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“Office Correspondence Date_Jume 23, 10l

To Cheirman ZLccles Subject: _Ireesury Tex licetings

Richerd L. Husgrave Q“‘L

From.

Berly in the week lr. Shere sent over en outline of
discussion topics for the tax group, asking for comments. TFor
your informetion I em ettaching the letter containing my sugres-
tions. I do not think thet you will find it necessary to study
the outline yourself since it wes n tentative drait only.

The first meeting of the group is scheduled for
ilonday.
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Juns 22, 1L

fr. Loule Shwro,

Azelgtant Dirgstor of Tax Rozearsh,
roasury Jepertuent,

Yeghingbon, . O £5

Yiear Hr. Shores

1 enjoyod your cublise of discussion toples for the
study of postwar vexailon snd will let you hnve & few gereral
coapents for wiat they rre worth.

There le soms ¢ifference, of coures, botwsen the
kind of outline whiek iv mort mitsble for discucsion purposes
and the kinod of sutline moet suiteble for an aveontusl renort
on poutwer taxstlons I ws net gquite sure which of the two
we bsve in mind, But In sither cese, it might be well to
eoncantrats on the most important aspects st the cost, pore
bape, of noglecting zoge of the lees esrentiel omess I
wendor whather youwr cutlins Ly not too coxprelunsive, thorebty
lecking anchesls on the nset important poimts.

T think that It wight be well to divide tie sbudy
inte $90 pasrte, Part I to desl with tho more or leass fooediate
trensition period snd Fart 11 with the post-trsasition probles.
thiec dtvisicon soems decireblo becsuse the lasuss for thece twe
poriods ars distinetly different, both witk recpect to the
sconcic background end with vespeet to the specific nseds of

In Perk 1, desling with the traneition period, 1%
would not Be toc difficult to set up sowveral models showing
how war exponditures wid rrodustion mizht Saper off from the
pock and how the trensition to poscetize production might be
made, One of the nodels vhould allew for a dirtinetly doflaw
tionavy eituetion, thus roising the quertion st what rabe
sxpanditures should be taperad off, On the busic of ssemgptions
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ragarding the and of the Cermen end Jopansse wurs, rossonsbls
guesses chould ds peecitlo for this perlod, I doubt whether
very detelled azeumptions with respoet to the course of the
transition, eey by quartore, are necessery for digeussing the
traneition tax predlems, Azresuont on tha gensrel dogree of
*rredualnocs® of the fransitlion might suffice,

the main pointe to be dicousved might be (1) the
question of the exzess profits tsx, (2) possible tux adjust-
pente with respect to dlmissal weges, reconversion wosts,
ato., aud (3) the timing of the iritiel reductions in other
sartine taxve. Perhape all of thees points could be sottled
falrly briofly ss as to psrmdt zein omphasls on the posk-
trangition ploture,

Lert 11 of the study whioh would deal with the pogte
transition period would, ac you ruggest, heve to be divided
inte twe sactiong, the Lir:t one doaling with the sconmmic
tatkground aod the: objectives of tax poliey snd thu sesond with
the ctructure of tho portwar tax systes,

In the £iret. soction, I think thet 1% might be better
to start cut with a firm ststement of zume principles of rost=
wrr tax pelley rathor than with e forevagt of postwar economie
corditions, Thie would have two advanteges, Pirst, it would
ghow that the mein polnts with rospect %o tax revicion cen be
made fairly indepsndently of s preclice employment snd income
forscaets, Sacond, it would avold basing the urogrum on the
velldity of a rether spsculsilve ostinete. The ususl wethod
of poztulating v, sy, $20 billion budzet end s $1L0 Billion
incomo lovel mud thon procceding to set up & tax gysten whioch
would balance the budget at that "full omployment®™ lovel, i
aone too sound. . In gurtimlar, it rosus to luply that if &
21,0 billdon level ir reschod, this lewel oan b sustainsd
under balenced budpet conditiong. It will Lo noeessery, to
be sure, to mako semo extinste with raspeet to expsndituros
eué incoe and to glve ar indiestion of the yileld sigrificance
of proposed changes. Dub.it might be poesible to do this 4n
the seacond secblon, in comnection with the actusl preposals,
snd for this purposs one or two inocwe models msy be ret up.
In the firat section, howover, 4t might Ye lLettor to enmphecice
soxm prineiples of tex, debbd snd tudget policy.  Those would
show vhat the polioy should be under different eate of condie
tione, bud would not De baeod on just one forecast of conditions.
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In the second section, desling with the postwer tex
structure, 1 wonder whother it might not be well to concentrate
on the two or thyres mein nrobleme leaving the minor ones for
later discussion, Problem (1) might be the whole guestion of
coordincbing parseas)l end corporste income taration. rFroblem
{2) mizht bs the Smpact of tauation on investwent, including
the discussion of treestzent of loszes, doprscistion and veriocus
types of Sncentive schames. ’rroblem (3) might Y e discursion
of the relative woiphts Lo Le placed upon income versur excises
oud "Birh incoms” versus "low lancamw® texee, with stow stetle~
tical mnelycie of the weipht of different toxse upon consump=
tion end savinge, Yaving formuleted e volicy on these mejor
polnte, it would then be relatively ouey in & concluding part
Yo oumsearize how the federsl tax structure would look at various
lovels of inece.

& study of this rort would i:ply olearly what kind
of tax resomcendaticne the Troasury would waut to make depend~
ing upon evoncmle developmonte. Iut it would pol eonnit the
Tresrury to an nitogethar speeific program, baced upod estie
mated future developsents whdch mizht well prove wrongs fSince
4% mppesrs thed o stetewent 1z to be nads well in advance of
ectusl postenr tax lezisletion, s stetontuk ne here rugrosbed
wicht prove rore useful than speoific sdvancs commltments so
rropored in the Baruck rerort on War énd Fostwer Adjustment
Policisae,

Chalreen Ecoles has Juat returned to town and I hape
to got his idees in & duy or two.

Eincarely yours,

Riﬁhﬂ‘d A' ﬁ“sgung
Division of Resvarch sud Statistice.

BAY yom*
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