrt "eatstics, but U.S. exports of such parts are given. Following
are the figures, also from 1003:

lIn millions of doliarsl

Repla~ment 1963 1964 I15 1966 1967
months)

U.S. parts reports to Canada... ..... ......... 69 96.0 68,6 8,.9 64.5



Again, the export statistics do carry some separately identified replacement
parts, but they are not listed above for the reason given previously.

It would seem from the statistics given that the Canadian parts producers
would be happy over what these figures show, particularly the ones in the O.E.M.
grouping. Such, however, Is not the case. The Automotive Parts Manufacturers
Association of Canada is'complaining that most of the additional Canadian con-
tent in Canadian vehicles represents Increased assembly operations, or parts
obtained from captive p frts plants of the vehicle manufacturers. They are press-
ing the Clanadian Governmtn to modify the treaty so as to provide for greater
Canadiat content. There is no doubt-if our Government shouldiyleld to such
demands-that the further Canadian Content would come from parts production
since the vehicle manufacturers are now well set up on their assembly facilities.

COMPLACENCY BY A.s.LA. MANUFACTURERS

Some A.S.I.A. manufacturers may be complacent If their exports to Canada
have not suffered as a result of the treaty, even though they may not be sharing
in the expansion resulting from increased Canadian vehicular produotion. They
could be in for a shook later on if the tJanacifans have their ioay about high&'
Oanad4rn content.

DUTY-FREE ACCESS INTO UNITED STATES FOR OVERSEAS FIRMS

It was earlier mentioned that articles covered by the treaty can enter the U.S.
duty-free if they contain 50% or more Canadian content. The U.S. law Im-
plementing the treaty, HR 0043, provides for free entry "whether imported di-
rectly or Indirectly". There are now two companies void of U.S. interest under-
taking vehicle manufacturing-assembly operations in Canada-Volvo and a com-
pany named Soma, financed by the Quebec provincial government, set up to pro-
duce the Renault and Peugeot. A Japanese group is also preparing to produce
a car in Nova Scotia.

One Canadian newspaper reported that Renault of France was considering the
production of a car in France with 50% Canadian content for purposes of securing
duty-free entry into the United States. The Idea may seem far-fetched-Cana-
dians exporting parts to France for incorporation into vehicles destined for the
U.S. Just for the sake of saving 5%% duty. However, if enought vehicles are in.
evolved, the triangular operation would make economic sense.

There is also the possibility that "third" countries will take advantage of the
treaty to assemble in Canada (or have assembled for them) automotive com-
ponents With 50% or slightly more of Canadian content. The Japenese, for ex-
ample, might do this with anti-friction bearings on which they are proving to

* be strong international competitors. As evidence that this is not a remote
threat, imports from the Virgin Islands are currently admitted duty-free Into the
United States under a similar 50% provision. A very large volume of watches
now enter this country from the Virgin Islands, with the slightly under 50%
of content, betg supplied by the Russfans. What is occurring In the Virgin
Islands could just as easily develop in Canada.

WHAT THIS MEANS TO A.S.I.A. MANUFAOTURER8

The treaty Is a bad one in terms of U.S. interests, not only because of the
results to date but also because any further deterioration In our automotive trade
balance will fall heaviest on the Independent parts manufacturing sector. There
is now considerable sentiment In the Congress for import quotas on certain items,
notable steel and textiles, which Would limit the quantities of products-brought
in under those categories. The Administration has indicated that It would veto
any such import legislation'passed by the Congress. The U.S.-Canadlan Automo-
tive Treaty, cOupled With the separate letter agreements, constitutes a Canadian
quota system, and a very tough one at that.

The legislation proposed in the Congress puts ceilings on certain imports. The
quotas In the U.S.-Canadlan Automotive Treaty, and the letter agreements, not
only establish Canadian production "floors", but also force on the United States
the $260 million additional Canadian Obntent requirement. It Is hard to see
how the Administration can act negatively on any Import quota legislation, If
passed, and still espouse the treaty. Not only would these positions be Incon-
sistent, but there is lso the hard fact that we have suffered a drastic reduc-



tion In our automotive trading account with anada--contrary to the Administra-
tion's assurances in 1905 that our surplus would level off at a constant annual
figure of $500 million.

Senator GORE. Mr. Chairman, I am sorry that I must go to another
committee.

Mr. I-IARTKE. Mr. Chairman, before the Senator from Tennessee
leaves I would like to commend him on his statement. The improvi-
dence of the U.S. commitment under the Ganadian Automotive Agree-
nient is amply demonstrated by the President's Second Annual Report
on the agreement. I have not seen the finance staff analysis on the
President's report prepared at Senator Gore's request, but the Presi-
dent's report has been analyzed by a member of my own staff und his
conclusions are to the same effect. As a result I commented on the
President's report in a statement appeling in the Congressional Rec-
ord of May 29, 1968. In that statement I observed that as a result of
the agreement the U.S. favorable automotive trade surplus With
Canada has -been reduced by more than 50 percent., In 1964 we had a
favorable Canadian automotive trade surplus of $578.8 million.

In 1967, the third year in which the agreement was in effect, that
surplus was only $285.8 million. In September 1965 whentoths com-
mittee considered, and subsequently 'favorably reported, over the ob-
jections of Senators Gore, Ribicif, and myself, t.he enabling legisla-
tion implementing this Executive agreement we were assured by the
administration that., under the agreement, the United States would
continue to "maintain our present sizable surplus, with Canada in
automotive trade." We now know. how false this representation was.
In concluding my statement in the-Congressional Record I expressed
the hope "that when the President of the United St~ates submits his
special report to Congress on the agreement -nd his recominenda-
t:ons" as his is required to do under the agreement "prior to Septem-
ber 1, 1968, that ie take full account of t is severe reduction in our
automotive trade surplus with Canada and that he take such measures
as are necessary to reverse the situation including, -if necesary, the
giving of the notice required to withdraw the United States from the
agreementt" At this jhettire I would be prepared to ask for termina-
tion of the agreement consistent with that provision of the agreement
which requires a year's notice of intention to terminate. I would, join
with the Senator rrom Tennessee in any proposal consonant with'this
provision to effectuate discontinuance of this unwise* agreement. I
ask that my statement from the Congressional Record of May 29,1968,
appear inth e record at this time.

(The remarks of Senator Hartke on' the floor of the Senate follow i)

TitH CANADIAri AuToMoTvE AOnEzuENT

Mr. HA Mr. President, the Canadian0 Automotive Agreement has now
been in effect for more than 8 years. The President's second annual repoi-t t the
Congress on the operation of the agreement has now been received, albeit tardily.
The President's report, Mr. President, demonstrably IlluwmtWe how unwise the
U.S. commitment -under the agreement' has been. Frohm a trade suzpl4s with
Canada in the automotlve category-vehicles Including cars, trucks, and buses
and parts--of $578.8 million in calendar year 1064 our Canadian autbm6tlve
trade surplus bus diminished to $2868 million In calendar year 1907 or a reduc-
tion In excem of 50 percent In the third year In which th. agreement has been
in force. This, Mr. President, after assurances from ndministration representa-
tives at the time Finance Oomnittee hearings were held on Implementing legis-
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lation to this agreement that our automotive export surplus would not be
curtailed. I recall those hearings very well Mr. President and I recall Agsstant
Secretary of the Treasury Tned's statement that unddr the agreement we would
"maintain -our present sizable surplus with Canada In automotive trade." I did
not join with the majority of my colleagues on that committee in referring the
enabling legislation favorably to the full Senate; I do know, Mr. President, as
the majority report evidence% that it was Upon such representations that my
colleagues on that 'committee favorably reported the legislation.

"Under the agreement neither country is a loser; both are win'ier. By the
Treasury computations both nations will share In the expanded trade in such
proportions that our favorable balance of trade will not be disrupted over the
period covered by the letters of undertaking. Such a result of a trade agreement
is truly unique. Generally one party or the other remt suffer an unfavorable
shift In trade patterns. By this agreement we will avoid an unfavorable shift in
our export ttade. P. 13-14, Report of the Finance Committee on the Automnottve
Products Trade Act of 1905."

I lhave prepared a table which shows, on a comparison basis for the years 19061
through 1967, Inclusive, the severity ith which the agreement has adversely
effected our balance of payment. The table Is a combinadon, In part, & tablel, page 10 of the Pinanee Committee report on the agreement dated September
27, 19M5, and which shows United States-Canadian automotive trade for the
calendar years 1961 to 1964'iIclusive, and table 14, page 52 of ihe President's
report which, Inter alla, provides the same Information for the years 1965 to
1067, inclusive. This table Is as follows:

U.S. AUTOMOTIVE TRADE WITH CANADA

[in millions of U.S. dollars]

1961 1962 1963 1964 1965 1966 1967

U.S. exports:
Passenger cars ................ 45.2 50.2 26.9 43.4 114.0 2756 563.0
Trucks, buses, and chassis ......... 23.2 19.2 16.3 15.2 45.4 83.6 138.3
Parts and accessories .............. 311.8 330.1 497.7 393.4 700.5 952.1 1,099.9

Total .......................... 380.2 399.6 541.0 654.0 860.0 1,311.4 1,801.2

U.S. Imports:
Passenger cars .................... .6 .8 .8 18.9 84.1 370.7 818.0
Trucks, buss, and chassis ......... .2 .3 1.6 4.7 23.7 158.3 269.9
Parts and accessories .............. 6.9 8. 4 18.8 52.2 94.0 315.2 427.5

Total .......................... 7.7 9.5 21.4 75.7 201.8 844.1 1,515.4

Total, U.S. not exports ........... 372.5 390.1 519.6 578.3 658.1 467.2 285,8

While it is apparent, Mr. President, that our automotive exports to Canada
have increased by 275 percent--comparing 1064 to 1907--our automotive imports
from Canada have increased by 2,000 percent with a resultant decrease in our
Canadian automotive trade surplus of more than 50 percent!

Mr. President, the reason for the enactment of enabling legislation to the
Agreement-the Agreement Itself was an Executive Agreement which was not
ratified by the Senate but the enabling legislation was in substance a ratification
of the Agreement-was because the Canadian Government In 1903 had uni-
laterally undertaken to remit tariffs In order to stimulate Canadian autonotlve
exports. The Agreement and 'the corresponding legislative Implementati6n, the
Automotive Products Trade Act of 1965, was the reasoned compromise our Gov-
ernment sought In the face of the Canadian illegal and unilateral remission
scheme. As Senators Ribicoff and Gore and myself stated In our minority views to
the Finance Committee report on the enabling legislation:

"With regard to our balance of payments, the Assistant Secretary of Inter-
national Affairs for the Treasury Department, the Honorable Merlyn N. Trued,
testlfle that in 1004 we had a favorable trade surplus with Canada of $581
million. He further testified that under this agreement, we would retain that
surplus, I.e., in 1908 our trade surplus is estimated to be, under the agreement,
$580 million. He failed to say that it is estimated that, had the Canadians been
persuaded to drop their illegal tariff remission scheme, our trade surplus With
Canada would have reached $841 million by 1008. Further, had we done nothing
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at all In the face of their remission scheme, our surplus would have been $650
million.

"In other words, from a balance of payments point of view, in protesting the
drop from $850 million to $650 million, the State Department negotiated us down
to $580 million."

In short, Mr. President, we have gone from a $650 million trade surplus-
giving full consideration to the effect of the illegal Canadian remission scheme-
to a trade surplus of only $285.8 million.

This Agreement was sold to the American people as free trade. Ini fact, Mr.
President, the Agreement as We noted In our minority views "is the antithesis of
free trade." There is no removal of tariffs generally but only for a few chosen
automobile manufacturers. The Agreement and the Implementing legislation
Is class legislation of the worst order.

To quote again from the minority views to the Finance Committee's report
on the Implementing legislation :

"The Canadian duty on American automobiles Is not removed. A dealer in
Montana or Maine cannot sell duty-free across the border in Canada. Only
an automobile manufacturer can Import into Canada free of the 17% percent
Canadian tariff. Not only that, it must be a qualified manufacturer; i.e., one who
has provided satisfactory commitments to the Canadian Government.

"U.S. duties are not lowered for the benefit of everyone. Parts may be imported
duty free only if they are going to an automobile manufacturer, The dealer or
supplier who would attempt to sell Canadian made parts to automobile supply
stores or automobile repair businesses, or directly to American consumers, must
still pay the tariff."

Mr. President, I have always held to the view that the )removal of barriers to
trade through equitable and reciprocal concession is a valid and important
principle in the promotion of commerce between nations.

Me -concessions In the Canadian agreement are neither equitable nor reciprocal.
What has been hailed as "the most successful bilateral trade arrangement In
Canadian history" is conversely one of the worst for the? United States and the
American people. The real beneficiaries of the agreement are a chosen few auto-.
mobile manufacturers. America has gained nothing but a worsened reduction
of a balance-of-payments surplus we can ill afford.

I would hope, -Mr. President, that when the President of the United States
submits his special report to Congress, on the agreement and his recommendations
prior to September 1, 1968, that he take full account of this severe reduction in
our automotive trade surplus with Canada and that he take such measures as
are necessary to reverse the situation including, if necessary, the giving of
the notice required to withdraw the United States from the agreement.

Senator HAnTKE. I again wish to commend the Senator from Ten-
nessee on the fine work he has been doing in this area.

Senator GORE. Thank you.
This was an agreement primarily for the benefit of the big automo-

bile companies. They have benefited in 1act from it. Can hda-has bene-
fited vastly from it. I can understand why both wanted it. What I
can't, understand is how the President could agree to it or how this
committee of the Senate could agree to it.

Senator HAnTKE. I vonder if the Senator from Tennessee is aware
if there has been a reduction in the price of automobiles in Canada or
whether there has been only a rduction in tariffs to the corporations.

Senator GonE. Well, the redtictirn in tariff wts not for the people
of eitlhel'count'y. The reftddtionih ttriff is only for the benefit of the
automobile companies, the big ones. It doesn't affect the tariff on an
automobile or a part that a Caadian consumer or an American con-
sumer will buy. The Senator realizes thtt.

I am uiabld to-give you any exact answer to the question.
Senator H.rriK. Thank you.
Senator Gon., Thank you, Mr. Chairman.
The CIIA MAlf.r. Mr. Secretary, have you had occasion to read this

memorandum prepared by the staff of the committee?
96-03 0----pt. 1-
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SecretarT FOWLER. No.
The C[Ai'IAN. It might be well if you would look this over and

cohitYit'6n it, if you feeldisposed to do so at this time, or it might be
that the Department of Commerce might. want, to respond to it.

Secretary FOWLER. I think the Department of State and the Depart-
ment of Commerce are the appropriate departments to which it should
be referred. I have only a very general knowledge of it. "

The CrHAmMAW. ' Now that tRe matter has eoiie up, and I am on no-
tice thfit this amendinent ,will lie offeredlat such time as the sponsors
think appropriate, I think it well for you to comment on the two bills.

Secretary.FOwLER. On the two bills?
The C(iiiiRMAN. Ye, S. 3204 and S. 3205.
Secretary FOWLER. These are Senator Gore's bills.
The CJIAIRMA. Pardon me, Mr. Secretary, I see that we are talking

about thtM different things.
Since this matter aboul'the automobil parts agreement -me up, I

thought it might be wNll just to-draw out your reaction for The record,
keeping in mind that you are more than just Secretary of the Treasury.
You are a good lawyer and in years gone by you represented the
Americtm automobile industry in private practice and I would just.
like to, if I might, draw from you your reaction to the way this auto-
mobile agreement has gone on.

Secretary FOWLER. Senator Long, I doii't have any reaction to offer
to the committee this morning. I am not familiar in any detail with
the annual report submitted by the President to which Senator Gore
referred and I have not seen the analysis of that report which was
prepare by the staff of the committee. Therefore I would like to ask
the committee to reserve at this point in the record an opportunity for
the Department of State and the Department of Commerce or the
President's Special Representative on Trade, Ambassador Roth, to
submit an appropriate statement and commentary at'this time.

(The comments referred to follow:)

COMMENTS BY THE DEPARTMENTS OF STATE AND COMMERCE ON TilE ANALYSIS* OF
Til SECOND ANNUAL REPORT OF THE PRESIDENT TO THE CONGRESS ON THE OP.

2 S.ERATION OF THE AUTOMOTIVE PRODUCTS TRADE ACT OF 1965

BACKGROUND OF THE UNITED STATES-CANADA AUTOMOTIVE PRODUCTS AOREMENT

The United States-Canada Automotive Agreement of 19W0 arose out of a dis.
puts over unilateral Canadian actions to stimulate the growth of the Canadian
automotive industry by measures the United States considered unfair and
prejudicial to our interests. The Agreement represented a positive solution de-
signed to create a broad market for automotive products and to develop condi-
tions In which market forces could operte.

Prior to the Agreement the U.S. and Canadian automotive Industries were
in many respects similar. Models produced In Canada were made by U.S. sub-
sidiardes using parts largely interchangeable with those used in U.S.-made cars.
Despite many common elements, artificial and uneconomic barriers divided what
was essentially a single Industry.

Faced w th Increasingly higher costs of production, a enroll market and steadily
mounting Imports, Canada in 1962 adopted a plan to remit Import duties In re-
turn for expanded exports. Some U.S. automotive parts manufacturers com-
plained that the remission Of duties was tantamount toa'subsidy and jvtItloned
the Treasury Department for countervailing duties on imports from Canada.
An Investigation wa begun but rome questions existed as to the legality of Im-
3)osng countervalling duties. Considerable uncertainty existed for industries In

*Analysis prepared by- the'Staff of the Senate Finance Committee at the request of Senator
Gore--Hearings on the Travel Tax Proposals, June 26, 1908, p. 74.
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both countries. There was also the possibility of further Canadian measures
which would have also had adverse trade effects for the United States. As
President Johnson said in his letter dated March 31, 1065 to the President of the
Senate and the Speaker of the House of Representatives. "We were faced by
the prospect of a wasteful contest of stroke and counterstroke, harmful to both
Canada and the United States, and helpful to neither. Our broader good rela-
tions with our Canadian friends would have suffered serious strain."

After some nine months of discussion and negotiation, the United States and
Canada agreed to adopt an alternative--an arrangement to remove the barriers
between the two Industries and permit the creation of a single North American
Industry. The Agreement was signed on January 10, 1065 by President Johnson
and Prime Minister Pearson.

Under the Agreement the U.S. removed its import duties on Canadian cars,
trucks, and buses, and parts for assembly. Canada did the same (its duties
ranged from 12y/-25%) except that, in recognition that costs and prices of
cam in' Canada would remain higher for some time, only manufacturers meeting
certain criteria could -import duty free into Canada. These criteria were in-
cluded in the Agreement as special transitional measures until the smaller
and higher-cost anadian automotive industry could adjust operations to the
much larger North American market.

Additionally, apart from and wholly outside the Agreement, Canada obtained
letters of undertaking by Canadian vehicle manufacturers (reproduced In the
appendix to the analysis).

RESULTS OF THE AGREEMENT

In respone to the opportunities afforded by the Agreement, manufacturers
moved quickly to r'tionallize produtlton between the two countries. As a result
some car models are no longer produced In Canada but are imported from the
U.9. On the other hand, Canadian plants are specializing In fewer models with
longer and more effident production runs. Most producers have now largely
completed their major production adjustments.

TRADE EFFECTS OF THE AGREEMENT

Under the agreement, automotive trade between the U.S. and Canada has
quadrupled, rising from $780 million In 1984 to over $&3 billion' in 1967. In
addition, trade In allied products, such as machinery, tires and tubes, paint,
and chemicals has Increased significantly although the relationship of that
trade growth to the Auto Agreement is not measurable. Canada continues to be
the largest export market for products of the U.S. automotive Industry. Total
U.S. automotive exports in 1064 were $1,705 million and the Canadian market
accounted for 87 percent of this total, or $054 million:'In 1967 exports to Canada
amounted to $1.8 billion and constituted 61 percent of total U.S. automotive
exports.

As noted in the analysis and the President's Annual Report, serious statistical
problems arise In measuring' United States-Canadian automotive trade. Im-
lPrts Into both countries of duty-free vehicles and original equipment auto-
motive parts are precisely identified but the expOrt statistics are less detailed
and do not identify as "automotive" substantial exports of parts, which are
subject to duty-free entry Into the other country as a result of the Agreement.
Because of such problems, there is an Increasing divergence between U.S. and
Canadian trade figures with U.S data showing lower U.S. net automotive exports
than are shown by Canadian ditta.

As a result both the United States and Canadian Governments agree that
the most representative and comprehensive measure of total automotive- trade
between U.S. and Canada may be derived from their respective import Statistics.

The net export surplus of $439 million in 1067 was below the $500 million level
projected by Administration witness during the 10( hearings before theSenate Finance Committee. However, the average U.S. trade surplus during
the three years under the Agreement (1005-07) was $549.4 million compared
with an average of $551.5 in the two years prior to the Agreement.'

The $ 50 million net surplus projected by the Administration in 1905 assumed
an annual growth rate of the Canadian market of 8 percent (as compared with

'These figures are based on U.S. and Canadian Import statistics--see page 20 of the
Second Annual Report (1903 figures estimated).



the 10.6-12.0 percent annual Canadian growth in the period 1960-64). The
1966 and 1967 decline in the U.S. export surplus was due in large part to a
less than 8 percent annual sales growth in both countries while record sales
in 1964 end 1965 contributed to high trade surpluses those years. Thus, as
expected, automotive trade balances moved in the same direction as sales and
production figures.

It is very difficult to project meaningful trade trends on the basis of only
three years experience under the Agreement. The declines in the U.S. automotive
trade balance in 1966 and 1987 appear to be of a temporary nature -resulting
from lower than projected sales growth in Canada and the initial adjustments
arising from the rationalization and integration of U.S. and Canadian production.

The difference between prices in the United States and Canada for the same
model car with similar equipment has narrowed since 1984. The narrowing
of the price differential has been greater at the manufacturers level than at the
retail level because of increases in the Canadian sales tax.

PRODUOrION AND EMPLOYMENT

It is difficult to estimate how much of the increased assembly of finished
vehicles in Canada was at the expense of U.S. assembly operations. It does
appear that vehicle manufacturers have met the Canadian requirements to a
greater extent by increased assembly operations than by parts production and
parts procurement in Canada.

As noted in the analysis, there have been some shifts within the North Ameri-
can automotive Industry in both directions. Automotive employment in both
countries has Increased. North American rationalization has increased job
opportunities in some U.S. plants.

ADJUSTMENT ASSISTANCE

In recognition that the operation of the Agreement might cause dislocations
to some firms or workers as the industry moved toward integration with
Canada, the Automotive Products Trade Act provided for a special adjustment
assistance program. Petitions for assistance under this program can be filed
through June 30, 1968. In the proposed Trade Expansion Act of 1968 (H.R.
17M1), the President has recommended that the program -be extended for three
years.

Adjustment assistance has involved only a small proportion of the more than
800,000 workers employed in the automotive industry. To date, 21 petitions for
relief have been filed by groups of workers who claimed that they became un-
employed because of the U.S.-Canadian Agreement. The Automotive Agreement
AdjuAtment Assistance Board determined that the operation of the Agreement
was the primary cause of dislocation for 14 of these petitions and issued cer-
tifications of eligibility covering about 2,500 workers, approximately half the
number originally petitioning for assistance. The facts in many instances Indi-
cated that the primary reason for the layoffs of many workers was the slump
in automobile sales (in early 1967) rather than the Auto Agreement.

Not all of the workers certified by the Board actually applied for assistance
at their State Employment Security agencies, or, upon application were deter-
mined to have complied with 4he special requirements of the law. About 1,850
individuals did apply and met the standards. They have received benefits of
about $3.5 million. Many of the dislocated workers have been either recalled to
their former job, found new work, or left the labor force. On December 31, 197,
only about 825 of all auto workers who had received adjustment assistance were
unemployed.

About 2,400 of all workers who petitioned were employed in assembly plants.
About 685 such workers were among the total 2,500 certified by the Board as
having been dislocated as a result of the Agreement.

JOINT REV EW OF TIE AGREEMENT

In accordance with article IV(e) of the Agreement, the Governments of
Canada and the United States are at the present time jointly undertaking a
comprehensive review of the progress made towards achieving the objectives of
the Agreement. During the current review the two Governments are also con-
sidering such further steps as may be necessary or desirable for the full achieve-
ment of these objectives.
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It Is not yet clear whet changes will result from the review. However, in
accordance with Section 205(e) of the Automotive Products Trade Act of 1965,
the President will submit a special report on the review to Congress not later
than August 31, 1968.

In accordance with Section 205(b) and (c) of the Automotive Products Trade
Act, the President Is also required to report to Congress and recommend further
steps necessary for the achievement of the purposes of the Agreement and the
Act If he finds that any manufacturer has entered Into any undertaking, by
reason of governmental action, to Increase Canadian value added after August
31, 1968. We have thus far no reason to believe that as a result of the review
there will be further undertakings by manufacturers to the Canadian Govern-
ment to Increase Canadian value added.

CONCLUSION

We believe the U.S.-Canada Automotive Agreement has clearly benefited the
industry, labor, and consumers of both countries. Commerce has grown and
efficiency In the use of labor, capital and materials has been Increased. The
industries of both countries have already moved far toward the goal under the
Agreement of specialization and large-scale production. The redUcid U.S. net
automotive export surpluses In 1967 appears to have been largely the result of
relatively poor sales and the transition to an Integrated North American indus-
try. As the current Joint comprehensive review is completed and In our con-
tinuing consultations with the Government of Canada, we will be determined to
see that every effort is taken to achieve fully the objectives of the Agreement.

The CHAIRAN. Mr. Secretary, you may prefer not to comment on
the matter. Propriety may dictatbthat you not comment in view of the
fact that many of these autbmobile flrms were onc6 your clients in pri-
vate practice and there is a sort of lingering relationship.

One time Y advised my former law partner that he shotild refuse t
testify with regard to the-conduct of his former clients. Some of those
former clients wound up going to jail. If the could have persuaded
my friend, the lawyer, to testify, perhaps 'l of them would have
wound up in jail. .

But I was satisfied in my mind that when someone empl6ys a lawyer
and pays him a fee he shouldn't say anything that would injure the
case of his clients even though the relationship has been terminated.
So, I am somewhat aware of legal ethki as I am sure you are.

Secretary Fow.ER. Well, it isn't a matter of delicacy at all involved
here. It simply is that I don't Iave sufficient knowledge of th6 operation
of the agreement. or of the committee's analysis of it to e1i6iee to
make the comment and,)therefore, I plead ignorance, not ethics

The CHA IMAW. Would you give us just youroffhand reaction to
these two bills? We would like lto get your reaction to them.

Secretary FOWLVR. Senator Gore's-
The CHAfiRMA. Yes; the tax treatment of income earned abroad by

coryrations and individuals.
Secretary FOWLM. I would make just two-short comments. First, on

the bill that is designed to eliminate tax deferral oildinonefr6mKr-
eign subsidiaries: The keystone of our present balance-of.payme nts
program insofar as direct investment and repatriation 6f e-Inhshf
direct investment is concerined, is the program being admilMt, d'by
the Department of Commerce under a regulatory act. I believe that: fr

the time being, and it is -a temporary program, the Commerce Depart-
ment's program is more flexible and a more useful device for inple-
menting our current tbalance-of-payments objectives than changing the



98

tax system either to provide incentives or disincentives for variouscapital flows. So I would not at this time advocate any major change
in the tax laws until we can evaluate the effect of the Department ofCommerce's regulatory program which involves very directly repatria-
tion of earnings.

I think over the longer pull from the standpoint of tax policy theissue which is rmised by Senator Gore's proposal will undoubtedly callfor some attehtion in the long-term future. But my own position nowwould be that we ought to stay with' the program regarding direct in-vestment and repatriation of earnings as it is estallished and beingadministered by .the Department of Commerce before superimposing
on it or substituting for it any substantial change in the tax laws.I now turn to the other bill which has to do with elimination of the
foreign-earned income exemption of U.S. citizens. This has come up inconnection with several of the Congrem' actions in the tax field in, Ibelieve, the Revenue Act of 1962, and again in the Revenue Act of
1964.

You will recall that it 'has been the policy of the administration toeliminate, wherever possible, special treatment for certain types of in-come, and we think that this particular legislation would be a propersubject to consider in connection with a general tax reform measure,
because it is one of the types of special treatment of a certain kind ofincome which would naturally come up in that connection.

The issue then which would have to be considered by the Congresswould involve- a decision as to whether or not the advantages of anincentive to U.S. citizens working abroad have a desirable purpose orbeneficial effect or whether the provision, in the present condition andsituation-in which we find the world, represents an unjustiflable exclu-
sion of incimb from the'tax base.

I think there are various aspects that the committee would want toconsider. What effect this would have on meeting competition; whateffect there might be on increased costs to the Government; whetheror not such an exemption should be limited to payments of salaries tothose resident in less-developed countries; or whether it should be
across the board.

'I think this is a subject which would be naturally and properly con-
sidered in any general reform measure.

It certainly is not our desire to consider this matter at this time, Iwould hope that the committee would deal with the problem at handin this particular bill-what we are going to do abouttravel-and notallow its other broader concerns, in the closing period of this session,
to prevent or delay action on the matter before you.

SThe CHAIRMAN. I have come to moderate my views on this Sub-ject, Mr. Secretary, as time has gone by. The advocates of the Goreproposal tend to- look upon income earned ina feign coAitry some-what along the line of, or parallel to, theI'ncome which is taxed by aState for which a deduction is allowed, and then the remainder taxed
by the Federal Government.

The one thought that occurs 'to me about all that is that in thew lastanalysis a foreign nation is entitled to'tax all the income earned inthat country. I-has that privilege. It can tax a hundred percent of itif t wants to, and it has complete sovereignty over that individualwhile he is in that country. That is somewhat different from the situa-



99

tion that exists where a State collects a tax and the person also is sub-
ject to tax by the Federal Government.

Secretary FowLm. As I understand Senator Gore's proposal he
wouldn't interfere with the foreign tax credit; that would still be
retained. But whatever tax was due from the corporation after the
foreign tax credit was applied would be exacted straight away rather
than waiting for the fund to be in fact repatriated.

The CH1nADMAN. Do I understand that you do not advocate these
proposals at this time, although you would like to consider them at
some fture date, is that the idea ?

Secretary FoWLER. Well, as far as the balance-of-payments situa-
tion is concerned we think we hive at the- present timein- the direct
investment program being administered by the Department of Com-
merce under the Banking Act a more flexible and effective means of
dealing directly with the problem of capital flbws. This program
specifically involves repatriation of earnings.

Therefore, from the balance-of-paynentS program standpoint, I
don't see any short-term necessity for it. I think, therefore, the'question
of continuing the deferral of taxation on income abroad is a longer
range problem that need not come up at this'tifie as long as we have
the existing Department of Commerce program. I thin when thft
program is abandoned and done away with, then' the question 6f the
relative weighing of incentives and disincentives affecting investment
abroad and returned income from abroad, will one again'be presented
to the c6ftitteei

The CHAIRMAN. Senator Smathers Informs me that Senator Carl-
son should be called upon at this point. Do you have any questions
to ask?,

Senator CAnteeN. Mr. Secretary, I have received considerable
mail from-Governors, State officials, officials of locod governments,
such as mayors, and heads of colleges and universities asking that they
be exempt from the travel tax on the theory that they are not just
tourists in the ordinary sense of the word. The. represent their State
or their government or their college in interna tional programs. Ha4ve
you got any comments on that?

Secretary FoWrzn. You are referring, I believe, to the question of
the application of the ticket tax, and the question of whether there
shoulibe a continuing exemption for State and local officials from the
application of the ticket tax I

Senator CAJmIo. Not only 'the ticket tax, but alsb the expenditure
tax that you are now proposing to this committee.

Secretary FowLER. Let me deal with the expenditure tax, then, first.
It does not seem to me to 'be reasonable or necessary or indeed degir-
able to exempt anyone from the expenditure tai. The purpose of the
tax is to 0ncofnc'ae American travelers, whoever they may be, travel-
ing outside the Western Hemisphere, to spend dollars at a m6dest
rate from now until'October196O. For that period of time, given the
$15 minimn1m dily exemption, it seems to e't.hat the cas. if:there
is any ' ,e for exem ping iprticula, gtodps iii th1 population is pretty
well disipated by this change in the proposal. The original proposal
would have started a 15-percent tax at any' expendittire over.,an
average of $7 a day. I can see how people, even though'traveling
modestly, would-have been affected 'by that tax. 13U now having the
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proposal in front of the committee for a $16-a-day exemption, I see
no reason for a concern about anyone traveling outside the Western
Hemisphere being sorely afflicted by this particular tax. It is an easier
one to iv6 with, provided one who is traveling chooses to live modestly.

Senator CAPLSON. Well, Mr. Secretary: these people that I had refer-
ence to are not tourists. They are participants in programs that affect
their governments, and they go as representatives of their govern-
ments, not tourists, and while, as you say, $15 a day is exempt, which
was not true in the original legislation that they wrote me about-

Secretary FOWLER. Senator Carlson, the tax would be applicable to
all kinds of travelers, not just tourists, For instance, we would propose
that this tax be applicable to Federal employees traveling in the inter-
est of the U.S. Government and since it applies to them, I see no
reason why it shouldn't apply to those who are working for a State
government or on behalf of State government programs, whatever
their status might be.

Senator CARLSON. Well, I think I should say, Mr. Secretary, that
these people who travel for the U.S. Government are paid by the
U.S. Government also. They will pay their tax, too.

Secretary FowF n. Our proposal would be that all regular em-
ployees, all temporary employees, all those acting on a contract basis,
all private citizens, be similarly affected. U.S. Government employees
would have to meet the tax out of their ordinary per diem allowances.
There would be no extra reimbursement.

Senator CARLSON. Well, of course, that just adds an additional
charge to the Governinet, as I see it, and that would not be true in
some of the situations which concern our State officials. I probably
see their point a little more closely than you would, having served as
a Governor, because I do know we send people abroad. We appoint
them and we send them over. Having traveled some myself, I think
it could be said that students staying at hostels and other places prob-
ably could travel at $15 a day. but $15 a day does not go very far in
most of the countries in which I hive traveled.

Secretary FOVLER. You are only going to pay the tax on the excess
and that isn't going to add up to a very great deal and, as I indicated
yesterday, cutting yoUr stay short a day or two or having the Mrs.
avoid those last-minute shopping purclhases can make up for any
impact of the tax and that is what it is designed to do.

Senator CARLSON. You will admit, will you not, that 30 percent is a
pretty high tax I In other words, if I spend $20 and my tax is $6, that
is pretty high.

Secretavy FowLER. If you spend $20 yourtax would only be 20 per-
cent on the$ over the $15 daily exemption.

Senator CARLSON. Well, $20 in addition to $15 is what I had in mind.
Secretary FowLER. Oh, well, then it would cause you to pause and

think, and that is its design..
Senator CARLsoN. That is all, Mr. Chairman.
Secretary FowLiR. Senator Hartke.
Senator HAmKE, I hope I don't repeat some of the things said

before.
Mr. Secretary what you propose here is a restriction, isn't that

right ? Isn't thadhe purpose of it?
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Secretary FowLER. No, it is not trying to restrict travel. It is trying
to cause those who do travel to spen at a modest rate.

Senator HArTRE. It is a penalty, then, on themI
Secretary FOWLER. It is a penalty on spending beyond an average of

$16a day.
Senator HAwrH.E. In other words, what you are proposing here, in

effect, is a form of quota I
Secretary FowLER. No we don't think of it as a quota, and we don't

think of it as having the effect of causing people to cancel trips.
We think of it primarily as causing people who do wish to travel
and make a trip outside the Western Hemisphere, to spend that
marginal dollar above the $15 a day average, with some thought that
this is exhausting or utilizing the foreign exchange that is available
to the United States just as tLe man of the house in fixing his budget
allocates sonwMuh for vacation-

Senator HmrmEr. And the intention then is to put into his mind
that he just has so much to'spend, why he has to restrict the term of
his travel, isn't that true?

Secretary FowLm . Or else-
Senator HARTKE. As you said a moment ago-
Secretary FowLm. Or else pay the tax or forgo some expenditure

that otherwise he might find attractive.
Senator HAlRriE. Forgo is the same as restrict. I mean it is a nicer

word but it is the same thing.
What'l do not understand is how the Treasury can come here and

say that there is a possibility of retaliatory action in regard to a
quota bill similar to the type I have sponsored along with Senator
Dirksen and other Senators, saying such action would precipitate
a retaliatory action in other couitries and, at the same time, come
here and say that you are taking a restrictive action in regard to travel
by our citizens and that you will not have the same type retaliatory
action by other countries in regard to travel by their citizens# How can
you come up with an explanation of this contradiction in approachI

Secretary FOWLER. We had a number of exchanges of views in Jan-
uary and February with the officials of other countries as to their
reactions to the various features of the President's program that was
annuonced on January 1. On the basis of those exchange of views, of
their recognition of thefact that this is a serioUs probem-that they
are enjoy g a very substantial advantage in this travel field as far
as relative positions are concerned-we have had no intimation there
would be any serious intention of retaliation by these governments.

Senator HA rKE. In other words you have obtained a waiver from
them regarding retaliatory action i

Secretary FowLEm. There has been no formal waiver. It was not
necessary to do that. After having reviewed our entire program with
them, we came away with the feeling that, whatever their private or
personal reservations might. be about these proposals, that there
would not be retaliatory action by the governments concerned.

Senator HARmTE. You certainly don't contend, Mr. Secretary, that
there is not an exact parallel between the situations. What you are
saying in substance is th at you do not thihk in this case there will be
retaliation butin -the other case there would be retaliation?
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Secretary FOWLXR. There is quite a difference Senator Itartke, in
one respect; namely, that the treatment of travel and travel expendi-
tures, the area affected by the Treasury proposals, is not subject to
the General Agreement on Tariffs and Trade or to the surrounding
policies and interpretations that are involved in that.

Senator HAmarK. It is a distinction without a difference. There
is no reason under GATT why you cannot have a quota. This is not.
a distinction between the two situations. Both of them are of sim-
ilar character. I don't see any difference-and I don't think that so far
you have shown me any difference-you are willing to admit are you
not, that the same kind of retaliation could be anticipated for a restric-
tion of this nature as could be expected from a quota?

Secretary FowFm. No.
Senator HArIKE. And the reasons you say you are not expecting

it is because you have reached a prior agreement. with these for-eign countries ?e.retar, FOWLER. NO, no prior agreement; but an assessment of
their reactions to the various features of our Janiftitry 1 program that.
was announced, and having reviewed that program with them, a
feeling that any risk of retaliation in this area was de minimis.

It. has been the practice and custom of various countries at various
times to put on some type of restraint, on foreign exchange expendi-
tures in connectionwith tourism. This is not an ifl~usual practice.

Senator HARTKE. What you are saying and I know you don't vant,
to admit it, and I am not blaming you lor not wanting to admit it,
but what you are saying is that the situations are the same, but you
have obtained some type of assurance that the results would not be the
same, isn't that true I

Secretary Fowri n. I am just saying that I do not have any appre-
hension that there would be retaliation by countries in the event Con-
g chose to enact law that is requested here.

Senator HAfrrK. Now, you have no fear. Do weave any assurances
from the French?

Sretary FOWLER. We have no assurances or agreements. We have
very definite impressions that there would be no retaliation.

Senator HARTxK. You mean to say what has happened is that there
was an announcement by our Government, indicating that this was
going to be the policy, and as a result you waited for some type of
word or whisper back from some of these authorities and since you
received no conmmuhicntkqn you now make the assumption that tlere
would not be a retaliation?

Secretary FowLER. No, no. Shortly after the announcement of the
President's program in the month of January and in the month of
February there were visits made by a delegation representing the
U.S. Governmetit to review with the responsible officials in the princi-
pal governments in Western Europe, Japan and Canada, the purview
of the program which was contemplated and announced on January 1.
There were exchanges of views about, that program, the necessity for
it, the various aspects of it, and it was on the basis of those series of
meetings which took place in January find February that I give you
thisassessment.

Senator HARME. All right. .
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Now, did you ever make such a followup in regard to any imposition
ofquotas by the United States ?
Secretary FoWeR. Yes, special trade representative, the President's

special trade representative
Senator HArUrKB. Mr. Rothf
Secretary Fowiv a. Mr. Roth discussed the area of trade as it was

reflected in the President's message on January 1, which was a part
of these general discussions.

Senator HARTKF,. Now, do you view all these things in similar vein?
[f a foreign government, in other words, should give some type of indi-
cation that they would respond, for example, if there was a threat of
a quota from some other country, would otir Government respond in
similar fashion I Would you reply in some way or would you ignore it?
What would you do about it ?

Secretary FowtaFA. Well, I would certainly first examine very care-
fully our own laws andth& General Agreement on Tariffs and Trade to
see whether or not, in the light of the action taken there should be re-
pOnSive action o} our part, iven our laws and given the GeneralAgeeflent on Tinffs ana Trad-t

Senator HARME. You are familiar with, the fact that in today's
Washington's Post there is an article in which France warns of her
intention to imp ose quotas on the importation of automobiles, re-
frigerators, washing machines, textiles steel and other products to
protect her own balance-of-payments position.

Secretary FOWLER. I have received a prelmiiary report on the ac-
tion contemplated by the French Governient. The final word as to
whether the French Cabinet has officially acted today or not I haven't
received. Until we do know the precise nature of the official action that
is taken by the French Government, I would prefer not to make state-
ments as to 6W actiOns. But I can assure you that the French steps, when
they are taken, will be very carefully analyzed in connection with our
own laws as well as their undertakihgs iufder the General Agreement
on Tariffs and Trade. And I would think that if the commitffee is In-
terested in this partleular problem, the President's 8pecial represent-
ative on trade should be availablefar discussion with the committee.

Senator HAnTre . In the event that they do proceed toward taking
some action in establishing these import quotas, and prior to that ac-
tion prior to the time that such action becomes flnal, wotild1th6 ad-
ministration warn the Fneh that they could expect retaliatory action
from thenited States.

Secretary FowLrn. I think thlat is the question, Senator Hartke,
which is much more properly answered by the President's special rep-
resentative on trade, Ambassador Roth, and I would deter to him on
what oflcial Wposti6p the United States takes.

Senator HARTK.' I* do. wish to go into a long discourse on this
wle question, but I think it. can be firmly stated and there can be
no de ni*a of 666 simple fact: That the basic operation here is identical
in its effect in flint your proposal is an action contrary to the normal
free flow of .ertohs as dwstinguished ,from the 'free flow of propry
If there is goingto be retliuoy aoti6ntaken by any country in to-
gard to the'restriction of the flow of property, it c thinly is fair to
sy that a similar retaiato.y atoti 6oAtld be ant.icipated or would be
Cho naturalresult of a restriction of the free flow of -prsons. In other
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words, what you are proposing is a restriction on the free movement
of people between nations; isn't that rightI

Secretary FoWLER. I don't consider it as such, Senator Hartke. It
has not been considered in international circles as being in the same
category and in the same character as restrictions on movements of
goods and services in the form of quotas. It is quite a different opera-
tion to apply a tax to an expenditure above a given amount, and to
say that ofdy so much goods can be admitted to a given coulitry. You
are comparing apples and elephants.

Senator HAirE. Yes, I understand what you are saying. I under-
stand you say it doesn't make any difference.

Isn't it true that Great Britain has-followed the same basic approach
with respect to her travelers that you arc proposing for this country?

Secretary FOWLER. In the United Kingdom, the equivalent of $120
is granted for travel during the year ending October 31, 1967, and
it is our understanding that the amount of $120 will be hmtri tied for
the period November 1, 1967, through October 31, 1968.

Senator HAmTKrt. This was done for the same purpose, was it not?
That is, it was done in order to alleviate and to correct their balance-
of-payments deficits?

Secretary FOWLER. Yes, that is correct.
Senator HA~RKz. Let me ask you what is the current status of Great

Britain's balance of payments; has it improved or has it steadily
deteriorated?

Secretary FowLn. It has improved, as my statement noted yester-
day, Senator, Hartke.

Senator HARTRE. -What month?
Secretary FOWLER. The first quarter-
Senator HArnTK I am talking about the last figures, not the first

quarter.
Secretary FOWLER. Well, we don't have reliable and authentic figures

covering the second quarter. The first hard assessment of them can be
made in August, alth.0u'gh we can get some preliminary indication of
their flow about the middle of July.

SenTtor HAnm. Yes.
Isn't it tru6 that in the Hos of Commons on Thursday of last week

a report was made that balance-of-payments deterioration had con-
tinued and that there was no improvement?

Secretary FoWLER. Are we talking how about the.United Kingdom?
Senator HArTRE. I am talking about the UNited Kingdom.
Secretary FowLzn. I am sorry, I thought we were talking ab6ut our

own situation.
Senator HAnTwKr. No, I am talking about the United Kingdom.
Secretary FOWLER. Yes, as far as the U- ited Kingdoni -  concerned,

I think that"their balaice-of-paymebts situation currently has been
disappointing hI the imprdVefnent tlhat had been ekpecte'd Ah d hoped
for i th.s calendar year alth ugh there are considerable indications
that the impact of the measures taken is showing promise of very
favorable reult itthb latter oart 6f this year.

Senator HARTR. Yes.
I am not talking about what they hope for. All I am saying is that

this action along with other very severe restriUtivemeasures have been
taken by the British, buit the result is that the balance-of-payments
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situation as a factual matter has continued to deteriorate in the'United
Kingdom?

Secreary FovLER. Well, I would put it the other way, has not im-
proved to the degree that had been hoed for.

Senator HARTHE. The fact is it has deteriorated.
Let me. ask you another question here in regard to the House bill.

As I understand it, the amount of tax revenue that will be derived from
the proposed 5 percent travel is something in the vicinity of $100
million; is that correct?

Secretary FowLER. The ticket tax proposal will produce a tax revenue
of about $95 million with a resulting balance-of-payments savings of
about $50 million.

Senator HARTKE. Can you tell us how much of this $95 million tax
revenue is attributable to the removal of the exemption from tax travel
by representatives of local and state governments and representatives
of universities and colleges?

Secretary FOWLERn. A minor amount oI don't have the exact figure.
Senator HaKE. What do you mean by a minor amount-a million,

5 million, 10 million?
Secretary FOWLER. No, I think it is less than that.
Senator HAirr. Less than 10 or less than one ? There is a difference.
Secretary FOWLERn. Less than 10.
Senator HARTKE. Less than 10 Million out of a tax revenue of $95

million?
SecretaryFOwLER. Yes.
Senator ARTE. All right.
Now, as I understand it, also, you say in the calendar year 1967

that the deficit attributable to our balance of payments as a result of
travel is $2.1 million, is that correct?

Secretary FowLzn. That is correct.
Senator HART It is also my understanding that in that year U.S.

citizens spent $1.1 billion in Canadian travel, is that correct?
Secretary FowLma Thatis correct.
Senator HAmrrmK. I also understand that of that amount of $1.1

billion-
Secretary FowLER. That is out of -a $4 billion total, a gross expendi-

ture of about $1.1 billion if Canada.
Senator HAMRE. With a deficit of $2.1 billion, right?
Secretary FOWLER. That. is the net; that is thedeflcit.
Senator 'ARTIK. I understand. That is the difference between how

much we spetd'her and what they spend, I understaid.- Is ritls6ti' e

that there was an increase in the year 1967 of $660 million-from the-
year 1966?

Secretary FOWLR. That is right.
Senator HARTRKE All right&
It is quite well known that Expo '67 was in Montreal in 1067, isn't

that true?
Secretary FOWLER. That is right.
Senator llAw .Andithas, been estimated that of the $060 niil|fbn

increase some $500 mi111 n was attributable to Expo '67. Is that a fair
assumption?

Secretary FOWLER. I think that figure is a little high. I think we
would tend to say $300 to$400 million.
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Senator HARTR. All right.
Now, would you comment as to what the effect this legislation will

have in reg. ard to such a balance-of-payments deficit? In other words,
that deficit is not going to be there next year, is that true? Even if you
call it three, 350 and I say five, there is already going to be an improve-
ment of that amount, isn't that true?

Secretary FowrE. Well-
Senator !HATTr:. Are those people going some place else or what?
Secretary FoivLmE. We don't know whether that will be diversionary

spending to go elsewhere or whether it will be a reducti0iibf the $2.1
billion deficit. However, it is our expectation'that the steady growth
of this travel deficit year in and year out going all the wayback to
certainly 1960, will continue, and that, thereflr, there is a considerable
chan-e that unless action is taken the travel deficit, in the year 1968
and the year 1969 will be comparable to or in excess of the travel deficit
in the year 1967.

Senator HAeTmRi. How can you say that, Mr. Secretary, in light of
the fact thatthe passports in March of 1968 are 9 percent lower than
they were inthe comparable period a year ago?

Secretary Fow . That is not our hiforination.
Senator HARTHe, That-is not true?
Secretary FowttR. That is not our information.
Passport applications show the f6llowibg pattern in the fourth

quarter of 1967:the number of applications were 239,000, which was
an increase over the same period of the previous year of 13 percent. I
am rounding the figures.

For the first quarter of 1968 passport applications were 452,000, an
increase of 9 percent over the same period in the, previous year.

They are currently running in April and May at 450,000, which is ai
increase of 5 percent over the previous year.

Senator HArTmE. What about March? Am I wrong on March?
Secretary FowaRn. I .have the figures for the first quarter, January,February and March taken together, which were a 9-Vprcent increase.

I don't have them broken down here on March.
Senator HArmE My figures are that for the month of March 1968

passport applications are down 9 percent from March of 1967. We
might go back and check that. I would like to have that complete chart
inserted in the record so I can take a. look at it.

(The chart referred to follows:)
PASSPORT APPLICATIONS, BY MONTH, OCTOBER 1966 TO MAY 1967 AND OCTOBER 1967 TO MAY 1968

Percent change Percent change
Period 1968-U from srne period Period 1967-68 from same period

preceding yar preceding year

October 1966 ............... 72,17? +23 October 1967.... 4.368 +17
November 1966 ............. 71,985 +20 Nember 1967. 8O 946 .42
December 1966 ............. 67,259 +13 December 1967. 7950 0
4th qua r 1966 ............ 211,421 +19 4th quarter 197 239,264 +13
January,.,, ............... 104,752 +21 January ..-. +26
February 1967 .............. 115,579 +8 February I96.. 1 I724
Me rch 1967...... -.......... 194, 541 + t1r0 arh 177...48 -9
I squa rte, 1967 ............ 4|,872 +12 1st quarter 1968. 451,547 +9

Api 967 .......... 75 Arl16 ... 21166801 U
cy 1967 ................. 694 A May 1968 ....... 237 327 f2

Aprl-May 1967 ............ 432,241 April-May 1968 454,128

Source: Passport Office, U.S. Department of State.
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Senator HArm. Let me ask you one final question. Maybe you have
covered it before. As you know there is no prohibition, for example, if
I live M Detroit for mete go to Windsor, is there rather than fly from
DetroitI And if I ]ive in Seattle for me to go to Vancouver? In other
words, I can go outside the United States, I can go to Canada, and
avoid this travel or ticket tax?

Secretary FowaR. Yes.
Senator HAmmE. Or I can go to Mexico to avoid this tax?
Secretary FOWLER. I would like to ask Mr. Surrey to comment on

that.
Mr. SURREY. We have had §Ome discussions with travel agents as to

what they feel might be the degree of avoidance and the steps that
should be taken. We will be in a position to consider with the com-
mittee, whether, if necessary, steps should be taken to deal with that
precise situation. We have asked them -

Senator HA rKE. I understand what you are saying, but what you
are saying is you recognize the problem and you are: discussing it, is
that correct?

Mr. SuREY. Yes, and we are asking for-
Senator Hlnmm. Should I vote for it or introduce some type of

amendment like that?
Mr. SuRREY. We have asked the' travl agents to help us in assessing

the situation and indicate whether their concern is suchthfit we shotild
inoludo some special provisions on this matter. Undoubtedlythey *ill
come and respond. By the time you take this p in executive session-

Senator IHArE. What is the Treasury's recommendation at this
time?

Mr. SURREY. The Treasury's recommendation At this time is that we
are not fully certain that a provision is necessary, but we are pre-
paring a provision in the event the travel agents come to the conclusion
that such a sp is neesmry.

Senator HART=F.. I am not as much concerned about what the travel
agents say, bbt what the effect is. I want to know what the facts are.

Mr. SURREY. Obviously the travel agents have a good deal of in-
formation, and, therefore, we wanted their judgment on it, because
they would be the ones who would have some loss of business in this
situation. The question of whether we-should act directly or whether
we should act in cooperation with the Canadian Government is some-
thing that we are assessing. We had not thought it was a matter of
major avoidance; otherwise we would have included a provision in'the
first instance.

Senator HAmrKm. It is true that if they moved this over; all we would
be doing would -be shifting this travel on to these foreign carriers and
to foreign countries. Then you will not have an effect upon trvel,
whatever you anticipate, but you will have lost revenue- for 6ir*wn
carriers.

Mr., Summy. If we in our assessment of it feel that that is a
possibility, then we have provisions which mn'be used.to prevent that.

Senator SmATHERS. What are those provisions?
Mr. SuRREY. Those provisions, in a sensen would be to extend th6

scope of our ticket tax to Americans who simply go across the bolder
and starttheir journey by air rathetvthan'from the Unitel States.

'Senator HAr-Lm . It is'not in the V111. b l l I '
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Senator SHATHRS. Isn't it logical, as the Senator from Indiana

suggests, that if they can make this trip on a foreign carrier and do it
without the expense of the 5-percent ticket tax, they will do it ?

Mr. Summy. Well, that depends on the amount 0f inconvenience
involved in relation to the 5 percent.

Senator SmATHERS. Wel , do you think it is any different in con-
venience whether you decide you are going on TWA or whether you
are going on SAS if your destination is the same?

Mr. Sum y. It isn't a question of foreign carriers from the United
States, Senator, that isn't the problem. This tax would apply to people
going on U.S carriers or foreign carriers from the United States. The
question is whether persons deciding to go to Europe will decide to
travel in one way or another--other-than by air-to Canada, and then
start their European air journeys from Canada.

Senator SMATHmAS. Yes.
Mr, Summy., Now, the question of the convenience and the schedul-

ing involved in leaving from Canada, is what is being assessed, not the
question of domestic versus foreign carriers starting from the United
States, because any flight originating in the United States would be
subject to the 5-percent tax.

Senator SMATHEs. I see
Senator HArrio. Two final statements.
Mr. Secretary, I would suggest that the administration give thought

to proposing an international conference on travel, with the idea that
they give the same type of overall considerations to the effect upon
balance of payments and upon the free movement of persons as is
presently given in the so-called GATT arrangements in regard to
property.

I see no reason why we shouldn't have an overall consideration. After
all, since it constitutes, as far as we are concerned, a substantial part
of our balance-of-payments deficit there certainly is no reason why
it should not be given higher priority than the movement of goods.
Isn't that true?

Secretary FowLFP& I think, Senator, that what governments can do
in this area in dealing with the problem is quite limited. We have felt
that from a long-range standpoint by far the preferable way of deal-
ing with this deficit, of holding it to its present level or retarding its
growth or causing it to decline, would beby promoting foreign travel
in the United States and, therefore, a commission was set up which
was headed by Ambassador Robert McKiney, and' it did a very inten-
sive study of ways and means of promoting foreign travel to the
United States and submitted its report in February, which I filed
yesterday with my statement.

Although something can be done by other governments to deal with
the problem, I think that the encouragement of travel this way has to
fall mainly to the private sector, to the airlines, the hotels, the bus
services, the raili'oada There is a good deal thut the U.S. Government
can do to encourage that travel but not very much that you could
expect other governments to do other than to avoid or miniinize their
restraint.

Senator HATM1a Mr. Secretary, I understand exactly what you are
saying. However, what you are talking about is that our country is,
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by far and away, the richest country in the world, and this in itself
presents a problem because our people have more money to travel than
other people in the rest of the world. So necesrily, if the are going
to travel overseas it is going-to mean they are'going to spend American
money. But that does not apply only to persons, that is true in the
whole field of economics. That is true here at home.

What you are saying is-it is upto'the private sector to try to bring
people here. That amounts to a sale and salesmanship.

Secretary FOWL. That is right.
Senator HARTKF. This amounts to a sale, in respfet to people. And

this is the same thing as a sale of goods. This is the argument you
made in regard to exports. We have in the Commerce Department the
equivalent of what you are talking about with respect to Mr. Mc-
Kinney's suggestion, not alone the travel service, but what amounts
to a sale or export of American goods in exchange for American
dollars.

Now, there is no difference except that one deals with people and
the other deals with property. But it has the same effet upon the bal-
ance of payments. Once that dollar leaves this country, you cannot t6ll
me specifically, except in the grand total Of things, which dollar is at-
tributable to the person and which to the pfbperty. I mean the dollars
look exactly the same. They both have the picture of Washington on
them, the serial number, a6d everything else. There is not one dollar
that says property dollar and another that says personal dollar.

Secretary FOWLPm That is correct.
Senator HAmRxT They arec identical.
Secretary FowmiR. That is correct.
Senator IAr. So the same type arguments have to apply or else

you find yourself meeting yourself coming through the door. That is
exactly where you find yourself now.

Secretary Fowum. Some of the same economic arguments have to
be applied.

For the very reason we are concerned about a travel deficit here,
we have to be concerned about a trade surplus, we have to'be con.
cerned about the so-called military expenditure deficit, we have to be
concerned about all-the major factors that enter into the balance'of-
payments problem, and that is the function of the President's action
program of January I which is concerned with those major elements.

Senator HAmam Yes, but the President's action pi'o m on Jan-
uary 1 has destroyed every argument made against this quota bill.
What you ought to do is throw back in my face the arguments you
are making today by saying, "Senator, if you oppose this you ought
to drop your idea that quotas ought to be effective." All I am trying
to do is get us on a consistent policy.

Secretary FowLER. I ified yesterday with, the cohu~ittee cumulative
assessments of the U.S. balance of-payments for the period 19610to
1967, with -a debit column a credit column, and anet column and
on merchandise imports and exports, the net during those years show
a plus of $88% billion,

Senator Mi . Can;I stop you there?
Secretary Fow m. The result on tourism, was a minus of $11.2

billion. Now these call for different approaches.
Senator HAITn Yes.
See p. 21.

95-948 O-6 -- t, 1-8
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Now, Mr. Secretary, I want to be very critical of that. All the state-
ments that are coming out recently in regard to whole fields of trade
are in the cun~iilative. It is all right to talk about the cumulative,
but anyone can make-the cumulative look good, if you let him select
the cutoff point. But the fact is in 1964 we had almost a $7 billion
trade surplus, not quite $6.9, isn't that correct?

Secretary Fowl. That is correct.
Senator HArxi. That has deteriorated continually and steadily and

it is continuing to deteriorate, so there is no reason for us to assume
there is going to be any rapid turnabout. The fact of'the matter is there
is every good reason to believe

Secretary FowLs. There is a very good reason for us to-
Senator HAwxE. You say there is and I say the facts are to the

contrary and there is evey reason to look at it to see that we are
following the pattern of Britain and the result is the steady deteriora-
tion of our trade balance and the steady deterioration-

Secretary FowymL. Senator Hartke, you and I had a difference on
what was the answer to this. You voted against the tax and expendi-
ture bill.

Senator HAwKR. Right.
Secretary Fowwmi. I was strongly for it. That is the answer to a

restoration of our trade balance.
Senator HART E. The difference is I believe in an expanded economy

and you believe in a restricted economy. I believe in growth not re-
striction. I am against restriction in travel, restriction in economy, re-
striction in jobs, all those things which Britain has done with such
sad results. I don't want to use them as a pattern. I would like to have
people working. I would like to cure the problem, not kill the patient.

Secretary Fowti. Well, Britain used the pattern of import restric-
tions in its past, too, if it has any bearing on the present state of affairs.
I think the maintenance of a healthy economy that can produce a
trade surplus of $4, $5, to $6, billion is the keystone of the strength of
the dollar and the American position. Therefore, you and I have a
sharp difference of view as to how that is to be maintained.

Senator HAmIE. Let me say-
Secretary Fowxx. I don't think it can be maintained by following

the pattern of restrictionism.
Senator HARTK1E. Let me say to you, Mr. Secretary, I think you are

100 percent sincere. I think you are trying to base it upon what you
think is right, but I couldn't disagree with you more and I think we
understand each other.

Secretary FowmR. That is a common posture in which we find our-
selves It is what makes for horse racing.

Senator HARTKE. I like you very much.
The CHARMMAN. Senator Bennett?
Senator BENNI T. Thank you very much.
I take you to a very few simple questions in a variety of other fields.

The bill before us removes the air transportation tax exemption do-
mestically for local governments and nonprofit educational institu-
tions, and you can understand that the Governor of the State of Utah
is very unhappy.
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Now, it seems to me that this doesn't affect our balance-of-paytnets
problem, and I wonder how, what is the totid revenue effect of this?
Is it worth disturbing the-present Federal-State relationships?

Secretary FowL Well, I would like to, Senator Bennett, give you
the reasons we would advance in connection with, this ticket tax since
we are dealing with itlegislatively and now hopefully will extend it
internationally as well as domestically, as to why -we think it is timely
to repeal this exemption.

Our reasons "ro as follows: The domestic ticket tax is basically in
the nature of a user charge. The revenues ftoin it are used, although
there is no trust fund arranged itin bur minds to repay the Federal
Government for the air safey facilities and ihel services which it main-
tains through the FAA and, as such, it seems illogical to exempt'the
State and local governments from paying their share of the costs of
insuringthe safety of their personnel who use the airways.

Secondly, it is not wholly unprecedented for State and local govern.
ments to repay the Federal Government for other services they use.
Postal services come readily to mind and also material printed by-the
Government Printing Office.

Third, the overall increase in cost to governments will not be ignifi-
cant. We estimate that repealng this exemption will result in an addi-
tional cost equal to only .006 of 1 percent of the total Federal, State
and local government expenditures, or 6 cents of tax for each $1,000
of expenditures.

In this regard, it is interesting to note that States often impose their
user taxes on the Federal Government. Moreover, contrary, to some
assertions, there would appear to be no constitutional barrier to in-
cluding the air ticket tax to cover travel by employees of State and
local governments. You well recall the interest equalization'tax does
apply t6those governments

Senator BENN'mIr. What will it amount to in gross, in actual dol-
lars? What is the revenue effect rather thanthe percentage?

Mr. Sumy. We don't have the precise figures because the FAA
lumps together Federal, State, and local travel. We eatniate the total
revenue involved at $15 milll6n, but the great bulk of that is attributa-
ble to the Federal exemption, which is equally removed under the
House bill.

Senator BENevrt. So you are taking it out of one pocket and putting
it back into another?

Mr. SuRy. Yes, but it affects the appropriations of the various
departments.

Senator BNzNmr. So we are talking a total gross of $15 million.
Secretary FowLER. Federal, State, and local.
Mr. Sumumy. Federal, State, and local, and probably colleges, which

don't amount to very much.
Senator BEI:N'r. So you say the Federal share, you think, is the

largest part of it?
Mr. Sun zy. Yes.
Senator BENNwTr. So we are talking about State and local, less than

$71% million.
Mr. Sunnms. I would say so.
Senator BBzNNrr. Probably less than $5 million.
Mr. Sunn y. We would think so.
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Senator BENNE~r. Well, I wonder if it is worth it to stir up the
problem or the question that is raised, that you are interfering with
the State and local taxing, and since while you may consider it in the
nature of income to be used for a purpose,' it goes into the general
revenue and in effect it is an excise tax.

Secretary FowiER. That is correct. We thihik of it as a use tax.
Mr. Sumy. It has been denominated by the congressional commit-

tees dealing with it as a user charge. In other word there used to be
a tax on all forms of transportationn, and the only form on which a
tax was finally retained is on transporthtioh by air as a user charge.
Furthermore, as you will recall, the Presidenis message concerning
this tax deals with it in that form. In a sense it is accidental that the
user charge is in this form. It could have been a fuel tax. If we raised
our funds from a fuel tax, the State and local governments would
have paid for it through increased ticket charges because the fuel tax
would 'have been passed on. There wouldn't have been any argu iet.
However,' the user charge happens to be in the natir6 of a ticket -tax.

It is rather interesting that- many States apply their user charges
for their highways to le Federal Government.

Senator BENNmr. That is earmarked.
Mr. StumY. Well this is earmarked in the sense that the level of

the tax is determined by Federal costs for the airways. That is what
governs the level of the tax.

Senator BENNwm-. Are you telling me then that $15 million is the
total cost of these services and that it is paid for out of this user tax?

Mr. Summiy. $15 million is the additionM revenue that would
be collected if the ticket tax is extended to travel by Government
employees. In total, the revenues from the present 5-per ent tax are
less than the FAA costs attributable to commercial aviation. In this
sense, therefore, Government employees, like other air travelers, would
be repaying some, but not all, of the FAA costs. The level of 5 percent.,
or any increase in this tax rate, is determined not by domestic revenue
needs, but by the Federal expenditures for safety on the airways.
Therefore, the tax has been treated throughout as a user charge.

Senator B.izim'r. Let me ask the question another way: Is the total
amount received from this user charge equal to the amount spent for
safety in the airways?

Mr. Summy. It was once about that insofar as the amount allocated to
commercial airlines was concerned. It is less now. For that reason
there has been a recommendation by the President this year that the
ticket tax be raised to 8 percent to maintain equality, and he also rec-
ommended that there be a tax on air freight, waybills, and the like.
But the recommendations for these amounts are strictly justifiable in
terms of air safety costs and not general Federal revenue in any way
whatsoever.

Senator BFiN-m'r. All right.
I have a couple of other questions. I am interested in the exemption

that is available on this travel tax to Americans residing abroad. Just
for the record, at what point does a man cease to be a tourist and be-
come a resident? What is the standard by which residence is deter-
mined I I couldn't find it in-
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Secretary FowLR. In the technical explanation.
Senator BENNvrr. In the technical explanation. It simply says oW

page 5 of the technical explanation,
An individual who after his departure from the United states establishes resi-

dence In a foreign country would be considered to be on a non.taxable trip.
Mr. SuPmy. We would apply one of two tests. If a person is going

over a w6k'k trip, a business trip or the like, and he was to stay 120
days or more, then that person we would consider has so changed his
living status that he would be exempt. But I think you are asking
the question if a person decides for one reason or another-

Senator BExx NiIr. No; I am coming to yOur other person. I think
you have answered my question.

Mr. Supmy. Yes.
Senator B.NNmnr. To be specific a man who works for an American

corporation with a branch abroad is assigned to that branch let's say
to serve for I year, you would have considered him to hWve become a
resident?

Mr. SURRIIY. He would get the ben.iflt of the 120-day rifle so he
wouldn't have to establish that he is in residence abroad.

Senator BzNmrr. So your rule is 120 days?
Mr. SmR.Y. Yes. But lot me put it-this way. We would say a person

who was goingabroad on btisiness for hore than 120 da s, eveti though
he is going tO return, should be exempt from tax and I tffiik this would
cover the vast bulk of the people Involved.

Now, there may bea ow persons who are not going over there for
business reasons at all, but have decided to become permanent residents
of the foreign country. Those people also would not be covered by the
tax.

Senator BPNNmv. Well, I have a friend who g reglarly every
December to stay in the south of France until the winter is over in the
United States. lf he stays more than 120 days he "is not a tourist, he is
a regular temporary resident. In other words, he goes every year for
those 4 months, what is his Status I

Mr. Suvfwy. He has not permanently changed his U.S. residency. In
other words-

Senator BENN!ET. But ie is there more thh 120 days.
Mr. Srm= . The 120-day rule is only for people on business trips,

teachers, and the like. But persons who are deciding to-
Senator MoroN. Get away from the severe climate.
Mr. SuIPUy (continuing). They would come within this travel tax.
Senator BENNET. There is ust one other techncal question. In

readingthe explanation of the bill, the two-page explanation, I read
on the bottom of the second'page noncommercial importations and an
indication that if a person brings back not over $50 w-holesale or has
follow hia not over $250 wholesale with an interpretation of the retl
price, he would be allowed a 10:percent tariff charge on value, and I
am confused about the app ivatiof of the duty.free articles. In arriv-
ing at the $500 wholesale value do you Include duty-free articles to
arrive at the $500 liMit orare those excludedI

Mr. Snumi. They are excluded in arriving at those figure. I want
to add'that the figures you are quoting from are, the figures from the
House bill. Our recominendatlis would change those levels. I just
wanted to note that, Senator.
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Senator BENNE'1. That is fine. But if we adopt the'Huse bill, to be
specific, to state an example so I can understand it, a traveler can bring
back $1,500 worth'-6f Merchandise so long as loss than $500 wholesale is
made up of dutiable articles, he can do that anyway, but I am Won-
dering whether the duty free--I will say it another way: If he brings
back $500 or less than $500 at wholesale. Mr. SuniRY. You, in a sense Senator, disregard tie duty-free arti-
cles and assume they were not in his baggage.

Senator BxNmvr. Completely.
Mr. SuRREY. That is right.
Senator BENNEIT. You would disregard them completely in every

sense?
Mr. SuRny. That is correct.
Senator BENNvrr. That cleas up my question.
Secretary FowLER. There is an important change-
Senator Bmzmqrm. Pardon?
Secretary FOWLER. There is an important change from the House

bill in our proposals.
Senator B.nrrr. RecomnendtiOt?
Secretary FowLER. Because we think these figures about articles not

returning with the traveler are too high in the -ouse bill.
Senator BENqmr'r. But you still leave the $500 exemption on what

he brings back?
Secretary FOWLER. But it leaves the duty free part of your an-

swer-
Mr. Sumw'Y. The present exemption today is $100.
Senator BENN . Yes, that is right.
Mr. Summy. That would be cut to $10.
Senator BzNmn. I shouldn't have used the word "exemption."

I used the power to apply a flat 10 percent rather than the regularduty-Ir. SuRmy. We are recommending that the'provision in the House

bill) which would have applied the flat 10-percnt rate on dutiable
articles up to $500, be changed to cover dutiable articles up to $100
rather than the $500, which we feel on reflection now is too generous
and can produce some distortion in the practices of purchasers.

Senator BEzNT. But you do leave duty-free articles out completely
in arriving at the total?

Mr. Summy. That is right.
Senator Brmi gr. That is all, Mr. Chairman. I appreciate the

opportunity to ask these questions.
The CHAnRMAN. Senator Morton?
Senator MorroN. You were talking about this 5 percent on user

tax, ticket tax. I happened to be on the Aviation Subcommittee of the
Commerce Commit.ft and we have been going into this problem at
great length. There is a difference between Federal aid to building an
airport or terminal facility and the question of providing runways and
safety devices and what not. And I just want to make this observa-
tion, that I think sooner or later we are going to have a trust fuhd
operation of some kind in connection with airports as we have with
our defense highway system, and I think the States and the colleges
and the universities, and so forth, they are frankly going to have to
find the money to pay their share of this even though it only amounts
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to $4 or $5 milli6nintday. We are going to be, with these 500 passenger
planes coming along even before we get into SST's, your problems at
these airports are going to be, just unbearable. It is bad enough now.

Secretary Fowl"". That is right, and undoubtedly it is going to
have to be moved up.

Senator MoiroN. That is all Mr. Chairman.
The CuAiRArN. Senator Wifliams?
Senator Wuams. Mr. Secretary, on another matter, do you have

any idea when the President is going to sign this tax bill we passed
last Friday.

Secretary Fowum. No, sir; in the next day or two though, would
be my judgment.

Senator WmuAms. You think he will sign it then?
Secretary FowixR. I think he will sign it.
Laughter.]

b enatorWtiwicas. Now, you have tepHufied on a somewha t diffetintbill froma.thfit which 'was passed by thde House. Will'the adMZittition
be submitting that in draft form either as a substitute bill or as an
amendment, and Willthey be introduced by somebody so we will have
them for study by the coimiittee ?.

Secretary FOWLER. We would like to do so, Senator Williams.
Senator WILL EAS. So it is available to other interested parties who

may want to exanin6 it before we do itI
Secretary FOWLI. We would like to do so.1
Senator "WIUAus. One other question which doesn't relate to this

bill. What would be the administration's position today on a proposal
to repeal coplh[tely the 4 percentt farce we have as the ceiling on
Government bondsT

Secretary FowLir.. I haven't canvassed this recently, Senator Wil-
liams, in the administration circles as such. I can onuy give you my
own personal view. I would favor further liberalization to the extent
of removal of the coiling. I think for the long pull, as well as the short
range, this is an unnecessary and undesirable restraint on the debt
management activities of the Federal Government. I have long felt
so.

Senator WrlftMs. I appreciate that comment. As you know, I have
for years been advocating that this ceiling was a farce. Money is a
commodity, and as Secretary of the Treasury, if you are borrowing
the money you pay the povailing rate or you don't get it. It does handi-
cap the administration in the management of the national debt, and I
cetainly am glad you endorse the proposal.

One other question on another subject which I have mentioned
many times heretofore and that is the rates that are being paid on
savings bonds. I feel, as you know, that the present 4Y- percent rate
on series E bonds is not fair. We have a situation where it an investor
has $5,000 or more to invest he can get 6.45 percent interest on a 100-
percent Government-guaranteed bond, but they are sold only in de-
nominations of $5 000 or more. If he has less than $5,000, perhaps only
$1,000 to invest he can get 6 percent on a t-year Government note.
But ii he doesn't have $1,000'but only $100 to invest in the payroll
savings plan he gets 44 percent interest. This doesn't look fair to me.

I have always supported the savings bonds program, but it has
always been on the premise that it was to attract the investment of

ISee p. 127.
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the small'Investors. Heretofore they have been paid a premium onthat small' investment even to the extent that we-had a lnmitation as
to the amount that a man could bty, to prevent the larger fellow from
taking advantage of it'.

But we are now in a situation where it is completely reversed. If a
man has $100,000 h4 can get a higher interest rate from Governhi~t
bonds. I am wondering iflthelli"ie hasn't come when we should re-
verse that and put 6ut a savings bond which will pay to these small
investors a rate comparable tolhat which is being pai' tothoso with
larger amountA toIivest, and If you want to linIit it to $2,000 per year
foe these small ones I would not be worried. But how would you feel
about making some change in this structure, puttil.g 6.1it Mich a new
bond issue. I thifik it wo ld have two puf poses: First, it would cor-
rect a..gross inequity in the manner in which we are'treating these
small investors, and, second, it would have a tendency to siphon out
of the spending stream a certain amo7t. of money which is now going
into an overheated economy. I think that it would have a tendency to
tone down an inflation threat in the econothy. It would h~vethe same
mathematical effect, as raising taxes and be much less painful ' FuPther-
more, these people would be putting aside some savings now.

How would you feel about suppoftIng such a proposal as a part of
this bill f What would be your reaction I

Secretary FowLmi. Senator Williains, I would want totliink a little
bit about it as coming at this particular time, althoughfrom a longer
range standpoint, assuming that there mis going to be some continuation
in the light of the money market supply and demand picture a con-
tinuation of interest rates at the higher levels than pertined to; say,
the first 4 or 5 years of this decade. think on that assumption over the
long term we will have to reevaluate the element of fairness to the
saver in the savings bond program you hve aggested.

I am a little concernedthat in moving to do that at this particular
time we may have to ruh some risk of relucini the flow of finds from
the small saver into savings and loan institutions and mutual savings
banks, which are the base for the'mortgage money which keeps the
housing industry going. I would want to weigh somewhat carefully
the state of the money market with regard to the maintenance of a good
flow of funds into housing. I would think that the action that has been
taken in the last week in connection with fiscal affairs is going to over
the long pull' loosen up the money situation to some extent, and that
we can feel that the future of housing as far ak the money market is

- concerned is a bright one.
Under those circumstances I think I would be inclined to favor some

adjustment along the lines you have mentioned, but the one reserva-
tion which I do have is the question of timing. Until we can be sure
that there is an adequate flow of funds for the maintenance of the
housing industry at what would be considered a healthy level, I would
be a little reluctant to move right at this time.

Senator WILLTAMS. Well, as far s a matter of timing, if and when
we reach that day when there is a free flow of funds, interest rates will
be back down toa more realistic level.

Secretary FOWLR. That is the question I am really posing, whether
they.would come tall the way bak down, There is quite a difference of
opinion in the private community as to whether or not they would come
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all the way back down so as to restore the previous relationships that
the savings bond ha~d to other forms of savings. I think there is some
considerable opinion that that will not come about in certainly any
short period, over the next year or two, because there is still a tre-
inendous demand for money it the money market.

Senator WtLAMs. I agree with that premise.
But the point is what they are sug geting is-that we wait untif thbre

is no need fori this. While I respect the need of the housing industry
for this cheaper money, on the other hand, if we are going to sub-
sidize the interest rates for the housing industry is it fair to shoulder
this so-called subsidy- on the backs of the small investor alono? I cer-
tai nly an ot ting an interest subsidy; bft if we are going to-do
it shouldn't it be done- by all Americans rather than just singling out
the small investor? As it is now, I think we will agree that it is this
small investor who is buying 'the series E bonds today and who is
receiving this low-interest rate. The only cheap mn'uey that the Oov-
ernment is borrowing today, the 4 percent, Is whatt it is borrowing
from the small' investor. Anybody who has $1,000 to i vest at the
nioment will buy a 6-percent Government bond with the same 7-year
inaturity. He is not even locked in for 7_years'to get 6 percent. He can
sell it in 0 months and get 6 percent. But we are locking 'these 44
percent individuals in for 7 years in order to get 184 perent less than
is being paid to others. As one who s'iipported the truth Iffckaging,
I am wondering if tho GovernMeht in its savings bond advertising
program wore to toll these small investors the actual truth'as tothe
advantage that is being taken of them, the savings bond progratn
would not automatcAly fold up.

Secretary FOWL IR. I don't th1nk so, Senator Williams. I think there
are many other factors that enter into both the motivations and the
advantages of the savings bond program, that it is not entirely a, ques-
tion of rate. If that had Weni the case it would have been very senously
affected and that has not been the case. We have continUed th0rUghthfs
period where there has been this disparity of rates, thanks I think
in good measure to the splendid promotioNal effort of the industrial
Payroll Savings Bonds Committee and the support of various insti.
tutlons and the desire of the person on wage income to have a steady,
regular method of saving, and also a desire to, a patriotic feeling of
a willingness to, participate in this program. I think that the sales have
done remarkably well.

But I do think the question of equity and fairness is an appropriate
one, the one you raise, and that some consideration ought to be given
to it. We have, as you know, moved up the regular savings bond, the
E bonds, up to the very limit of the permitted rate. We Have alsore-
cently modified the Freedom Share arrangement so that that is a more
attractive rate, and I would certainly not want to say no. I think we,
on the other hand should say yes, that a proposal for a longer term
adjustment of the sort you have indicated isone that ought to be very
carefully examined at this stage of the game, particularly now that
we do have fiscal policy moving in to joFn with monetary policy and
we can look for less pressure on the housing industry in the months
to come.

Senator WvLTAis. Well, I won't pursue this further. I am not con-
vinced on your argument that we should wait too long on this. Unless
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I do change my mind, and I don't think I will, Congress is going to be
confronted with this question in the near future, and so hope the
administration will give careful Stitdy. If you have any reconmenda-
tious in that connection submit them to us, and be ready to pass on it,
whether you are for or against it, because this is going to be prOposed
and presented for a vote. I can assure you of that.

Secretary FoWLER. We would like to work with you onthis, and
because we do want to--

Senator Wi~uAMs. Thank you.
Secretary FowLEn. Because we do want to encourage and maindtli

and sustain and develop the savings bond program. We think it is the
most, perhaps the most, desirable and the most useful of all of our
debt-management technique&

Senator W=A aMs. I agree completely on that, and I don't want to
do anything that would disrupt it, as you know. That is the reason-
even though you may not endorse this plan or recommend it at this
time-that I would appreciate an opportunity to work with you in
order that we could get an amendmen-t drafted in tho iost workable
form. I am very much interested in this for two reasons: From the
standpoint of .exlty it has merit, and from'the standpoint of the ad-
vantages that it would have in siphoning some extra money out of the
spending stream at this -time.

Secretary FOWLER. This is the point we are conscious that you are
stressing.

Senator WILLIAMs. And I would be prepared to cooperate with you
in helping to work it out.

Secretary FOWLER. Thank you, Senator.
The CHAIRMAN. Before we proceed further permit me to say we

have something of a scheduling problem here today that is insur-
mountable. That being the case, I will accommodate myself to the
facts as I find them, with the concurrence and judgment of the coin-
mittee, and modify our whole procedure.

It had been my hope that we could have concluded this hearing
on yesterday and that we could have had an executive session this
morning to consider nominations and also to consider our procedure
with regard to further witnesses on the pending measure.

Unfortunately the Senate was voting yesterday on a number of
very important amendments to the defense bill. There was objection,
which, of course, anyone has a right to enter, tothe committee meet-
ing. Therefore, we continued the hearing until today, and as the
hearing has progressed we can see we will obviously not have a quorum
by the time the Senate meets.

There are a number of items that the committee would like to
inquire about, particularly with reference to the nominee for the Tariff
Commission and he is not here today. I understand he is in the Virgin
Islands so we could not conelude the meeting even if we did try to
hold an executive session today. We already have a hearing scheduled
for tomorrow. So I would like to inform those who are here to meet
with the committee with regard to their nominations that we won't be
able to get to that today. Is Mr. McCrocklin here, and is Mr. Sylvester
here? 1> regret very much having kept you gentlemen here. I had
hoped we would be able to hold an executive meeting which we had
scheduled, but it is beyond my power sometimes when the Senate is
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in session and we have objections to confmlttees meeting dfiring the
session of the Senate. We will have to call you at a later date, either
tomorrow or as soon thereafter as we can conveniently schedule a
meeting.

Now, Senator Smathers wants to ask the Secretary a few more
questions about this matter.

Senator SMATHERS. Mr. Secretary, first, not on this matter, but as
we are covering the whole spectrum of economic affairs today, let me
ask you just this one question: Since the Congress has adopted the tax
increase and expenditure control bill, as was recommended, the tax
increase by the administration, and the expendittlre control by the
Congress, there have been a number of writers in the economic world,
as well as a number of Senators who speak with some authority on
the matter of economic matters who say that this bill is now going to
throw the country quickly into a depression; do you agree with that?

Secretary FOWLER. I do not.
Senator SMATrHERS. You do not?,
Secretary FOWLER. I do ttot.
Senator SmATHER&S. All right, the next question I want to ask

you-
Secretary FOWLER. May I say, Senator Smathers, that both'th6ad-

ministration and the Federal Reserve System will be working closely
together to appraise the impact of the bill, and Chairman Martin has
stated publicly that the Federal Reserve System will, in connection
with its responsibilities over monetary poliy, will follow the situation
very closely, and having made its appraisals will be concerned that
monetary policy will move. For those who do have concern on the
points that you mentioned, I think we can count on flexibility in policy
in this area, and for that and for a number of other reasons I do
not share the concerns that have been voiced. While I think we always,
of course, should be very careful.

Senator SMATHFRS. It has been demonstrated has it not, that the
various branches of Government will move with great facility, and
expedition in the areas of inflating the economy whereas it has been
very difficult for them to move in those areas of controlling inflation.

Secretary FOWLER. The time problem on restraint is a much more
severe one than on stimulation.

Senator SMATHERS. Now, back to the bill here, I would like to sug-
gest to you, Mr. Secretary, that when you send a draft of a bill Over
you and Mr. Surrey, that you do incltide in it, provisions which will
make it impossible for people to travel into our neighboring areas and
there purchase their air tickets. As you know, I am very pleased with
the change which you have recommended with, respect to the Carib-
bean area, particularly Bermuda, the Bahama Islands, Jamaica, and
so on, and I think that was a wise decision because for every tourist
dollar the Bermudians get they spend back in the United States $1.67.
For every dollar which the 1alhaman get they spend back in the
United States $1.80 and I think it is relatively the same with respect
to Jamaica.

However, Nassau is only 30 minutes away from Miami. I would not
like to see anyone be encouraged to fly over to Nassau to purchase theirtickets to go on to .Europe use there is considerable good travel
opportunity from there direct to Europe. The same thing, of course,
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is true of Winkipeg, Canada, and other areas, so I think you might as
well be smart and head off that prospective loophole in your draft bill
before it becomes.a bigger loophole.

The next question I want to ask is what effective date do you think
we should put;*if we do pass this bill, on the travel expenditure tax?

Mr. SuRY. Our recommendation is to applyt tA to jpt leav-
ing 20 days after the effective date of the br I thifik it is just a ques-
tion of our tooling up and their getting information.

Senator SmATHERS. So it could be that those who wanted to, who
thought they may want to, travel this year may go and get their
tickets now ?

Mr. Summy. Are you talking about the ticket taxI
Senator SmAroAmis. I am talking about the ticket tax-
Mr. Sunmiy. The ticket tax would apply to tickets purchased 10

days after the effective date of the bill.
Senator SHLATHIERS. Ten days after?
Mr. SumtRY. That is in the HM6sS bill, yes.
Senator SMATHERS. That is itv the House bill?
Mr. Smusy. That is in the House bill.
Senator SmAT1m. All right.
Now, Mr. Secretary, again I want to ask you this question because

it seems to me this is the real question once again, and I asked ou
this yesterday, but I want you to go over it: Do you believe that ?his
proposed expenditure travel tax, as I think we call it, is so urgent that
the Congress must act before we adj*1'.- hopefully on August 2 ?

Secretary FoWLpm. Yes, I do think it is so urgent that the Congress
should act. It would not be becoming for me to use the word "must"
and I, therefore, amend it that way. But I would sa that it is very
urgent that the Congress act affirmatively and definitely to indicate
the seriousness with which it continues to view our balance-of-pay-
ments problem and express its determination in this very direct and
tangible way, that we are going to continue to be concerned about, it
and we are going to take the measures that are necessary to deal with
it until we have the balance of payments clearly back into equilibrium
and keep it there. I don't see how that assurance can be felt over the
short pull or the long puli unless the Congress grapples definitively,
mnybe not in just theway we have recommended, but f some very
defintive way with this travel deficit problem.

This is not a reversal of our principle in that we have been the fore-
most nation in the world, I believe, in advocating free trade and greater
travel and intercourse bick and forth between the peoples of the world.
This bill is not designed to be in conflict at all with that principle. It
simply says "go ahead and travel. But while you are travelingP remem-
ber, when you are spending your dollars you are also spending U.S.
foreign exchange," and this-is an important consideration.

Senator SMATHiS. We hear the argument made many times that the
best way people in other countries can get the dollars with which to
buy our goods is to take advantage of our tourists whodo travel. I am
sure you recognize there is some validity in that argument. But is ity our contention that this matter of our deficit in the international

balance of payments is so severe, and we need so urgently to do some-
thing about it that we can foregothat particular-
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Secretary FowLn. There is no shortage of dollars in the world to-
day with which to buy our goods. It is really the reverse. The balance-
of-paments deficits that we are concerned about here have totaled
$16 billion over the last 7 years which came on top of a period of 3
years, 1958, 1959, and 1960, when the balance-of-payments deflit was
a total of about $11 billion. So there is no shortage of dollars in the
world. Indeed the problem is just the other way.

Senator SuATHmI. When you say that the administration wants it
you mean yourself and the President of the United States and-

Secretary FoWvum. Yes, air; I am speaking for the admihistrat on.
Senator SMATHERS. Regarding the totality of influence which each

of you haveI
Secretary Fowln. Yes, sir.
Senator SMATHnES. You are for it?
Secretary Fowis Yes, sir.
Senator SmATHms. All right, sir.
-The CHARMMAN. Mr. Secretary, I don't ivant to beat the wrong

horse about these matters, and I em n~t part larly critical-of people
who are doing their job the beet way they can. I know the kind of
pressures that they live under but I was just looking at some of the
different items within the power of the executive branch of thb Gov-
ernment to correct with regardto the balance of payments but with
regard to which not much is4,eing done.

This measure before us I think wold n]prove our balance of pay-
ments about $140 million a year. Isn't that correct

Secretary FowLm Yes.
The CiAmirAN. Now, the Secretary of Interior is a goo man who

is doing a good job overall and I don't really complain abo~it his
handling of-tie problem because I think he is confronted with such
tremendous pressures fromsuch a variety of sources. But I was just
looking at a complaint, for example, from the Inidependent Petroleum
Association to me with regard to the oil impot program. Wen Suez
was closed as a result of this Israel-Arab war, it was necessary for
us to call upon the domestic oil industry to bear the burden for pro-
viding fuel for this country, to take over what would have been
provided to us as a result of Near East production and also to help
relieve free Venezuelan exports to Qo to Europe rather thtn to come to
the United States. The domestic oil industry was m6re or less called
upon to provide the full requirements of the Nation for oil and-that
was, of course, the kind of thing for which we had an oll'import
program so we would have an industry capable of seeing us through
a near emergency or tight spot.

The fact that Near East oil could be easily cut off fr6n us and denied
access to us and our allies is one of the reasons we instituted an oil |h-
port program.

Now, when that crisis subsided and it was then practical for the oil
companies to readjust their situation tWrely upon that Near East oil
again, to provide it to markets where they wanted, it and to put more
Wenezuelan oil in her, the Interior Department proceeded to give the
oil companies, most of them very large co*,porations, additionaltickets
to make up for the oil that they did 't ship us during the time they
couldn't provide us with our needs. The effect of it was that for 1967,
and for the 2 succeeding years after 1967, 1968, and 1969, Interior
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provided the oil iip voters with an additinal 150,000 barrels a day of
oil imports: to pay them Off for a couple of years for the oil they
couldnt deliver to us. We were rewarding foreign oil for not being
able to provide oil to us in times of emergencies and similarly we were
punishing the domestic industry from an economic pointof view for
the fact that this industry did provide the oil during that time of
emergency.

That works out to about a $70 million adverse balance-of-payments
situation over a period 0f 2 years.

Then the domestic producers complain about this $100' Milli6n of
bonded jet fuel that comes in here which they feel the oil import
program did not contemplate and which should not be a part of, It.
There is also the oil that is permitted to come in from Canada over
and above the Canadian estimates which works out to about $60 mil-
lion a year. So those items come to almost $200 fifllfift-a year of deci-
sions made in the Depaitebht of Interior, each one of which affects
our balance of payments adversely. That $200 million a year deficit is
about $60 million more than this program here would gain for us.

I have also been trying to'do something-abit'the problem of our
sugar producers having a big surPlhigon hand for which they desper-
ately need a market. If they can t - market it, they definitely hav-e to
take a very big cut in acreage which is disastrous fromtheir point of
view in the cane area of Louisiana and Florida. We have been trying
to get the Secretary of Agricult~tre to biy some of that sugar rather
than to have to buy sugar offshore. Why not sell off sugar we have
stored which otherwise we would have to wait a few years to sell and
for which we would have to take a big acreage cut while waiting for the
opportunity to sell it. That is about a $60 billion item.

It does seem to me it would be very good if on some of these ques-
tions the balance-of-payments aspect of it would be viewed with the
same emphasis that you at Trasur would give to it. I'just wish that
we could persuade some of those in the other departments to look
upon this matter as being as serious a matter as you do. Maybe it is
because you 'have to worry about the money and about the fad that
the people are losing confidence in that money that you are managing,
that you put more emphasis on it than someone else doe. But I cer-
tainly would hope that, one way or another, we could persuade these
other Departments, Agriculture and Interior, to view this problem
as being as grave as you view it.

SAeretary FowLPa Mr. Chairman, I think that as one looks at the
situation over the last 10 years it used to 'be true that the problems of
the dollar and the balance of payments were the preoccupation of the
Secretary of the Treasury and the Treasury Department and their
counterparts in other countries and ministers of finance.

I think the problems of maintaining the type of economic growth
and prosperity that the free world has witnessed over the last 15 years,
20 years, which has been greatly aided by this international monetary
system, the importance of this and the fact that it is a matter on
which not just one part of the Government has to function but all
parts of the Government have to function, has been brought home by
events of the last year or two in a way so that the balance-of-pay-
ments problems are no longer just the preoccupation of the reasur
Department. They are the concern of the President, they are the con-
oern of the Sacretary of State, and the Secretary of Defense, of the
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Secretary of Aric 1tlre. We have the Secretary of Agriculture serv-
ing on the C inet Conmittee on bWauice of payment. We don't
have the SecreMy of Interior and, perhaps, we should add Iiiih, in
this reg.rd. Now, that certain of the pressing legislative matters are
hopefully behind I I shall have more time and occasion to visit my
colleagues in other departments of Goverinebnt where there is a rela-
tionship to what they are doing to balaice of payments, than I have
had before. We will have more opportunity for collective considera-
tion of the kind of issues which you very properly raise here.

I don't attempt to make ay judgment or make any assessment of
the pros and cons of the decisions you have mentioned, but certainly
you have referred to their relevance to the balance-of-payments prob-
lem and we will inquire intothem.

The ChARMA..These thing, of course, do tend to get very compli-
cated. I know the contending views about oil imTpiorts, One group says
the oil imports are the biggest single thing in the balance of payments.
The imports are over $2 billion a year, arid reduoingtliht figure by ex-
ports in chemicals and products would leave our balance at a $1.5
bil ion6dficit.

Now, the major producers will hasten to contest that figure by claim-
ing that in the last analysis they bring more money back in than they
take out because of the profits and the sales over in Europe and else-
where. The produce oil in the Near East and in Venezuela, ship it to
Europe a make profits on that and the profits they make they bring
back here.

But the importing onfilanies contend that if you give them credit for
the profits they bring back into this country they wind up giving you
a major surplus.

Secretary FOWLER. Yes.
The CIrAIRtiAN. And it tends to work out, I suppose, that it is just

like a great number of other things where you have to make a whole
pattern in order to see whatthe picture is.

If we didn't have these troops over there in Europe, didn't have a
war in Vietnam, it might well be that we actually would not have a
balance-of-payments problem. What is your reaction to that?

Secretary FowLER. Well, we had a balance-of-payments problem
before the war in Vietnam. We had we have had, a deficit, a serious
deficit, as I indicated, running at the level of $3.4 to $3.9 billion in
1958, 1959, and 1960. We then reduced it to a pattern of sbout $2%
billion in 1961, 1962 1963, and 1964, and got it down to a low of $1.3
billion in 1965. So while I think there is no question that the hostilities
in Vietnam and Southeast Asia are directly contributing to our bal-
ance-of-payments deficit, in the order of magnitude currently in the
neighborhood of about $1% billion, I don't think that the endl of the
war in Southeast Asia would mean the end of a concern on our part
with the balance-of-payments problem. Just looking at the picture as
it existed prior to the war in Southeast Asia gives you a full answer
to that. There is no easy$ simple answer and no one single event or fht
that is likely to be determinative. Our balance of payments is going to
be the end result of a large number of different transactions.

This table that was presented to the committee shows the tourist
problem and the problem of military expenditures abroad are two of
the major deficit items in the picture, and I would contend that we
have to be concerned with both. I would contend we have to be con-



124

corned and we aro concerned, as the President's message indicates,
with reducing and neutralizing the balance-of-payments expenditures
in our Military Establishment. We can't turn our back on that. This is
one of the things, of course, that has happened to the United Kingdom.
They have been suffering under that but I don't._think, to come bick
to it; that we can ignore any signflcant elements that contribute to the
balance-of-payments deficit or the encouragement of any significant
element that is on the plus side.

The CHAIRMAN. Now, with regard to some of our trading Partners
who would not be affected by this legislation, I understand that what
the earn in tourist dollars is very essential to their ability to trade
with us and buy the commodities they want from us. That would be
true of countries like Mexico, Canada, and the Bahamas?

Secretary FowLER. Canada, that is right; and to some lesser but still
very marked extent, the Latin American countries.

The CHAnMAN. So in the last analysis to correct our balance-Of-pay-
ments deficit aren't we to a considerable extent going tohave to look to
some of these items over which this Government has complete control,
suoh as the amount of imports of certain items we are going to bring
in which we have under control at the present time, the level at which
we want to maintain a merhant marine, the extent to which we can
afford troop commitments and matters of that sort, rather than to
hope to negotiate ourselves out of this box in which we find ourselves?

_Secretary FOWLER. I think it is going to be both of these things,
Senator Long. That undoubtedly the counterpart of our deficit is
somebody else's surplus. It is the design of the President's program
to focus the impact of the direct measures we take primarily on those
surplus areas That is why the concern about tourism to Western
Europe is the sharp focus of this proposal before you, because it is
in Western Europe that we have had this succession of you might say
chronic surpluses which have been the counterpart of our chronic
deficits,

Now, the Presidont's program is designed to proceed on the premise
that therefore, its impact should be primarily, although not exclu-
siveiy, but at least primarily, on the surplus areas. We should try to
work with them so that they will take the actions that will make it
possible and feasible for our deficit to be cured. For example, a policy
in Western Europe of using fiscal and monetary measures to stimu-
late the growth of the economy of Western Europe at a greater rate
than has characterized the rate of growth in some countries in the last
year or two would result in a. greater volume of economic activity
which, in turn, in view of our export potentials would result in a sub-
stantial increase in the rate of exports to Western Europe.

This is the kind of cooperative action that we have elicited and has
been to some extent forthicoming in recent months as a result of this
program. I won't say it is the sole reason for it. There are domestic
policy considerations that always enter in. But I think it is a combina-
tion of our taking a certain amount of unilateral action with reference
particularly to our own Government expenditures abroad, but also
trying, through the patterns of international economic cooperation, to
achieve an equilibrium that is healthy and hits the areas that have
been enjoying the surpluses rather than having its primary impact on
the areas that have deficits.

The CHAnmAfN. Here is something which does somewhat confuse
me. These European countries do not want to give up the surplus that
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they have in- trade with the United States, and in their foreign trade
they view that as a profit, in effect, and they don't want-to give it up
by negotiations. They prefer to retain it, if they can. Wouldi't that be
basically correct or substantially so I

Secretary FowLm. I would have toquestion the premise of your ques-
tion, because by and large we have trade surpluses with most of the
Western European countries. It is the capitalfows and the tourist ex-
penditures and the military expenditures that have added to the pic-
ture. If you leave those to one side and just thing of, it in terms of
balance of trade rather than balance of payments, the United States
has a favorable balance as far as Western Europe is concerned.

The CHGAmAw. But now, if you call that balance of payments they
don't want to give up their favorable balance of payments do they?

Secretary F owL They recognize-and join with-us and- have since
1966, August 1966, in a; report of the OECD'in recognition that the sur-
plus countries have a responsibility to take actions to diminish the
level of their surpluses and to come back towards equilibrium just as
the deficit countries have responsibilities to take action to cure their
deficits, and this has become an accepted premise and tenet of our
economic working relationships particularly with the countries in the
OECD. This is part of the underlying basis. You will find, in this
Blue Book, Senator Long, in chapter 9, a pretty detailed examination
of the reasons why we must ask for and get responses from our trading
partners, if this adjustment back to equilibrium is going to be made in
a healthy, constructive way rather than by unilateral action, which
could trigger various forms of retaliation and diffictilty.

The CHAIPMAi€. Well, my question is do those countries favor this
action that we are seeking to take to reduce the flow of American
tourist dollars over there or do they reluctantly accept it as a necessary
fact of lifeI

Secretary FowL. I think it is the latter. They reluctantly accept
it as being necessary, a necessary element, in an overall balance-of-
pa cents program which includes a number of other things.

Naturally each country has a set of priorities as to what they would
have us do in order to cure'our balance-of-payments problem, and
they put at a very high position on the list those thins that don't
affiet them and very low on the list the things that would affect a par-ticular country directly. But, by and large, there is no question bt
what all of the governments and central banks concerned recognize
that it is important not only to us but important to them and to the
international monetary system to which they depend for the Unitel
States -to cure its deficit,

The COAIxnIAw. That is the thing that is somewhat confusing.
They want our money, 'on the one hand, they want a surplus in their
balance of payments with us, but on the other hand, they don't want
to accept our money. They--

Secretary FowLE. Let me say the problem of communication
here-

The CnAm1iAir (continuing). They want our money but they are
unhappy about it.

Secretary FOWLER (continuing). The problem of communication.iis
a very real one, so that the attitudes of the prime minister or the ohief
of state or the minister of finance get reflected in what' the- minister
for trade and commerce does, there is a gap there reflected in what

9-048 O--68--pt. 1-
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the minister of defense does or what the tourist bureau does, and a lot
of the problem, just as it is a problem in this Government to persuade
and to make it possible for all of the elements in the departments and
agencies of Government whose actions will affect the balance of pay-
ments to be concerned about the problem. So there is a la, in com-
munication in those particular countries, particularly in getting them,
their departments and agencies, to take the necessary. actions to help
us. This is not an easy thing for a foreign minister or finance minister
to persuade the minister of trade thatlie ought to make concessions
to the United States in order to help the United States cure its balance-
of-payments problem. He says, 'What is this balance-of.payments
problem? You know I am concerned with trade. Let somebody else
worry about that." ou find in this business two very stark reaities,
that when you have a difficult and disagreeable measure to tuke, you
find, first, that there are fertile minds that develop other means of
solving the problem quite naturally that aren't really related to reality
that provide easy answers to intractable problems. It is a normal
human instinct.

Secondly, when the harsh reality has to be faced and there is a need
for strong measures or disagreeable measures such as the one before
you that will do the job, then all the interests that are involved or the
constituencies that are affected explain how wise and proper it is to
solve the problem by doing something else rather than the matter at
hand; and this goes on in our country just as it goes on in other
countries

The CIAIRMAN. With regard to this 10-percent surtax, isn't that
likely to'increase the cost of U.S. goods in world markets and to that
extent make it more difficult for us to compete, thereby cutting our
balance of trade?

Secretary FowL.. No, I don't think that will be the result. I think
that the end result of the surtax will be to improve the competitive-
ness of our exports by curbing inflation, while also bringing our
economy back to a cruising sped that will not suck in imports at the
terrific rate we have been sucking them in the last half of 1987 and
up to this point in 1968, and I think that it will create an environ-
ment, it should help, at least, to create an environment by removing
the demand-pull inflation in the picture, yet an environment in whieh
the problem of cost-push inflation which is the one you referred to,
can hopefully be tackled.

The CHARMAN. Well, thank you very much, Mr. Secretary, and Mr.
Surrey. You have given us-

Secretary FowwiE. Thank you for the opportunity to present this.
I know it 's a difficult problem and I know the committee's docket is
full, but I wouldn't have insisted upon it and urged it if I didn't feel
a compelling duty to stress it as strongly as it was within my power.

The CIALMAN. Would you be so kind as to have your Department
prepare and submit a draft of your recommendations so that they can
be included?

Secretary FowLn. They are in preparation and I think my staff is
in touch with your staff. You will have them within the next couple
of days.,

The CHArMArN. Thank you very much.
(Whereupon at 12:20 p.m., the hearing was adjourned.)
The Treasury Department recommendations appear on p. 1a.
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1 Be it enacted by the Senal. and House of Representa-

2 ties of the United States of America in Congress assembled,

3 TITLE I-TAX AMENDMENTS
4 SEC.- 101. TAX ON TRANSPORTATION OF PERSONS.

5 (a) T.ix o T ANSPORTATION OF PnsoxNs.--Sub-

6 chapter 0 of chapteri33 (relating to tax on transportation of

7 persons by air) is amended to read as follows:

8 "Subchapter C-Transportation of Persons

"Sec. 4261. Imposition of tax on transportation of persons
by air.

"'ee. 4269. Imposition of tar. on transportation of perlous
by oater outside the United Stalet.

"See. 4W3. Ermption.
"See. 4W4. Special rules.

9 "SEC. 4261. IMPOSITION OF TAX ON TRANSPORTATION

10 OF PERSONS BY AIR.

11 "(a) AMOUNTS PAID VITI IN Tn E UNITED T ES.-

12 There is hereby imposed upon the amount paid within the

13 United States for transportation of any person by air, within

14 or without the United States, a tax equal to .5 percent of the

15 amount so paid.

16 "(b) AMOUNTS PAID WITHOUT TIlE UIieTD

17 ST.TB.-There is hereby imposed upon the amount paid

18 without the United States for transportation of any person

19 by air, but only if such transportalion-

20 "(1) begins and ends in the United States;

21 "(2) is provided pursuant to a ticket or order under
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1 Which the first transportotio b1.air begins in thi. United

2 states,; or

3 "(3) in the case of amounts paid within' Canada,

4 Mexico, or the (aribbean -island area (as defined in 1.9

5 17.1.0. 12?02) foir' transportation of a resident of the

6 Unitl Mtate., is provided pursuant to a lieket or order

7 tinder which the first tran.9portation b./ ai' elin.s in

8 Canada, MAeaico, or 'the Caribbean island area within

9 forq-eiqht hours after suich individual departed frm the

10 United States;' ....

11 a tax equal to 5 1)er-centtn of the amtnt .o paid. it the

12 ease of any transportation by air which is interrupted by

13 ft .heduled stopover in the united State, of 6 hours- or tmore,

14 parayiraph (1) shall be applied separately to the portion of

15 such transportation, before the interruption and -to the portion

16 of such transportation alter the interrtplion.

17 "(c) SEATs, BTRTHS, OTC.--There is hereby imposed

18 upon the amount paid for seating or sleeping accommodations

19 in connection with transportation with resped to which a

20 tax is imposed by subsection (a) or (b), a tam equivalent

21 to 5 perent of the amount so paid.

22 "(d) Bl WHoM PAtD.--Rxcept as provided in section

'This provision is designed to extend the tax t6 indiv'IduAls who
Cross into Canadn or Mexico or travel to n Caribbean island to embark
on a foreign flight. It hrs been added As a reilt of the concern over the
lssiible iversiln of I T.S. iassengers to Canada.
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1 4264, the taxes imposed by this section shall be paid by the

2 person making the payment subject to the tax.

3 "(e) UNITED STATES DEFr.-For purposes of this

4 subchapter, the term 'United States' means the States, the

5 District of Columbia, the Commonwealth of Puerto Rico, and

6 the possession of the United States.

7 (f) SPECIAL RULE FOR AIR TRANSPORTATION

8 WITHIN A PossmsioN.-The tax imposed by this section

9 shall not apply to amounts paid- within the Commonwealth

10 of Puerto Rico or a possession of e United States for

11 transportation which begins and ends within the Common-

12 wealth of Puerto Rico or which begins and ends within such

13 posion (in either case., determined with the application

14 of the second sentence of subsection (b)).

15 "SEC. 4262. IMPOSITION OF TAX ON TRANSPORTATION

16 OF PERSONS BY WATER OUTSIDE THE

17 UNITED STATES.

18 "(a) AmOUNTS PA.ID WITHIN UNITED ST TE.-

19 There is hereby imposed upon the amount paid within the

20 United States for taxable transportation of any person by

21 water a tax equal to 5 percent of the amount so paid for

22 transportation which begins before October 16, 1969.

23 "(b) A.IovATs PAD OUTSIDE UNITED STATES.-

24 There is hereby imposed upon the amount paid without the

25 United State.q for taxabhle tran.portation of any person by
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I water, but only if such transportation is provided pursuant

2 to a ticket or order under which the first transportation by

3 water begins at a port in the United 8tato, a tax equal to

4 5 percent of the amount so paid for transportation which

5 begins before October 16, 1969.

6 "(o) &As, BEsTHS, REQWRsD CHARESs, ET.-

7 There is hereby imposed upon amounts paid for-

8 "(1) .seating or sleeping accommodations in conneo-

9 tion with transportation with respect to which a tax is

10 imposed by subsection (a) or (b), or

11 "(2) food, services, or facilities on the vessel the

12 charge for whioh must be accepted as a condition to

13 taking transportation with respect to which a tax is im-

14 posed by subsection (a) or (b),

15 a tax equal to 5 percent of the amount so paid.

16 "(d) Br WuVloy Pwz.-Except as provided in section

17 4264, the taxes imposed by this section shall be paid by the

18 person making -the payment subject to the tax.

19 "(e) TAXABLE TRAN8PORN'Ti.--For purposes of

20 this secticm--

21 "(1) GiEnAL RL..-The term 'taxable trans-

22 portation' means any transportation where the veel

23 makes one or more stops at a port within the nontaxable

24 area-(as defind ,in section 4944(b)) and one or more
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1 .stop at a port wilthin the taxable area (as defined in

•,2' section 4944(c)).

,3 "(2) EFFECT OF 11-HOUR STOPOnmR.-In the case

of.any transportation by1 water which is interrupted by

5 a scheduhd stopover of twelve hours or more, paragraph

6 , (1) .shall be applied separately to the portion of such

7 transportation before the interruption anti to the portion

8 pf such transportation after the interruption.

9 "SEC. .4263. EXEMPTION.

10 "The tax imposed by section 4261 or 42#2 shall not

11 apply to the payment for transportation or facilities fur-

12 nished lo an. international organization, or any corporation

13 created by Act of Congress to act in matters of relief under

14 the Treaty of Genera of August 22, 1864.

15 "SEC. 4264. SPECIAL RULES.
16 i "(a) PAYMETIs MADE OU DE T E UNITED STATES

17. FOR PREPAID OI ES..-.If the payment upon which tax

18 is imposed by section 4261 or 4262 is made outside the United

19 States for a prepaid order, exchange order, or similar order,

20 the person furnishing the initial transportation pursuant to

21 ..such order shall collect the amount of the tax.

22. ... .. "(b) TAx DEDUCTED Uo.v REtyuNs.-Every per-

23 son who refunds any amount with respect to a ticket or order

24 which was purchased without payment of tax imposed by see-
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1 tion 4261 or 4262 shall deduct from the amount refundable,

2 to the extent available, any tax due under such section and

3 shall report to the Secretary or his delegate the amount of

4 any such tax remaining uncollected.

5 "(C) J'AkMRNT OF TAx.-Vhere any tax imposed by

6 section 4261 or 4262 is not paid at the time payment for

7 transportation is made, then, under regulations prescribed byl

8 the Secretary or his delegate, to the extent that such tax is

9 not collected under any other provision of this submhapter---

10 "(1) such tax shall be paid by the person paying

11 for the transportation or b!/ the person using the trans-

12 portation;

13 "(2) such tax shall be paid within such time as the

14 Secretarl or his delegate shall prescribe by regulations

15 after whichever of the following first occurs:

16 .. "(A) the right to the transportation expires; or

17 "(B) the time when the transportation becomes

18 subject to ta.r; and

19 "(3) payment of such tax shall be made to the

20 Secretary or his delegate, to the person to whom the pay-

21 ment for transportation was made, or to any person fur -

22 nishing any portion of such transportation.

23 "(d) APPLWATON or Ttix.-The tar imposed by sec-
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1 tion 4261 or 4262 shall apply to any amount paid within the

2 United States for transportation of any person by air or

3 water unless the taxpayer establishes, pursuant to regulations

4 prescribed by the Secretary or his delegate, at the time of

5 payment for the transportation, that the transportation is

6 not transportation in respect of which tax is imposed by such

7 section."

8 (b) TERMtiATION OF EXEMPTIoNs.-Sections 4292

9 (relating to State and local governmental exemptions) and

10 4294 (relating to exemption for nonprofit educational orga-

1 nizations) are each amended by striking out "or 4261".

12 Section 4293 (relating to exemptions for the United States

13 and possessions) is amended by striking out "subehapters

14 B and C" and inserting in lieu thereof subchapterr B".

15 (c) CoNFoRmoNt AiEmDuEmT.-Section 6415 is

16 amended by striking out "4251 or 4261" each place it appears

17 and inserting in lieu thereof "4251, 4261, or 4262".

18 (d) EFr 'BRem, DATE.-The amendments made by this

19 section shall apply with respect to amounts paid on or after

20 the 10th day after the date of the enactment of this Act for

21 transportation beginning on or after such 10th day.

22 SEC. 102. EXCISE TAX ON FOREIGN TRAVEL.

2 (a) LIIposttoN op TAx.--Subtitle D (relating to mis-

24 cellaneous excise tax) is amended by adding at the end thereof

25 the following new chapter:
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"Chapter 42.-FOREIGN TRAVEL

"$so. 4941. 'am on Iomigf emW.
"Se. 4940. Table trip.
"Sm 494S. Tawa bl amount.
"BM. 4944. Ots, deflnitow.

2 "SEC. 4941. TAX ON FOREIGN TRAVEL.

3 "(a) ImPOSiTIoN OF TA.-There is hreby imposed

4 on the taxable amount (as defined in section 4943) with

5 respect to any taxable trip (as defined in section 4942) of

6 any individual who is a United States person (as defined

7 in section 4944(d) (1)) a tax equato 30 pement of such

8 taxable amount.

9 "(b) PER tDRA ExtC UsoN.-ln the case of any indi-

10 vidual, there shall not be taken into account under subsec-

11 tion (a) an amount equal to $15 multiplied by the number

12 of days during any part of which such individual was on a

1 tax~te trip.

14 ") 5-PcENT RATR IN CASE OF cERTAiN TRAIVS-

15 PORTATION EXPENSBE.-

16 "(1) LECtiwoN.-In the case of any amount paid

17 which, if it had been paid within'the United States dur-

18 ing thetaxable trip, would have been subject to tax under

19 subapter'O 61 "e/ chapter 83 ratingg to tax on transpor-

20 tatn of persons,, or the value of any air transportation

21 furnished which otherwise constitutes a taxable amount,

22- the tapay r ma/ elect-'
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1 "(A) that such amount shall not be subject to

2 the exclusion under subsection (b), and

3 "(B) to have the rate applied to such amount

4 under subsection (a) be 5 percent in lieu of 30

5 percent.

6 "(2) FORM OF ELECTION, ET.-Any election

7 under paragraph (1) shall be made at such time and in

8 such manner as the Secretary or his delegate may by

9 regulations prescribe.

10 "(d) PERSON LIABLE FoR TAx.-The tax imposed by

11 this section shall be paid by the individual who makes the tax-

12 able trips: Provided, however, That an employer who fur-

13 nishes facilities and services to an employee the value of

14 which constitutes a taxable amount under section 4943 may

15 elect (in the manner provided in regulations prescribed by

16 the Secretary or his delegate) to assume the liability (in lieu

17 of such employee) for the tax imposed on such amount (cor-

18 puted without regard to subsection (b)).'

19 "SEC. 4942. TAXABLE TRIP.

20 "(a) GENERAL RULE.-For purposes of this chapter,

21 the term 'taxable trip' means that portion of any foreign trip

22 (as defined in section 4944(a)) which is not excluded under

23 subsection (b).

2 This election will obviate the need for employers having to break
down their expenditures for employee foreign travel among individual
employ es and, thus, will eliminate the allocation problems raised by mem-
bers of the conittee.
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1 "(b) EXOLUSiONS.-For purposes of this. chapter-

2 "(1) BoNAI FiDE RESIDENCE ABROAD.-An indi-

3 vidual shall not be considered on a taxable trip for the

4 entire trip if such individual, after his departure, estab-

5 lishes his residence outside the United States.

6 "(2) TRADE OR o BUSNESS.-An individual shall

7 not be considered on a taxable trip for the portion of the

8 trip during which such individual is enga~qed in a trade

9 or business in the taxable area on a full-time basis (A)

10 for a period of at least 120 consecutive days, or (B) as

I I -an employee of an international organization.

12. "(8) MILITARY SRRVoE.-An individual who is

13 a member of the Armed Forces of the United States shall

14 not be considered on a taxable trip for any portion of

15 the trip during which he is serving on active duty and is

16 assigned to duty in the taxable area.

17 "(4) STUDENTS AND TEACHERS.-An individual

18 shall not be considered on a taxable trip while he is en-

19 rolled at and attending as a student, or while he is em-

20 played as a member of the faculty at, a foreign school or-

21 university for a normal unit of regular instruction ap-

22 proximating at least one-quarter of a school year, but in

23 the case of a student only if such individual is studying

24 for a degree at such foreign school or university or re-

25 ceives academic credit for such schooling at a school or'
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1 university ti the United States at which he is enrolled

2 either before or after the trip.

3 "(5) CREV MEMBERS.-An individual shall not be

4 considered on a taxable trip for the entire trip if such

5 individual makes a trip as a bona fide member of a crew

6 of a transportation facility, but not including any period

7 of layover longer than normally provided in similar

8 situations.

9 "(6) SPECIAL RUL.-If a portion of an individ-

10 uas trip is not considered to be a taxable trip by reason

11 of paragraph (2) or (4), then, if the portion of his trip

12 which would otherwise be considered a taxable trip does

13 not exceed 14 days (plus a reasonable period for travel-

14 ing to and from the taxable area), no part of his trip

15 shall be considered a table trip.

16 "(c) SPECIAL RULES FOR APPLICATION OF SUBSEC-

17 TiON (b).-

18 "'(1) SPOu8E AND DBP;NDR9TS.-If, in the case

19 of any individual, any portion of a trip is considered

20 not to be a taxable trip by reason of paragraph (2),

21 (8), or (4) of subsection (b) (with the application of

22 paragraph (6)), a comparable portion of the trip of

23 his spouse and dependents (within the meaning of section

24 152(a)) while accompanying him (or joining him)

25 on such portion shall not be considered a taxable trip.
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1 . !'(2).. UNFORSERN -IRCUMSTANOB.-The 120-

2 day i'equirement of subsection (b) (2) and the one-

3 quarter requirement of subsection (b) (4) shall not apply

4 in the ease of an individual who fails to meet sUch

5 requirements because of circumstances which could not

6 have been reosnbly foreseen at the time he began the

7 trip.

8 "SEC. 4943. TAXABLE AMOUNT.

9 "(a) OBNERAL RuLs.-For purposes of this chapter,

10 except as provided by subsection (b), the term 'taxable

11 amount' means, with respect to, any taxable trip of any

12 individual- ,.

13 "(1) The value of the facilities and services received

14 during such trip by such individual in connection with

15 such trip, other than the value of facilities and services

16 which are furnished to such individual without cost to

17 him or to another United States person.

18 "(2) The value of tangible personal property pur-

19 chased-

20 "(A) for delivee'y to the individual. on a taxable

21 trip, or

22 "(B) by such individual in the taxable area

23 while on a taxable trip.

24 This paragraph shall not apply to (i) an automobile, boat,

25 or other vehicle, ,(ii) propty purchased for use or sale in
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1 carrying on a trade or business, or (iii) property purchased

2 for use or sale by an organization which is exempt from

3 income tax.

4 "(3) The value (not otherwise included under para-

5 graph (1)) of the use in the taxable area of any auto-

6 mobile, boat, or other vehicle, or any housing accommo-

7 dations, owned by such individual or by another United

8 States person.

9% '"(b) EXCUSlONS.-For purposes of subsection (a),

10 there shall not be taken into account-

11 "(1) TAXABLE TRANSPORTATION.-Any amount

12 paid for transportation which is subject to tax under

13 section 4261 or 4262 (or would be subject to such tax

14 but for section 4263).

15 "(2) BUSINESS RAXPENSES.-Except as provided

16 by subsection (c) (2), any amount which-

17 "(A) is deductible as an expense i.a carrying on

18 a trade or business, or

19 "(B)'in the case of an organization which is

20 exempt f1ore income taa, is an expense in carrling

21 out the purple or function constituting the basis of

22 its exemption.

23 "(c) SPECIAL RULES.-

24 "(1) FACILITIES OR SERVIOE8 RECEIVED BY TAX-

25 PAYER.-FOr purposes of subsection (a), facilities or
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1 services purchased by an individual (on his own behalf

2 or on behalf of another person) in the taxable area and

3 furnished to another person in the ta.rable area shall 6e

4 considered as received by such individual.

5 "(2) LnulTATIO ON BUSINESS EXPANSE RXCLV-

6 SION.-Subsection (b) (2) shall iiot apply with respect

7 to (i) transportation of any individual and his personal

8 effects, or (ii) meals, lodging, gifts, or entertainment of

9 a United States person while on a taxable ti ip!

10 "SEC. 4944. OTHER DEFINITIONS.

11 "(a) FoRniON TRiP.-For purposes of this chapter,

12 the term 'foreign trip', means that portion of the travel of an

13 it~ividual who travels outside the nontaxable area which-

14 "(1) begins with the later of (A) his departure from

15 the last port or station within the United States, or (B)

16 his departure from the last port or station within th,, non-

17 taxable area outside the United States at which his trans-

18 portation is interrupted by a scheduled interval of more

19 than 12 hours, and

20 "(2) ends when he returns to the first port or station

21 in the United States or (if earlier) twhen he arrives at

22 the first port or station within the nontaTable area at

'Under this provision, which has been added as a result of questions
raised by members of the committee, no tax would apply to thebusiness
expenses of entertaining foreigners. Thus, these expenses would have the
same tax exempt status as other business expenses which are not primarily
associated with travel.

95-949 O-08-pt. 1-10
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1 which his transportation is interrupted by a scheduled

2 interval of moretthan 12 hours.

3 "(b) NONTAXABLE ARE.-For purposes of this chap-

4 ter, the term 'nontaxable area' means (1) the area lying west

5 of the 30th meridian west of Greenwich, and east of the

6 130th meridian west of Greenwich, and (2) Canada,, Alaska,

7 Hawaii, the possessions of the United States, and the Trust

8 Territory of the Pacific.

9 "(c) TAXABLE AREA.-For purposes of this chapter,

10 the term 'taxable area' meansq any area which is not a non-

11 taxable area.

12 "(d) UNi TED STATES PERBON.-Fr purpose of this

1a chapter, the term 'United Stales person' means-

14 ."(1) An individual who is a resident of the United

15 States except an individual admitted into the United States

16 pursuant to section 101(a) (15) (A) or (G) of the

17 Immigration and Nationality Act of June 27, 1952

18 (8 U.S.C. 1101(a)(15) (A) or (G)), or a spouse

19 or dependent as defined in s action 152(a)(9)) of such

20 individual.

21 "(2) A corporation or partnership engaged in trade

22 or business in the United States.

23 "(3) The Unit ed States, a State, a political sub-

24 division, or any agency or instrumenality thereof.
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1 "(4) An estate or trust which is a United States
2 persn within the meaning of subparagraph (F) of s-

3 tion 4920(a) (4).

4 "(5) A corporation not engaged in trade or business

5 in the United Stata of which a person dwribed in para-

6 graph (1), (2), (3), (4) owns more than 50 percent

7 Of as. voting stok.

8 .1"(6) An organization which is exempt from income

9. ta?.

10 "'() UNITED STATES; STATR.--For purposes of this

11 chapter, the term 'United States' wheti used in the geographic .

12 al sense includes the Stata, the District of Columbia, the

13' on:of Puerto Ric, .a d heosse&,ion om the

14 United Staks; and. the tem '8ta *cu&s th DistrW of

15.. Cohimbia, ths.CmmwnWealth ofPeto.ieo and a.pos-

16 sesion. of the United States."

17. (1B cLE Ar AMENmEr.-The table of chapters for:

18 s .titliD is amended by Mding at the end. thereof. the fol-

19 wing:

CHAPTERR 40.-PORNIGN TBRV8 L.,
20 '(c) EFF~q.2'vs DATX-,--.. " ,

21 (1) GENORAL nRL.-The amen&nevi.*ade by

22 this section and sections 103 and 104 shall apply with
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1 respect to. foreign trips beginning an or after the 20th

2 day after the date of the enactment of this Act and before

3 October 16, 1969.

4 (2) SPEOIAL RULE.-For purposes of the pro-

5. visions of the Internal Revenue Code of 1954, added

6 by the amendments made by this section and sections 103

7 and 104, any taxable trip which has not been terminated

8 as of October 16, 1969, by the taxpayer's return to the

9 nontaxable area, shall be. considered terminated at the

10 doe of sucA date.

11 SEC. 103. RETURNS.

12, "(a) MAKINGOF RsEURm.-Section 6011 (relating to

13 general requirement of return, statement, or list) is anunded

14 by red"gnating sbsection (e) as subsection (/), and by
15 inserting aftersubsection (d) te following new subsection:

16 "(e) PORELON TRAVEL TAX RETURN.--

17 "(1) RRqwRRMBsr.-Except as provided by para-

18 graph (2), every individual who is a United State

19 person (as defined in section 4944(d) (1)) who makes a

20 foreign trip (as defined in section 4944(a)), or makes

21 an election under section 4941 (d), shall make a return

22. with respect to the tax imposed by section 4941.

23,.' "(2) ExBrnTioN.-Paragraph '(1) shall not

24 apply if no portion of the foreign trip is a taxable trip

25 by reason of-
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1 "(A) section 4942(b)(1) (relating to estab-

2 lishing residence outside the United States),

3 "(B) section 4942(b)(8) (relating to military

4 service), or

5 "(0) section 4942(b) (5) (relating to members

6 of cre ).

7 "(8) JOINT sTURvs OF FAALI.--A husband

8 and wife, and'any of their dependents (as doflned' in

9 section 162(a)), who were together on a foreign t'ip

10 may make a single return jointly with respect to the 4=

11 imposed by section 4941. If a joint return is made and

12 there is liability for tax, the liability with respect to such

13 tax shall be joint and several."

14 (b) TIME FOR FILINo RETURN.-Part V of &ubchap-

15 ter A of chapter 61 (relating to time for filing returns and

16 other documents) is amended by adding at the end thereof Mhe

17 following new section:

18 "SEC. 6077. TIME FOR FILING FOREIGN TRAVEL TAX

19 RETURNS.

20 "Returns required to be made by section 6011 (e) shall

21 be filed at the time (not earlier than 60 days after the end

22 of the foreign trip) provided by regulations prescribed by

23 the Secretary or his delegate."

24 (o) PUBLICITY OF RiTuRs.-Section 6108(a) (2)

25 (relating to public records and inspection) is amended by
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1 striking the phrase "and chapter 41" and inserting in lieu

2 thereof "chapter 41, and chapter 42".

3- " '(d) 'CLERWAL A mBNmENT.-The table of sections for

4 part V of rubchapter A of chapter 61 is amended by adding

5 at the end thereof the following:

cis". &M7. Time. for Rng foreign trav; t"~ reAhnwa.

6 (e) ErEoCzvE DATE.-For effective date of the amend-

7 ments made by this section, .see section 102(o).

8 SEC. 104. DECLARATION AND PAYMENT OF ESTIMATED

S9. FOREIGN TRAVEL TAX.

10 . (a), DOLARATION OF EsTIMATED FORtIoN TRAvE;L

11. TAx."--,vbpart D of part II of subchapter A of chapter 61

12 is amended by adding at the end thereof the following new

13 section:

14 "SEC. 6022. DECLARATIONS OF ESTIMATED FOREIGN

15. TRAVEL TAX

16 "(a) DEFINIzTON.-For purposes of this title, the term

17 'estimated foreign travel tax' means, in the cas of any indi-

18 vidual, the amount he estimates as the amount of his liability

19 for tax, imposed by section 4941 with respect to any foreign

20 trip.

21 - "(b) FILING OF DEOLARATIONS6 AND STATEMBNTS.-

22 Every individual (other than in individual referred to in

23 paragraph (8) or (5) of section 4942(b), relating to mii-
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1 tary service and crew members) who makes a foreign trip

2 '(as defined in section 4944(a)) shall-

.. '-. "(1) before beginning zh'-tr'ip, hmake a declaration

4 of estimated foreign travel tax, and,,

,"(2).at the time of maing the declaration under

6. paragraph (1) and when entering the United Stae at

.' ,'"the, end of stec trip (or when frsletntering after th end

'., of 8uk.trip), file statements as loth04.amount of cash or

9 . its.quivalent the individual has with hi , ' .

10 "(o). JOINr FAAltzx .DRoLARATON AN(D STATr -

11 miENT.-4n the cae of a husband and wife, and any of ta'r

12 dependent (as defined in section-152(a)) ..who depart on a

13 foreign trip together,. de-erations and statement. under ths

14 section may be made by them jointly. If a joint return is made

15 with respect towt declaration of estimated travel tax. the Ua-

16 bility with respect to the estimated' travel tax shall be joint

17 and several. If a joint declaration: of estimated travel tax is

18 made for a trip but a-oint etwrn is n6t made for tht trip,

19 the estimated foreign travel tax-for such trip mdy be treated as

20 the estimated foreign travel tax of any individual who joined

21 in such. dedardion. or map be-divided between them.

22 "(d) Tzu FOR FILING, ET.-Any.declaratlion or

23 statement requited by this section shall be filed at such time
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1 and at such place as the Secretary or his delegate may by

2 regulations prescribe. Such regulations many require a dee-

3 laration and statement to be filed when an individual departs

4 from the United States if he reasonably -pects at suwh time

5 to make a foreign trip before he returns to the United States.

6 "(e) CONTENTS OF DEOLARATIONS AND STATE-

7 MENTs.-The declarations and statements required by this

8 section shall contain such pertinent information as the Sec-

9 retary or his delegate may by forms or regulations prescribe,

10 including information with respect to the amount of cash or

.11 its equivalent the individual has with him upon leaving or

12 returning from a foreign trip.

13 "(f) EXEoUTION OF RETURN By SEoRETARY.-The

14 authority of the Secretary or his delegate to make a return

15 under section 6020 shall not apply with respect to declara-

16 tions required to be filed under this section.

17 "(g) PUBLICITY OF DEOLARATIONS.-For pUrposes of

18 section 6103, the declarations required to be filed under this

19 section shall be held and considered a return under this

20 chapter.

21 "(h) ADDItIoN TO TAx FOR FAAILuRE To FILE

22 STATEMENT.-

23 "(1) AMOUNT ADDED.--In the case of failure to

24 file a statement under this section, unless it is shown

25 that such failure is due to reasonable cause and not uwll-
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1 ful neglect, $200 shall be added to the tax under section

2 4941 for each such failure. Section 6651 (relating to
3 *failure to file tax return) shah not apply to any failure to

4 fie a declaration under this section.

5 "(2) APICmABLE RrLs.-For purposes of para-

6 graph (1) and section 6157(b)-

7 "(A) any amount added to the tax under para-

8 grapA (1) or section 6167(b) shall be paid upon

9 notice and demand, and dl be aseed, collected,

10 and paid in the same manner as tae, and

11 "(B) ay reference in ths title to 'tax' *-

12 posed by this title shall be deemed also to refer to the

13 additions to tax provided by paragraph (1) and

14 section 6157(6)."

15 (b) PAYrsNr oF ESrzMATED FOREIGN TRAvRL

16 TAx.-Subchapter A of -chapter 62 (relating to place and due

17 dare:for pwst of tax) is amended by renumbering section

18 6157 as scion 6158, and by inserting after section 6156 the

9 following ne se4ion:

20 "SEC. %6157. PAYMENT OF ESTIMATED FOREIGN TRAVEL

21 TAX

22 ',(a) TimE- FoR PAYMEIJT.-Th amount of estimated

23 foreign travd tax s8hlvn on the declaration required under

24 section 6022 sAll be paid to the Secretary or hits delegate at

25 the time suh declaration is fied.
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1 "(b) ADDITzoN To TAX FOR UNDERPAYMENT o

2 E8zImATPD FOREION TRjAVEL TAX.-

3 "(1) In the case of an underpayment of estimated

4 foreign travel tax, there shaU be added to the tax under

5 section 4941 *'an amount equal to.10 percent of the

6 amount of the underpayment. For purposes of this para-

7 ,, graph, the amouM of the underpayment is the excew of

8 the amount imposed by section 4941 ovr the payments

9 of estimated foreign'travel.tax made at the time of filing

10 the declaration of estimated foreign travellox.

11 ."(S). (1088 RPBRENO.--

"For appkable rut, see section Onh)(2).

12 ' (o) AD INRATIVE PRoVISIONS.-

13 "(1) AS8,88MBNT8.--NO. unpaid amount of esti-

14 mated foreign traVel .tqx under this section shal be,

16 • ,..).t4mEr s OF TAX-ePaV oft. .

17 matdor'e travel tax!shall be. eon' ered,paynent

18 on account of the taxes imposed. by- 8wion491

, "(3). PAID TRAV T T AX- .- t y..mount .paid

20 as estimated travel tax for any 'foreign trip shall be..

21 .deemed .to .have been paid, .on ate, last day prescribed

22 f". fading e return und section 6O1A(e) f uch

23 taxab. trip. . . purposes. of,d ..ti.ing!.,# . " e r, of.
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1 limitation on credit or refund and the date of over-

2 payment.

3 "(4) ERRONEOUS TRAVEL TAX PREPAYMENT

4 CREDIT.-If on any return or claim for refund of taxes

5 imposed by section 4941 there is an overstatement of

6 the amount paid as estimted travel tax, the amount so

7 overstated which is allowed against the tax shown on

8 the return or which is allowed as a refund may be

9 assessed by the Secretary or his delegate in the same

10 manner as in the case of a mathematical error appearing

11 upon the return."

12 (c) G RwA, AmEND.viT.-

13 (1) The table of sections for subpart D of part II

14 of subchapter A of chapter 61 is amended by adding at

15 the end4hereof the following:

"Sec. 6M . Declaratiomt of editnated foreign -travel tax."

1{ (2) The table of sections for subchapter A of chap%-

17 ler 62 is amended by ,,-triking out the htst ittem and insert-

is ing in lieu thereof the folowing:

"Sec. 6167. Payment of estimated foreign travel ta.
"See. 6168. Paynwut of taxes under provisions of tle Tariff

Act."

19 (d) EFFECTlI'E DATE.-J'or effective date of the

20 amendments made by this section, see section 102(o).
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1 TITLE II-AMENDMENT OF
2 TARIFF SCHEDULES
3 SEC. 201. REDUCTION OF PERSONAL EXEMPTION OF CER.

4 TAIN RETURNING RESIDENTS.

5 (a) REDUCTION.-The article description for, item

6 813.31 of the Tarif Schedules of the United States (19

7 U.S.C. 1202) is amended-

8 (1) by striking out "Articles not over $100 (or

9 $200 in the ca~se of persons arriving directly or indirectly

10 from American Samoa, Guaam, or the Virgin Islands

11 of the United States, not more than $100 or which shall

12 have been acquired elsewhere than in such insular pos-

13 sessions)", and

14 (2) by inserting in lieu thereof "Articles not over

15 $10 (or $100 in the case of persons arriving directly

16 from a contiguous country or the Cm-ibbean Island area,

17 or $200 in the case of persons arriving directly or indi-

18 recently from American Samoa, Guam, or the Virqin

19 Islands of the United States, except that not more than

20 $10 of such $100 or $200 shall have been acquired else-

21 where than in a contiguous country or the Caribbean

22 Island area or in such insular possessions and not more

23 than $.UJ) of such $200 shall have been acquired in a

24 contiguous country or the Caribbean Island area)".
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1 (b) PERSONAL EXEMPTION AFTER OCTOBER 15,

2 1969.-Effective with respect to persons. arriving in the

3 United States after October 15, 1969, the article description

4 for such item 813.31, as amended by subsection (a), is

5 amended by striking "$10" wherever it appears and insertinuj

6 "$50" in lieu thereof.

7 (c) The subpart A headnote for part 2 of schedule 8

8 of the Tariff Schedules of the United States (19 U.S.C.

9 1202) is amended by adding after headnote 3 the following

10 new headnote:

11 "4. For purposes of item 813.31 the term 'Caribbean

12 Island area' shall mean:

13 "(a) the Bahama Islands; the Turks and Caicos

14 Islands and the Bermuda Islands; and

15 "(b) all of the islands in the Caribbean Sea ecept-

16 "(i) those belonging to Central American and

17 South American countries; ,

18 "(ii) Cuba and its offshore islands; and

19 "(iii) Puerto Rico, the Virgin Islands of the

20 United States and alt other islands of United States

21 sovereignty."

22 SEC. 202. ARTICLES IMPORTED FOR NONCOMMERCIAL

23 USE.

24 (a) RATE OF DUTr.-Part 6 of schedule 8 of the Tariff
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i Schedules of the United States (19 U.S.C. 1202) is amended

2 by inserting before item 870.10 the following:

Subpart A.- Nonrommercial Importations
Subpart A headnote:

1. For the purposes of this subpart-
(a) The rates of duty for articles

provided for in this subpart hall
be assessed in lea, of any other
rates of duty ereep free rates of
dity on such articles.

(b) Any article dutiable under
item 869.05 shall be exempt from
the payment of any internal-rev-
enue tax imposed upon or by
reason of importation.

Articles not intended for sale or other com-
mercial rise:

869. 00 I acompanying a person arriving in
the United States and talked in the
aggregate (releirve of dulty-free
artidiea) not orer $100 fair retail
rate ............................ 1% of fair 10% of fair

retail retail
rallse. ralie.

869. 05 If imported in the mails in any park-
age containing articles valued in the
aggregate (emclu*ite of duty-free
artile) not over 10 fair retail value. $1.60 per $1.60 per

package package
869. 10 Otlhr artidet in any shipment (whether

imported in the mails or otherwise
but not accompanying a person ar-
riving in the Unlted State) contain.
ing one or more articles valued in the
aggregate (ecluive of duty-free
articles) not over $50 far reta value.. 16% of fair 16% offair

retail relasl
value value

Subpart B.-Other Provisions

3 (b) CONFORMINo AIENDMENT.-''he headnote for

4 schedule 8 of the Tari*f Schedules of the United States is

5 amended by inserting "(other than of subpart A of part 6)"

6 after "schedule" the first place it appears therein.
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1 SEC. 203. EFFECTIVE DATES FOR SECTIONS 201 (a), (c),

2 and 202.

3 The amendments made by sections 201 (a) and (c)

4 and 202 shall apply with respect to persons and articles

5 arrivtinq in the United States on or after the 10th &q/

6 after the date of the enactment of this Act.

Passed the House of Representatives April 4, 1968.

Attest: W. PAT JENNINGS,
Clerk.
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Explanation-Proposed Changes in the 5-Percent Ticket Tax
The Treasury Department suggests two changes in the ticket tax pro-

visions of I.R. 16241:

(1) The House bill, while eliminating most exemptions, retains thepresent exemption for domestic flights by small aircraft on nonestablished
lines (sec. 4263(d)). The retention of this exemption is inconsistent with
the tier charge nitture of the domestic ticket tax and it is recommended
that. it. be deleted.

(2) The Treasury Department recommends excluding from the ticket
tax flights completely within Puerto Rico (or, consistently, within one of
the possessions) in that this is more in the nature of an internal matter
of concern to Puerto Rico under its Commonwealth status.

(30)
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Technical Explanation-Tax on Foreign Expenditures

Tho following is a techmical explanation of the Treasury Department's
proposed foreign travel (expenditure) tax.

In Gener.--Under this propoMl, a temporary tax would be imposed on
certain expenditures in connection with a trip outside the nontaxable area (gen.
orally the Western Hemisphere and possessions of the United States) by a
United States person. The tax base would include both expenditures made by
him and those made by another United States person on his behalf. The tax
.schedule would be as follows: The first $15 of Mitily expenditures (computed
on the basis of an average over the whole trip) wold be exempt from tax.
All expenditures over thislevel would be taxed at a 30 percent rate.

The cost of sea or air transportaion to and from the traveler's foreign des.
tination would be taxed at a 5 percent rate-either as part of the expanded air
transportation tax proposed by H.R. 16241, or as part of the expenditure tax.
In addition, all air transportation while abroad would be taxed at a 5 percent
rate, either under H.R. 16241, or, if that is not applicable, as a part of the ex-
penditure tax but at a pe cent. rate. The use of the lower ticket tax rate re.
moves the possibility of hardship in the case of persons whose purposes of
travel can only be accomplished with numerous flights and frequent stopovers,
as, for example, sgphony orchestras on tour. The use of this rate also elimi-
nartes the possibility of discrimination between intra-European trips (where
the flights tend to be short and therefore relatively inexpensive) and trips in
other parts of the world where flights tend to be longer and therefore more
expensive.

The application of the rate schedule in the case of families traveling to-
gether is iscussed in a subsequent part of this memorandum.

Unied Staie. Person.-The tax applies- to expenditures made in connection
with a taxable trip of a United States person. Except as noted below the traveler
would be liable for the tax on all expenditures in connection with his trip,
which he himself makes or which are made on his behalf by another U.S. per-
son. Amounts paid directly by an employer for meals and lodging of an em-
ployee while on a taxable frip would be taxable foreign travel expenditures of
the employee as would the expenditures made directly by the employee (whether
or not reimbursed). If a student travels abroad during the summer on funds
given to him by his parents, he is taxable on the expenditures of his trip,
whether he pays them or whether his father pays them directly. It is consistent
with the nature of the tax-which is to tax the value of facilities and services
received on a foreign trip-to tax the traveler on the entire value of his trip.

Where a United States person on a taxable trip makes expenditures for an.
other person in the taxable area such as entertainment of a friend (whether
or not a U.S. person) or payment of the family expenses of those accompany-
ing him, the expenditures would be taxed to the person making them.

A United States person means:
(a) Any individual who is a resident in the United States, other

than certain employees of international organizations or foreign gov-
ernments and their staffs and families.

(b) A corporation or a partnership engaged in trade or business in
the United States,

(e) An estate or trust which is considered a United States person
within the meaning of section 4920(a) (4) (relating to the Interest Equali-
zation Tax).(d) The United States or any agency or instrumentality thereof,

A State, including the District of Columbia, Puerto Rico and
the possessions, or a political subdivision or any agency or instnmentality
thereof, and

(31)

95-943 0--6"--t. 1- -11
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(f) A foreign corporation not engaged in trade or business in the
United States 50 percent or more of the voting stock of which is owned by
a United States person.
United States.-For this purpose, the United States includes the States,

the District of Columbia the Commonwealth of Puerto Rico and all posses-
sions. Thus residents of Puerto Rico the Virgin Islands, Guam, and American
Samoa, will be subject to the expenditure tax on their travel outside the non-
taxable area. A tax on expenditures by such residents while traveling abroad is
consistent with the fact that the foreign expenditures of these areas are con-
sidered in United States balance of payments. On the other hand, there would
be no tax imposed upon expenditures made while traveling in any of these
areas. Thus, these areas would be treated inthe same manner as the continental
United States. Any revenue collected under the expenditure tax from residents
of Puerto Rico, the Virgin Islands, or Guam will be covered into the treas-
uries of those areas.

Taxable Trip.-Only those expenditures in connection with a "taxable
trip" would be subject tothe expenditure tax.

Oommencement and Conalmion o/ a Taxable Trip.-A taxable trip of an
individual shall in general commence with the individual's departure from a
port or station in the United States, including-the sessions and Puerto Rico.
However, since trips within the specified nontaxable area, primarily the West-
ern Hemisphere, are not subject to the expenditure tax, if the individual after
leaving the United States stops at a port or station in the nontaxable area for
a scheduled interval of more than twelve hours, the taxable trip shall not
begin until his departure from the last such port or station in the nontaxable
area. The taxable trip shall end when the individual returns to a port or sta-
tion in the Unitd tates; or, if he makes a prior stop at a port within the
nontaxable area at that time, provided the stop is for a scheduled interval
of more than twelve hours.

The tax will only be applicable to taxable trips beginning more than 20
days after the date of enactment of the legislatiot. The tax will terminate on
October 15, 1969, which marks the end of the European travel season for 1969.
If a person is on a trip on the termination date, he would pay tax only on the
part of his trip falling within the term of the tax.

Nontaable area.-The nontaxable area means the area lying.west of the
30th meridian west of Greenwich and east of the 130th meridian west of
Greenwich, and all of Canada, the United States, its possessions and the Trust
Territory of the Pacific Islands.

CERTAIN TRIPS EXCEPTMD

Thdividuae e8t abishing foreign re8idence.-An individual who after
his departure from the United States, establishes his residence in a Ioreign
country would be considered on a nontaxable trip.Stwents and Teachers.-An individual (and his dependents) would be
considered on a nontaxable trip if he is enrolled at and attending, or employed
as a member of the faculty at, a foreign school or university for a normal school
term of at least one quarter. In the case of the student., he would have to be
studying for a degree at the foreign school or would have to receive credit for
such schooling towards a degree at a domestic school in order to qualify.

Trade or Bwines.-An individual (and his dependents) shall be con-
sidered on a nontaxable trip if he is outside the nontaxable area for at. least 120
consecutive days while engaged on a full-time basis in a trade or business or
profession. This category of exceptions will cover, for example, an employee
transferred abroad by us employer for more than 120 days, or a professor on
sabbatical leave abroad doing research on a full-time basis in connection with
his trade or business. In addition, a resident (and his dependents) of the United
States who is an employee of an international organization traveling on busi-
ness would be considered on a nontaxable trip, regardless of the length of stay.
Moreover, such an employee (and his dependents) present in the United States
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on nonresident immigrant status would not be subject to the tax whetheV
his trip was business or pleasure. I/

Partial Vacation Trips and Early Return to the U.S.-If thB studpht,
teacher, employee, or businessman meets the time qualifications for exea nion
described above and does not spend total of more than 14 days outside tqe non-
taxable area before and after the period he is carrying on exempt activities,
his entire trip would be exempt. If he stays longer than 14 days, thus converting
his trip to a partial vacation trip, he (and his dependents) would be considered
on a taxable trip but would be permitted to exclude all expenses incurred du'-
ing the period he Is engaged in the exempt activities. .

If the student, teacher, employee, or businessman does not stay abroad
for the prerequisite time period, his trip would be taxable unless he could not
have reasonably foreseen the circumstances which caused him to cut his trip
short.

Mllitary.-A member of the armed services (and his dependents) who is
serving on active duty and is assigned to duty in the taxable area would be
considered on a nontaxable trip during his tour of duty at that duty station.
Any trips he makes back and forth to the nontaxable area during that tour
would also be exempt.

Crew Members of AShips or Airllnem.-An individual would not be consid-
ered on a taxable trip while he is serving as a member of a crew of a facility
providing transportation to or from a port or ports outside the nontaxable
area provided that the portion of the trip'outside the nontaxable area does not
include any period o layover longer than normally provided in'similar
situations.

Taxable Foreign Travel Eopendtures.--In general, unless specifically
excluded, the tax applies to all expenditures in connection with the taxable trip
of a United States person made by him or another United States person. They
include not only the traveler's own living expenses , but also the cost of anyentertaining he may do and the costto mostan jble personal property he
inay purchase while abroad. Expenditures for the use or maintenance of
property while on a taxable trip, such as rnt for afi apartment or'automobile,
are taxable foreign travel expenditures. In the case of an automobile, boat,
other vehicle, or housing accommodation purchased or owned by the traveler,
or furnished free of charge by another United States person, a speial rule
would tax the value of the use of that item during -the taxable trip. Consistent
with this rule the purchase price of such property would not be sutject to tax.
The value of the use of the article while traveling appears to be a more ap-
propriate tax base than the full purchase price, since this treatment will put
the person who purchases or borrows a vehicle or housing accommodation in
the same position as one who rents one.

Only expenditures made for facilities or services to be provided on the
taxable trip would be considered made in connection with the trip. Thus, any
expenditures for pre-trip facilities or services, such as taxi fares to the air-
port in the United States; costs incurred during the trip for facilities and
services not provided on thetrip, such as in connection with the traveler's
house in the United States while he is gone; or the cost of work done after the
traveler's return, such as to repair damages occurring on the trip, would not
be taxable foreign travel expenditures.

. Expenditures of a taxable trip are taxable whether paid before, during
or after the trip. For example, hotel bills are taxable foreign travel expendi-
tures whether prepaid to a travel agent, paid in cash or by check while on the
trip, or charged and paId for after return.

Consistent with the rules on deductibility for income tax purposes of ordin-
ary and necessary business expenses, the expenditure tax imposed on amounts
deductible as business expenses would itself be deductible.

Purchase of Property.-In general, amounts spent while on a taxable
trip for the purchase of tangible personal property (other than property held
for investment or purchased for use or sale in carrying on a trade or business,
or by an organization exempt from income tax) would be taxable. Moreover,
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the cost of property purchased for delivery to an individual onea taxable trip/
would be taxable. Thus, for example, if a person purchases a Europlan sqtt.
of clothes (whether before leaving or while on a taxable trip) and takes phys-
ical delivery while on a taxable trip, the purchase price woud be a taxable'Ior-
eign travel expenditure. Or conversely, if a person purchaes the suit. while in
the taxable area for delivery after his return to the ited States, the purchase
price would be subject to this tax. As mentioned above, in the case of the pur-
chase of automobiles, boats, or other vehicles, there would be imposed, in lieu
of a tax on the purchase price, a tax on the value of the use of the articdleduring
the taxable trip. The tax in all these cases would be in addition to any appli-
cable customs duty.

Busineu is'penre.-In the case of an individual tnweling on a: taxable
business trip or on a taxable trip on behalf of an organization exempt. from
income tax, his business expenses, or expenses incurred in carrying out the
i qxseo of the exempt organization, other ftin -for transportation, meals,
lodging, gifts and entertainment1 would be excluded from theltax base.

IRATE OF TAX

The taxable foreign travel expenditures made in connection with a taxable
trip of a United States person shall be subject to tax at the following rates:

Air Tramnportation in Connection with Foreign Travel.--The expenditure
tax will not apply. to the cost of any. air transportation paid for. in the. United
States. That transportation will be subject to the expanded ticket tax under
H.R. 16241 at a 6 percent rate. If the air ticket is not subject. to the ticket tax
in H.R. 16241, because it is purchased outside the'United States or before the
effective date of the expanded air transportation tax, the expenditure tax will
apply but only at a 5 percent rate. The cost of transportation exempt from the
ticket tax under a specific exemption (e.g., transportation .furnished to in-
ternational organizations) would not. be sub] ect to the expenditure tax.

Sea Transportaton in Qonnection With Foreign Trael.--The expenditure
tax will apply to the cost of all sea transportation in connection with foreign
travel in the taxable area. In the case of sea transportation to the first and front
the last scheduled stop in (lie taxable area of more than 12 hours, the rate of
tax will be 5 percent. The cost. of other sea transportation in the taxable area
will be subject to the regular expenditure tax schedule, in the same manner as
the cost of land transportation.

Amounts paid for food and services (where no separate charge is made),
and seating or sleeping accommodations, during the period transportation is
subject to the 5 percent tax rate shall also be taxed at the lower 5 percent
rate. Thus, if a United States person takes a 30-day cruise leaving from the
U.S. which makes no stops within the non-taxable area and which makes its
first stop in the taxable area of more than 12 hours op- the 6th day and makes
the last such stop on the 25th day one-third of the cruise fare plus any separate
charge for sleeping accommodations will be subject to tax at a 5 percent rate
under the expenditure tax. The remaining two-thirds of the cr-so fare and
separate sleeping accommodations charge and any additional expenditures
(such as for sightseeing or food) not covered by the basic fare will be-subject
to the expenditure tax at. the regular rate.

All Other Taxable Eaipenditure..-Al other ta;able expenditures will be,
taxed on the following basis: 1 . .

(a) Exlhm on Iron& tax.-Each traveler is entitled to a $15 daily
exclusion from the expenditure tax base. The amount excludable under
this provision for a taxable trip shall be computed by multiplying the nuin-
ber of days during any part of which the individual was on such taxable
trip by $15 to ati re at the total exemption.

(b) 30 Percent Rate.--The remaining expenditures shall be subject
to tax at the rate of 30 percent.
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For example, if a corporate employee goes to London on business for 10 days
and spends $200 for taxable expenditures whetherr or not lie is reimbursed by
his employer) lie would pay a tax of $1 cortiputed as follows:

Tax rate Tax
(percent)

Exclusion, $15 X 10 days -------------- $150 0 0
Remainder, 30 percent rate ------------ 50 30 $15

Total ------------------------- 200 15

If in addition to his plane fare to LIondon, tie employer directly paid
for the employee's hotel bill of $200, th6 employee would also include this
amount in his tax computation. Under the above example, his tax would be
incemised by $60 (to a total of $75).

COMPUTATION OF TlMZ TAX

in order to preclude the necessity of travelers having to keep detailed
cords of their expenses, taxable foreign travel expenditures would be com.

pited, to the greatest extent possible, by a travel net worth method. For
many people this would involve merely subtracting the money and traveler's
check with which they returned from the money and traveler's checks w'itli
which they left and adding this to the amounts pai before the trip began.

More specifically, the first step in'the computation for all travelers would
be to determine the cash expenses of the trip. To do this, the amount of
money (including traveler's checks) with which a person returns from it tax-
able trip would ie substracted from the sum of the amount of money (includ.
ing travelers checks) with which he delmrted plus all amounts received
while on the taxable trip. Amounts received while on the trip iust be included
regardless of their origin. Thus, withdrawals from domestic or foreign banks,
money sent from home, compensation for services received while abroad or
money rteived from ite sale of property would be included.

The second step in the.computation would be to add to the cash expen-
diture. figure, the amounts of expenditures in connection with the taxable trip
paid teforethe taxable trip began, the amounts 6har while 6di'the taxable
trip, and the amount of checks written 'while on the taxable trip. These'are all
amonuits of which the traveler will hae n'record* eg., credit card statements,
personal chck stubs. The resultant figure would represent the tax base for
most travelers, and would be taxed according to the per day exemption and 30
percent rate, or. Inthe case of ertain'transportatloi the 5 percent rate of tax.
For others, a father reduction would be made for expenses specifieily ex.
cludible &on taxable foreign travel expenditures (such as thecost of business
inventory). The'flgure resulting.from those reductions would represent their
taxable foreign travel expenditures.

ESTIMATED TAX

Every individual, at. his point of departure from the United States for a
period during which lie reasonably expects to be on a taxable trip, and whether
or not he plans to make a stopover in the nontaxable areas, would be required
to make a declaration of his estimated tax' with respect to that taxable trip and
pay the amount of the estimate to the Internal Revenue Service. He would in-
chide in his declaration n Rtatenient of the amount of cash (and traveler's checks)
he is taking on the taxable trip. This figure is necessary in order to utilize the
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travel net worth method for computing cash expenditures. Appropriate proce-
dures will be developed for filing the -declaration so that compliance with the
requirement may be verified before the traveler's departure. The accuracy
of the cash statement would be subject to verification at the point of departure
by customs officials or other Treasury officials.

If a United States person departs on a taxable trip from a port in the non-
taxable area outside the1Tnited States, and he did not make the required declara-
tion and statement upon leaving the United States, he will be subject to penalty
unless he can show such departure was not expected. In any event, the declara-
tion or statement, if not previously filed, would be filed at this time.
. Any individual returning from a taxable trip would be required to make

a statement of his incoming cash (anpd travelers checks) at the time lie is
processed through United States Customs. This statement would provide the
incoming cash balance from which the travel net worth would be computed,
and the accuracy would be subject to verification by a customs official.

RETURNS AND PAYMENT OF TAX

A. tax return for a taxable trip, together with payment of any balance due,
would be required to be filed with the Internal Revenue Service by the traveler
within 60 days after his return. This will allow the taxpayer adequate time
to receive all necessary credit. card and banking records for preparation of the
return. Of course, the return may be filed immediately upon arrival. A husband,
wife, and any of their dependent children who travel together on a taxable
trip may make a single taxable trip return jointly with respect to such trip. Such
a return may be filed even though one or more of such Individuals has no axable
foreign travel expenditures. A joint return would allow a family to utilize
the full per diem exemption available to each traveling member without re-
quiring that each have separate expenditures to absorb them.

ADMINI8rRATION AND PROCEDURE

Generally the administrative and procedural requirements applicable to
other excise taxes would be applicable to this expenditure tax. Thus, for ex-
ample, the general provision for penalties for failure to file returns require-
ments for caims for refund, assessment and collection rocedures, ana statutes
of limitations would apply to the administration an procedure of this tax.

Two new provisions would be added to insure compliance with the re-
quirements for declaration and payment of estimated tax.

A flat penalty of $200 would be imposed for failure to make a declaration
of estimated tax and statement as to cash on hand, as required at the time of
departure from the United States unless it were shown that such failure was
due to reasonable causes. Thus, if an individual flew from New York to Europe
without making a declaration anud statement, a $200 penalty would be imposed
for failure to make the declaration in New York. A significant penalty is
necessary because of the importance of having an Individual establish his
outgoing cash figure for purposes of computing the tax base. An underestima-
tion penalty would be imposed of 10 percent of the underpayment of estimated
tax. The amount of the underpayment would be the difference between the
estimated tax payment and the amount of tax shown on the taxable trip return.
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Technical Explanation-Proposed Changes In 'Customs Rules Relating to
Tourist Exemptions and Processing of Certain Noncommercial Im.
portations

The proposal is intended to reduce noncommercial expenditures of dollars
abroad where such expenditures adversely affect our balance of payments. It
would do this by lowering the duty-free exemptions allowed returning U.S.
residents. In order to ease the administrative burden of processing millions of
dutiable noncommercial foreign acuisitions brought back to this country
by returning U.S. residents and millions of dutiable noncommercial mail ship-
ments, it would provide for a flat rate of duty on such articles within certain
monetary limits.

At the same time, since the proposal deals only with noncommercial im-
ports, it would not interfere with the favorable balance of payments aspects
of our trade account or the legitimate business interests of American business-
men in the import trade.

The proposal would not assess any duty or charge on articles which are
themselves free of duty under existing provisions of the Tariff Act. Most of such
articles would be wors of ar, book, American goods returned, United States
origin personal effects of residents abroad and similar items.

THE REDUCED TOURIT EXEMPTIONS
A. Pre8ent Practice

The present tourist exemptions granted to' returning U.S. residents permit
the duty-free importation of foreign acquisitions not exceeding a total retail
value of $100. This exemption is granted to American residents who have
been abroad for not less than 48 hours and may be used only once each 31 days
(in the ease of persons arriving from Mexico the 48-hour tine limit is waived).
The resident is permitted to Include within 4his exemption one quart of alcoholic
beverages. This exemption is applicable to residents returning from any area
or country. However a special exemption Is granted to residents arriving from
the Virgin Islands and certain other U.S. insular possessions. This special
exemption permits the importation of acquisitions up to a value of $200 retail,
of which not more than $100 may be acquired outside the Virgin Islands or
other insular U.S. possessions, and may cover not more than one gallon of
alcoholic beverages of which not more than one quart may be acquired outside
the Virgin Islands or other insular possessions.
B. House Bill

The House bill contains the following exemption structure (computed
on retail values as under existing law) : (1 ) the exemption for U.S. residents
returning to the United States from any place other lian. Canada, Mexico and
certain United States insular possessions would be $10 on a temporary basis
and $50 on a permanent basis after October 15 1969; (2) the exemption for
residents returning directly from Canada and Mexico would be $100 perma-
nently and (3) the exemption for residents returning directly or indirectly
from the Virgin Islands and certain of our other insular possessions would
be $100 temporarily until October 15, 1969, when it would be restored to the
present $200 level.

As under existing law, exemptions in excess of the minimum exemption
would be restricted so that goods acquired would be exempt only to the extent
of the exemption applicable to the area of acquisition. For example, the
exemption for a tourist returning from the Virgin Islands after October 15,
1969 (when the $200 exemption would be in effect) would be limited to $100

(37)
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in ('uanda or Mexico no more than $50 of which were acquired in Europe. Goods
in excess of these amounts acquired in these areas would be dutiable, even
though, in the aggr. .ate, they did not exceed $200.

Foreign acquisitions accompanying the returning U.S. resident valued
in excess of the exemption would be dutiable at a flat 10 percent of the fair
retail volue. The 10 percent rate Would be applied oi suchf iuticjesup to an
aggregate value of $500 wholesale. If di0ifable acquisitions abve a the zemp-
tin level exceed $500 in wholesale value, all dutiable articles would be assessed
duty at regular Tariff. Schedule rates. In addition to any customs duties, articles
suchas liquor and tobacco would, of course, be subject to any applicable Internhl
Revenue taxes . ... :

V. Current Treasury Prposal,.
For the reasons set forth in the'Statemijit by the Secretary of the Treasury,tie current Treasury proposals would modify the House bill by:

1. Extend!n the exemption level of $100 for Canada and Mexico to
the Caribbean Island Area.'

2. Retaining the present $200 exemption for U.S. residents arriving
directly or indirectly fiom the U.S. Virgin Islands and certain other insular
possessions. The same limitations on thb exemptions for goods acquired in
other areas would be provided, but at the changed exemlition levels that
would b applicable to those areas of acquisition.

3. Reducing the $500 wholesale ceiling on applcability of the flat
rate to $100 retail. c g i f

4. Including acquisitions exempt from duty solely by virtue of the
tourist exem pion within the $100 ceiling for purposes of determining ap-
plicability of the flat. rate.

ARTICLE S NOT ACCOMPANYWO RrrtRNINO TnAVELIEUR

A. Present Practice
At present, low value items (under $1) such 'as newspapers are "passed

free." The same "passed free" status is given to mail parcels identified as gifts
valued at up to $10 retail and to gifts (whether imported by mail or otherwise)
valued up to $.0 retail from servicemen in combat areas.

All other dutiable articles, whether imported by mail or otherwise, are
subject to the Tariff Schedule rates.

. House Bill
The $10 exemptlon for all mailed gift parcels, with the exception of those

orginating in noncombat areas would be reduced to $1 retail administratively
by a change of regulation. The statutory exemption of .$50 for giftsfrom
servicemen in combat areas would also be retained as would the $10 exemption
for servicemen in noncombat areas.
t'. house Bill

Dutiable mail shipments valued at over $1 and not over $10 retail would
! $1 in lieu of any other duty'or tax.

Dutijible mail shipments valued at over $10, and dutiable shipments by
other means, containing mcire than one article and valued at, not, over $250
wholesale, would be assessed duty at a flat rate of 10 percent of the fair retail
value.

Shipments containing one article or exceeding the $250 ceiling would be
assessed duty at regular Trl ff Schedule rates.

'The Carllbean Island Area would be defined as the Bahama Islands, the Turks
and Cakos Islands, the Bermuda Islands, and all the Islands In the Oaribbean Sea except
those belonging to Central and South American cotmtries, Cuba and Its offshore Islands
and Puerto Rico, the Virgin Islands of thetnited States and all other I.lands of United
States sovereignty.
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1). Current Treasury Propo8als
For the reasons set forth in the Secretary's Statement, the current Treas-

ury proposals would modify the House bill by:
1. Increasing the flat charge for mail packages valued at over $1 and

not over $10 retil,to$1.50;
1 2. Redueing the $250 wholesale ceilhig on applicability of the flat rate
to $50 retail.

3.1nrea8ing the flat rate from 10 to 15 percent.
4. ExtNiding th6 flat 'ae to single attice packages.

FffsMATH) FOREIGN' VAXPPNDIRE rREDUYONS

A. (Changes in Tourist Ei emptions .
During 1967, the total value of foreign acquisitions made by returning IU.S.

residents arriving frotn all foreign countries was estimated to be in excess of
$362 million. Ofthis total, persons arriving from (anada, Mexico and the
Caribbean countries (ineliding Caribbean cruise passengers) accouinted for
slightly over $162 mill ion. Therefore, the value of articles acquired by return-
ing U.S. residents arriving from other countries was approximately $200
mulion. Approximately $110 Million was brought in by persons whose pur-
chases totaled less than $100 per person, while apliroximately $90 million
was brought in by persons whose foreign acquisitions exceeded the present
duty-free exemption.

We estimate that the value of foreign acquisitions by persons now bring-
ing in less than $100 each will be reduced by $45 million or approximately 40
per ent. of the total purchases made by this group.

The effect on foreign acquisitions made by the approximately ,300,000 per.
sons who now exceed our duty-free exemption and pay duty would be somewhat
less. If we can assume that the foreign acquisitions by these persons will be
reduced by an amount roughly equivalent to the additional duty which they
would have to pay, the total reduction in foreign acquisitions by this group of
returning U.S. residents would be about $5 million.

Thus, the total reduction in foreign acquisitions to be achieved by reducing
the tourist exemption to $10 is estimated to be approximately $50 million on
an annual basis through October 15, 1069. After that date, when the increased
exemption for most of the world applies, the total reduction will approximate

130 million on an annual basis.
BI. Mail Shipnments

It is estimated that the total value of the 55 million mail parcels which
arrived in the U.S. during 1967 was approximately $500 million. Of this 55
million total, an estimated 11 million parcels were gifts or purported gifts said
to be valued at, less than $10; 4 million were gifts valued 150 or less from service-
men in combat areas; and 25 million were "-flats", newspapers, periodicals, sam.
pies and shipments of insignificant value. Of the remaining 15 million parcels
duty was assessed on 1,600 000 parcels. However, our studies indicate that at)-
proximately one-third of the IS million parcel total would have been dutiable
if adequate manpower was available to properly handle them.

Certain parcels now included in the present $10 gift. exemption are bona
fide gifts mailed from nationals of foreign cointrim to persons in the United
States. While elimination of this privilege with respect. to such prcels will
not affect, expenditures of U.S. dollars abroad, it. is nevertheless believed neces-
sary to eliminate this free-gift privilege entirely because it is subject to widle-
spread abuse and because, in practice, it. would be exceedingly dimficult. to dis-
tinguish between gifts from foreign nationals and those from U.S. tourists.

Of the 11 million gift parcels inder$10 we estimate approxinatelb4 million
from U.S. tourists would be discouraged if the existing gift exenptin were
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eliminated. The average value of these parcels is estimated to be $7. Therefore,
foreign expenditure curtailment of approximately $28 million would be
nchieed. The application of a flat rate of duty to the remaining noncommer-
cial shipments would simplify Customs' administrative task. Customs would be
able to assess duty on an appreciable number of packages which now escape
duty simply because Customs manpower cannot cope adequately with the num-
ber of packages involved. Closing this loophole will probably deter the sending
of a number of these packages. It is a conservative estimate that approximately
an additional $12 mill ion reduction in foreign acquisitions, for a f-lal of about
$0 million, will result from the above-proposed changes in the Customs
processing of foreign mail parcels.

ETIMATE ADDITIONAL REVENUE COLEMONS

It is estimated that rieMue collections will increase by about $10 million
by reason of changes in the tourist exemptions, and by an additional $*5 million
on mail shipments, for a total additional revenue collection of $25 million.
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