Pobruary 15, 16L5
Chelrman Becles Capitel Gains Proposel

Riohard £, Husgzrave

The capitsl geins proposel wes di scusesed at yesterdayts moete
ing of the Interdepsrimental Tax Committee. You msy be interested in
e brief swumery of the views expressed.

Mre Blough primarily emphasized the difficulties involwed in
convincing Congrese thet such a measure 1s necesssrys He believes thet
to have the propoeal smocepted it would be necessary ‘o precent the
dengers and 1ikelihood of an imminent drastic inflation in capitel
wvalues in the strongest terms, and thet this seare in itself msy have
the very eoffsot whioh the tex it meent to avold. Aleo, he is conocerred
vith the implicstions of the tax for the transition periodwhen some ine
vostmont will be desirable in the interest of prompt re~conversion,
However, this is somewhat less important than the first point.

¥r, Colm (Budget Bureasu), after having diseussed the metter with
the Direcior oi the Budget, indicated that they were much impressed by
the equity aspest of the ergument and the need for preveniing war pro=
fitsering in cepital velues as & natbter of rmelntelning morsle at the
haze frops, He indicated that he was little impressed by the econonie
aspeots of the argument either with reepeet to finencing or with respect
to the effects upon the genorel stabilization program, However, he would
favor soms action on equity grounds although he was nonwcoomittel as to
whether as drastic & propozel sould be Justilied on equity grounds only.

¥r. Honry NMurphy (Preasury) sympathized with the equity aspects
of the propossl bul was concerned that pressure and publicity necessary
to get 1t through Congress would have & bad effect on the securlity merket,.
Taking the genersl position that it does not meke very much difference
with reepect to inflation potential, whether the Treasury borrows from
banking or nonebanking sources, he appsared to think that the tex pro-
posal might do financing more harm than good.

Mr, Pritcherd (close aseistant to Judge Vingon) agreed that some
action was desirable btut thought that this propoeal would have no chance
of acceptance in Congress and that its pudbliecity effects might be most
damaging. If edopted, he felt that it would be difficult to obtain the
admini strative discretion necessary to teper it off promptly. He believes
that the adwvantage of spproaching the problem by way of eoredit measures
1s thet such polisy could, to some extent at least, be underteken withouts
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Congressional aotion and similarly could be withdrawn promptly. Ho is
not sure whether oredit controle wouid do the job but thinks thet this
is where the beginning should be made;

1) because it omn be done more simply and with
lass noise, end

2) becsuce s credit financed inflajiom of capital
values ie particulerly dameging to the debitor
when values collepee.

Welter Selsnt {assistant to Richard Ve Gilbert, Tirector of
Research at The Uiiice of Price Stebilization) suggested that the tax
would not neet whet is perhsps the most smerious point at whioch an ine
erense in values mey undermine the stabilization progrem, namely huuse-
owners who byspass ront cellings by forcing tensnis to tuy at exhorivitant
prices. §&ince thess are mostly people who must have & place to liwe
rather then speculators, they would not be deterred by the tax nor weuld
the sellers whe in most onses had posseswsion prior to Jenuary le Kr.
£alant also shared the concern thet politically the texwonldibeo a most
4 f1f eult proposition,

The disousslon i¢ to be continued at & seocond ponting tomorrow.
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