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Capital Cteins Proposal 

The capital galas proposal was discussed at yeeterday*s meet* 
ing of the Interdepartmental Tax Casmittee* TOT may be interested in 
a brief Bwzm&ry of the v i m expressed* 

Mr» Blough primarily emphasised the d i f f i c u l t i e s involved In 
convincing Congress that such a measure i s necessary* Be believes that 
to have the proposal accepted I t would be necessary to present the 
dangers and likelihood of an iisainent dras t ic in f l a t ion in capital 
values In the strongest terns* and tha t th ie scare In i t s e l f may have 
the very e f f ec t -which the tax i s meant to avoid* Also* he i s concerned 
with the implications of the tax for the t ransi t ion periodwhen some in* 
vestment wi l l be desirable i n the in te res t of prompt re-conversion* 
However* t h i s I s somewhat less important then the f i r s t point* 

Mr» Colm (Budget Bureau), a f t e r having discussed the nat ter with 
the Director of the Budget* indicated that they were much increased by 
the equity aspect of the arguiaent and the need for preventing war pro* 
f i teer ing i n capital values as a matter of maintaining morale a t the 
hcs&e front* He Indicated that he was l i t t l e impressed by the economic 
aspects of the argument e i ther with respect to financing or with respect 
to the e f f e c t s upon the general s tab i l i sa t ion program* However* he would 
favor some action on equity grounds although he was non~cc*maittal as to 
whether ae drast ic a proposal could be Jus t i f i ed on equity grounds only. 

Mr* Henry Murphy (treasury) sympathised with the equity aspects 
of the proposal but was concerned that pressure and publici ty necessary 
t o get i t through Congress would have a bad e f fec t on the security market* 
Taking the general position tha t i t does not make very much difference 
with respect t o i n f l a t i on potent ia l , whether the Treasury borrows t r m 
banking or non-banking sources* he appeared to think that the tax pro-
posal might do financing more harm than good* 

Mr» prltchard (close ass is tant t o Judge Vinson) agreed that seme 
action was desirable but thought that th i s proposal would have no chance 
of acceptance in Congress and t h a t I t s publici ty e f f ec t s might be most 
damaging* I f adopted* he f e l t t ha t i t would be d i f f i c u l t t o obtain the 
admini s t ra t ive discret ion necessary t o taper i t off promptly* He believe• 
tha t the advantage of approaching the problem by way of credit measures 
I s tha t such policy could* to some extent a t least* be undertaken without^ 
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Congressional action and similarly could be withdrawn promptly* He i s 
not sure whether credit controls would do the Job but thinks that th i s 
i e where the beginning should be made* 

X) because i t can bo dom more siBply and with 
loss noise* and 

2) becau&e a credit financed in f l a t ion of capital 
value$ i s particul&rly damaging to the debtor 
when values collapse* 

Walter Salant {assistant to Richard V* Gilbert* Director of 
Eesearch a t the Office of Price Stabil ization) suggested that the tax 
would not meet ifdiat i s perhaps the ssost serious point at which an in* 
crease in values may underiaine the s tabi l isat ion progress, namely houses 
owners who byfcpass rent ceil ings by forcing tenants to buy at ea&orbitant 
p r i c e S i n c e these are mostly people who must have a place to l ive 
rather than speculators, they would not be deterred by the tax nor would 
the se l le rs who in most oases had possession prior t o January 1* 
galant also shared the concern that po l i t i ca l ly the taar^rould-bo a isost 
d i f f i c u l t proposition* 

The discussion i s to be continued a t a second meeting tomorrow* 
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