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X (See speech of 11/29/37 - file)

December 11, 1937.

Mr, William A. Herin, Secretery

¢/o Honor:ble J. Mark Wilcox's Office
The icuse of Hepresentsatives
Wzahington, D. C.

Desr Sir:

Thank you very uuch for your exceedingly nice letter. I
want you to know that I appreciate it snd am hsuuy to have you
say thet you liked the talk.

The bill introduced by Mr. Wilcox to exempt from Federal
texstion a maximum of 50 per cent of all indivicdual and corporate ine
comes spent on new construction is most interesting. You will under-
stand, of course, that I cen comment only confidentially.

From the standpoint of resivential construction, I su;.ose &
most imgortunt object of Government assistance would be to nelp small
people In attalning home ownersnip or lower rantals. 1t is true, of course,
that 2 substzntial volume of new cunstruction would robably assist in
lovering rents. But it sesms to me thet s tax exesgtion of the sort
proposed would chiefly henefit better-—placed individusls simply for the
purpose of pormitting them to use income, tax free, for the purpose of
constructing rental property, which they would thereaft-r hold s owners.
It might be more desireble to lesve in effect tue .resont tazes and, if
the Government wsnts fo subsidize housing construction, tu epply some form
of direct subsidy designed to assist less wellepliced individuals in ithe
attzinment of home ownership. This would hzve social advantages, I taink,
and, &t the same time, it would not relin uish the desirzble progressive
festures of our present tex system.

As for industrial construction, 1 am inclined to guestion whether
& tex exenption should be auolied to those elements of the business tax
structure that are in = sense normal, that are a usual deduection from
business srofits, una tast, in &ny plsn of taxstion not resting with
extrene severlty on consumers! purchsses, must be utilized in securing s
revenpue sufficlent to meet mocern Government costs., In tne long run, such
a tax relief would simply serve to concentrute the alresdy hignly concentra-
ted ownership of industrial facilities. ~serhaps it would be preferable to
use for the stimulus some tumporazry releaxstion of such a teXx =s the une
distributed profits levy, which is in =~ sense nol a normel tax intended
to be gald by business but 1s in part simply & penalty sgainst those owners
of corporate securities who are serpmitted to avoid individual income taxes
by retsining earnings in the business. ¥We would thuen be in = position of
seying: If you will, for tnis period in which construction stimulus is
needed in the economy, sctually spend funds for that _ursose, we will in
turn permit you to avoid & senalty assessment on rotained earnings.
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I am & little puczled to know just how & tex relief srogrem would
vork out on the _ermanent basis agparently provided for in the bill, It
geems to me culte possidle thst a sermnanent stimulus of this size might in
the course of time result in excessive ca itsl excenditures for construction
znd & consecuent dislocation of the economy,., In zdeition, it seems to be
the intention of the bill to limit the s plicability of the proposed exe
euption to funds spent for constructionjy and I am wondering, if a tax
pregrex of this kind is to be developed, whether it might not be well to
consider tae inclusion of plant enuipment and perhapsa other items that
would actually incresse the rocuctive cepecity of cur industrial estobe-
lishment.

From the fiscal stundpoint, I should also want to exanine carefully
from whut sources governmental reverues of the magnitude thet would probe
ably be lost by this sroposel could be made up without at the seme time
levying taxes that would have en equal or greater sdverse effect on our
economlic gperctions.

These are simply cuesiions thet heve cccurred to me ag I have rowd
your letter aond the inclosed bill., Let me tisnk you again for writing me
o8 you ¢id ang for giving me tue opportunity of sceing tie bill taet
Mr. Wilcox hes introduced.

Cordially yours,

M. 5. tccles,
Chziruman.
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