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1933 + 1959

From the Ne; Deal to the
Cold War

The New Deal brought major changes to the Committee on Ways and
Means, Legislative tanff rate-making was replaced by reciprocity agree-
ments negotiated by the executive branch under the Reciprocal Trade
Agreements Act of 1934, The committes also drafted the Social Seco-
rity Act of 1935, creating the old age and unemployment insurance
programs amnd greatly expanding govermment assistance to the needy,
The income tax was extended through New Deal and Waorld War 11
revenue legislation, becoming, along with Social Security, a basic fact
of life for most American citizens, For most of this period, a conservi-
tive coalition of Republicans and Southern Democrats dominated the
committee, often frustrating the revenue proposals of Democratic
Presidents Roosevelt and Truman. Even during the Republican admin-
istration of Eisenhower, Cold War defense spending, the need to bal-
ance the budget. and fears of inflation prevented any major postwar
revenue reduction.

he New Deal marked the beginning of the modern federal gov-

ernment, and it refocused awention upon the Presidency due o
Franklin 1. Roosevelt’s charisma and energy. The executive branch
increased in size and complexity as the President ceniralized decision-
making. For example, the Bureau of the Budget was placed more
firmly under presidential control by s transfer from the Treasury De-
partment 1o the Executive Office of the President. The entire federal
bureaucracy expanded as Roosevelt's Democratc adminisirations cre-
ated program alter program in an attempt 10 stimulate the economy.
Mew agencies were created whose imitials, such as the WPA, NRA, and
CCC, were likened to alphabet soup, and the number of civilian gov-
ernment employees in the capital doubled between 1929 and 1940,

As the role of the government in promoting €conomic recovery,
growth, and the wellare ol s cinzens expanded, the federal bureauc-
racy also grew. Government efforts to regulate corporations, financial
mstitutions, and the stock market intensified. The modern welfare
system also had its origins in several programs, especially the Social
Security Act of 1935, Although the New Deal was not governed by
any consistent philosophy other than pragmatic experimentation, the
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Roosevelt Administration expanded federal expenditures in an effort
to promote cconomic growth. The Republican admimistration of Her-
bert Hoover spent 3.1 billion dollars in 1930; by 1939, the federal
budget was triple that amount. World War I1T magnified the growth of
federal spending 1o levels approaching 100 billion dollars a year. Ex-
penditures declined in the postwar period, but the federal budget
never returned Lo prewar levels.

The growth of the federal budget and the acceptance of the gov-
ernment's responsibility to manage the economy and o promote
social welfare had important implications for the history of the Com-
mittee on Ways and Means. As Chairman Doughton's observation on
the complexity of tax bills indicated, on one level the committee’s
duties became much more technical. They also remained as political
as ever before. The controversial issue of tanffs was largely resolved
by embracing the concept of reciprocity, but taxes and Social Secunty
became even more politically contentious in this period because they
came 1o aflect ever larger percentages of the population.

The Committee and the House, 1933-1958

Following Franklin D. Roosevelt’s election to the Presidency in 1932,
the Demaocratic Party maintained an almost unbroken control of Con-
gress and the White House, Between 1933 and the election of Dwight
D. Eisenhower in 1952, the Republican Party controlled Congress
only in the Eightieth Congress (1947-1949). During Eiscnhower’s two
terms as President (1953-1961) his party controlled Congress only in
the Eighty-third Congress (1953-1955).

This prolonged penod of one-party rule imparted a sense of con-
tinuity and stability o the Commitee on Ways and Means. The se-
niority svitem was firmly entrenched, and one chairman, Robert L.
Doughton of North Carolina, led the commitntee from 1933 (o 1953,
with the exception of the Republican Eighueth Congress, making his
the lengthiest chairmanship in the history of the committee, During
the Seventy-fourth and Seventyv-fifth Congresses, at the height of
Democratic control, the 25-member committes had a majonty-minori-
ty ratio of 18 Democrats to 7 Republicans. In all other Congresses the
ratic was 15=110.

The existence of one-party control of Congress, the committee,
and the executive branch did not mean automatic harmony. During
the early years of the New Deal, the Committee on Ways and Means
conperated closely with FDR in crafting recovery revenue legislation;
however, over the vears the commiitee came 10 hold independent and
more conservative views than those represented by either Roosevelr’s
or Truman’s domestic spending programs. Beginning in 1937, a Rules
Committee coalion ol conservative Democrats and minority Republi-
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cans began o block New Deal legislation. By the following vear, a
sumilar conservative alignment was evident in the Committee on Ways
and Means, This conservative coalition had distinct hisiorical origins.
Durning the years ol Republican ascendancy in the 1920s, Southerners
had made up a I..iI'F_:_I;' proporion ol congressional Democras, When
their party regained the majority in the 1930s, these Southern Demo-
crats, because of their senioriny, came 10 hold the key leadership posi-
tuons, especially the Speakership and major committee chairmanships.
The Democratic Speakers of the House between 1935 and 1961 were
all conservauve Southerners: Joseph W, Byrns {TM), William B. Bank-
head (AL), and Sam Rayburn (TX). Conservative chairmen, such as
Rober [}l:ll]ghn'l-t!. often I:IJ_I-I‘]H‘.!"'I'! the administeation, |'|'|::||_|-!‘_=||'|[|:-|:|'h =
dependence on tax measures, in fact, prompted the first presidential
veto of a revenue bill in American history, when Roosevelt vetoed the
Revenue Act of 1943, subsequently enacted when the veto was over-
ridden by both the House and the Senate,®

The convergence ol the semoriy svstem, strong committee chair-
men, and the conservative coalivion motivated a movement Do legisla-
tve reform, one compounded by the vastly enlarged powers and orga-
nizational complexity of the executive branch dunng World War [1. In
1945, the Amencan Polincal Science Associaton urged: "Congress
must modernize s machinery if i is 10 keep pace with a greatly en-
larged and active Executive Branch.” # The House and Senate created
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a Joint Commitier on the Orgamization of Congress in 1945, whose
report formed the basis for the Legislative Reorganization Act of
1946, The number of standing committees was reduced from 33 1o 15
in the Senate and from 48 10 19 in the House. The number of stand-
ing committee assignmenis were limited 1o one for most House mem-
bers and 1o two for most Senators. Standing commitiees were Te-
quired (o maintain records of all commitiee votes and o open all
meetings (o the public “except executive sessions for marking up bills
or for voiing, or where the commitice by a majority vote orders an
executive session.’’ 4

The two provisions of the Legislative Reorganization Aet that
most affected the Committee on Ways and Means concerned prepara-
tion of the annual legislative budget and the area of committee stafl-
ng. The Commitiee on Ways and Means, the Senate Committee on
Finance, and both Appropriations Committees were instructed o act
as a Joint Budget Commitee wo prepare an annual legislative budger.
Each standing committee was also authorized 1o hire four professional
and six clerical stalf members, except that no limitations were placed
on the number of stafl for the Appropnations Committees. The act
also strengthened the Legislative Reference Service, making it a sepa-
rate department within the Library of Congress,

Although legislative reorganization was not designed o enhance
the powers of committee chairmen, the enlarged committee stafls,
which were under the control of the chairmen, provided them with an
added tool. The staff of the Committee on Ways and Means grew
from the 10 authorized in 1946 to 21 by 1957, In the yvears of 1951,
1952, and 1953, the staff reached highs of 24, 36, and 30—when the
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committee participated in the first thorough revision of the Internal
Revenue Code since 1913.5 The commitiee needed an enlarged sialf
in the post-World War 11 era because of the increased technical coms-
plexity of the revenue, trade, and Social Security issues within s ju.
risciction.

The Committee on Ways and Means and the New Deal,
1933-1939

The United States was experiencing the darkest days of the Great De-
pression when Franklin D, Roosevelt ook office on March 4, 1933,
promising "a new deal for the American people.” Unemployment had
reached 14 million, and banks were failing throughout the nation. The
new President requested broad executive powers to cope with the eco-
nomic crisis. On the day afier his inauguration, Roosevelt called a
special session of Congress, For the next three-and-a-half months,
known as the Hundred Days, the House and the Senate cooperated
with the President to produce an extraordinary legislative record.
Although the early spint of legislative-executive cooperation was
later dissipated by Supreme Court decisions striking down some key

e
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CHAIRMEN OF THE COMMITTEE ON WAYS AND MEANS
1933=1959

Robert L, Doughion (D-NC) Seventy-third=Seventy-ninth
Congresses, 1933=-1947

Harold Knutson (R-MMN) Eightieth Congress, 1947-1049

Robert L. Doughton (D-NC) Eighty-first-Eighty-second
Congresses, 1949-1953

Daniel A. Reed (R-NY) Eighty-third Congress, 1953-1955

Jere Cooper (D-TN)* Eighty-fourth-Eighty-fifih
Congresses, 1955-1957

Wilbur I3, Mills (I-AR) Eighty-fifih Congress, 1957-1955%

! Cooper died Decembeer 18, 1957, shonly after the beginning of dee firss session of the Eighuy-fifih

Longress,

acts, and by fierce public crticism of certain New Deal measures,
there was a revival of legislative activity in the Second New Deal in the
Seventy-fourth Congress (1935-1957). The Committee on Ways and
Means tended 1o cooperate with the Roosevelt Adminisiration 1o pass
earlv key revenue and Social Security legislaiion. Yet under the lead-
ership of Robert L. Doughton (I-NC), the committee modified most
executive proposals after 1938 in order to achieve compromises ac-
ceptable to a growing conservative coalition.

The Seventy-third Congress that convened on March 9, 1933, was
composed of a 310=117 Democratic majority. Henry T. Rainey of Ilh-
nois was clected Speaker, and Joseph W. Byms was elected House
majority leader by the Democratic caucus. Robert Doughton, the
chairman of the Committee on Ways and Means, had served on the
commitiee since 1927, and he remained chairman, with one two-vear
interruption, uniil 1952, The North Carolinian affected a homespun
country philosophy, often reminding colleagues that “the science ol
levving and collecting taxes is the science of getting the most feathers
with the least squawking of the geese.” As chairman, he earned a rep-
utation as the Mew Deal's man on taxes in the House, ver Doughion
was more conservative and less willing 1o experimem than was the
President. His nickname, “Muley,” reflected an image of backwoods
stubbornness that conveniently cloaked a shrewd ability to compro-
mise without alienating either New Deal liberals or their conservative
cTitics.®

Soon after the first session of the Seventy-third Congress began
in 1933, the Democrats created a Steering Committee to sct party
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AMEND TARIFF ACT OF 103 EECIPEOCAL THADE
AGREEMENTS

——
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iites om Mareh 8, 1024

the prevailing bipartisanship when he stated: “We have tried various
expediencies without success, Here is a new notion. Try it, Try any-
thing.” ®

The Reciprocal Trade Agreements Act of 1934

The previous year's harmony disintegrated in 1934 as partisan differ-
ences on the committee began to surface. The first partisan clash oc-
curred during deliberations on the Reciprocal Trade Agreements Act
of 1934, The Roosevelt Administration’s trade policy evolved slowly.
The President’s choice for Sccretary of State was Cordell Hull, a
former member of the Committee on Ways and Means who had con-
sistently advocated free wrade and wanff reduction. In the winter of
19331934, the President asked Hull 1o prepare a wrade bill for sub-
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mission to Congress, The Secretary of State was guided by foreign
policy considerations as well as by economic concerns, “To me it
seemed virtually impossible 10 develop friendly relations with other
naticns in the political sphere so long as we provoked their animosity
in the economic sphere,” he recalled. “How could we promoie peace
with them while waging war on them commercially?" *

The most effective remedy for international irade barriers would
have been for the United Siates to unilaterally lower tanff rates, Hull's
congressional experience, however, had convinced him that once warifl
revision began, special interests would take over and the result would
be much the same as the Smoot-Hawley Tarniff of 1930, Therefore, he
recommended that Congress entrust the responsibility for tanff reduc-
tion to the executive branch, Hull's bill proposed that Congress au-
thorize the President 1o negotiate bilateral rade agreements incorpo-
rating both reciprocity and the most-favored-nation  states, which
meant that, as Hull put itz “any reduced duties were 1o apply 1o all
foreign countries alike. IF any country, however, discriminated againss
our commerce, the lowered duties need not apply.' 12

The administration unveiled Hull's draft at the White House on
February 28, 1934, before a group of congressional leaders that in-
cluded Chairman Doughion of the Committee on Ways and Means.
The President, according 1o Hull, siressed the imporiance of reviving
American exports and international trade in order 1o promote “a full
and permanent domestic recovery,” A bill was sent 1o Congress in
carly March. Secretary Hull testified before both House and Senare
committees. In stark contrast o the protracted hearings on the
smoot-Hawley bill, the Committee on Ways and Means heard only 17
witnesses in just one week. The executive mark-up session included
both majority and minority party members, unlike the case in 1930
when the minority had been excluded, The majority report vored ou
of committee on March 19 adopted the administration plan virtually
unchanged. The Republican members, however, issued a strong mi-
nority report criticizing the bill because it set no time limit upon the
President’s authority 1o negotate trade agreements and because n
their opinton it violated the Constitution. According to the bill's erit-
ics, it delegated o the President the authority of Congress 1o tax and
the Senate’s power of weaty ratification. Hull had anticipaved the
latter objection. The administration had deaded that trade agree-
ments would not be considered as treaties but rather as executive
agreements that did not require congressional approval. The adminis-
tration had similarly rejected any legislative vetwo of trade agreements
that would have interfered with the executive’'s ability 10 negotiate.

The cntcism of the trade bill carnied over 1o floor debate, where
House Democrats accepted a series ol compromise amendments. The
most important amendment limited the President’s negotianng au-
thority to three vears. Another amendment provided that any agree-
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ment could be terminated after three years. The hill passed the House
on March 29 by a 2V4-111 vote, The Senate passed the bill on June 4,
and President Roosevelt signed it on June 12, 1954,

The Reciprocal Trade Agreements Act of 1934 was actually an
amendment to the existing Smoot-Hawley Tanff Act. The new law au-
thornzed the President to negotiate bilateral trade agreements 1o raise
or lower the existing tariff rates by as much as 50 percent. However,
as Hull observed, " was obvious we would reduce them, since no
other country would sign an agreement o mcrease our Lanffs.™ 11
The law marked a turning point in tarifl history—one tanll scholar re-
ferred to it at the time as “a revolution in tanff making.” '* Congress
delegated 1o the executive branch the authority over rate-setting thai
it had jealously guarded for 150 years. The Democratic majority on
the Committee on Ways and Means, as well as that in Congress, rec-
ognized that trade in the interdependent 20th-century economy was a
foreign policy issue even more than a domestic consideration.

The Revenue Act of 1954 and the Wealth Tax of 1935

The trade act, while closely adhering 1o the proposal drawn up by the
administration, also revealed the crumbling bipartisan coalition on the
commiltee. The revival of partisanship continued during consideration
of the Revenue Act of 1954, which resulted more from the commit-
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tee’s initiative than that of the administraton. A subcommittee of the
Committee on Ways and Means had undertaken a study of tax evasion
the previous vear. The subcommitiee's recommendations were mainly
concerned with technical adjustments 1o revenue administration, de-
signed to plug some loopholes in the existing law, The Secretary ol
the Treasury, Henry Morgenthau, Jr., objected 1o most of the commit-
tee's proposals. The House, however, passed the committes bill una-
mended. Under the Revenue Act of 1934, a single rate of 4 percent
was established lor the normal tax, and surtax rates were revised in a
slightly progressive manner. The most controversial provision was a
35 percent tax on the undistributed profits of personal holding com-
panies—companies cstablished to accumulate carmnings as a means o
avoid the income tax surtax rates, (The commtee called these com-
panies "incorporated pocketbooks," )t

After the 1934 congressional elections, the Democrats command-
ed a 319-103 majority, and the committee’s membership shifted 10
18-7 1o reflect the larger House majority. During the Seventy-fourth
Congress, the Committee on Wavs and Means reported five major
hills, drafied by a caucus of the majority members, which excluded the
Republican minority, In fact, for the pext four vears the Commitiee
on Wavs and Means was dominated by the Democraiic majoriy. Com-
mittee Democrats ignored the Republican members. “We do not want
their advice,” one Democrat observed in 1938, “because we know
they are going to stick a knite in our Democratic backs every time they
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can on evervthing we propose,” '* Republican members were out-
raged, charging that the majority developed bills in caucus and then
simply informed the minornty of their actions. Republican members
were literally locked out of the committee’s proceedings. Ranking mi-
nority member Treadway made it a practice 1o knock every morning
on the committee door, “only to find it locked and 1o hear the buzz of
voices in heated argument within.” '* Only after the Democratic
members had reached agreement were the Republicans asked in 1o be
notified of the commitiee’s decisions.

The most serious controversy engendered by a committee hill
during this Congress occurred over the Wealth Tax of 1935, In re-
sponse o criticism that the New Deal was not doing enough to redis-
tribute wealth in the United States, FOR unveiled a comprehensive tax
reform plan. In a message o Congress in June 1935, the President
criticized the existing revenue system and proposed reforms to in-
Creasc laxes on upper income taxpayers. The President surprised
Congress by charging that the revenue system had “done little o pre-
vent an unjust concentration of wealth and economic power.” 1% His
solution was the so-called Wealth Tax., As written by the Committee
on Ways and Means and reported by Chairman Doughton, the ball
proposed to create a more equitable ax system through progressive
corporate, inheritance, and income taxes. The final bill, approved by
Congress on August 30, 1935, increased surtax rates on individual in-
comes exceeding $50,000 and individual estates of over $40,000. In
addition, it imposed a 59 percent rate on individual incomes above
one millhon dollars, graduated to a maximum rate of 75 percent on
incomes excesding Live million dollars. The act also raised estate and
gift taxes, while raies on all corporate incomes were raised 1o 15 per-
cent. Finally, an excess profits tax was levied on profits exceeding 10
percent. This tax was graduated to a maximum rate of 12 percent on
corporate profits in excess of the 15 percent nontaxable profits rate
allowed by the statute. 17

The Republicans on the Committee on Ways and Means strenu-
ously oppozed the Wealth Tax Act. Treadway called 1t a “monstros:-
ty.” The statute also alienated many conservative House Democrats,
who were disturbed by the implications of the bill but who reluctantly
supported it because of the heavy pressure applied by the White
House and the House majority leadership.

The Social Security Act of 1935

In spite of the growing congressional opposition to the New Deal,
Chairman Doughton managed 1o maintain party discipline within the
Commitiee on Ways and Means on measures requested by the Roose-
velt Administration. The most important committee legislation during
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1 Be it enactad by the Semoly and Hous of Bepresside-
2 fives of the Dnited States of Americn in Congress assambled,

the Seventy-fourth Congress was the Socal Secunty Act of 1935, even
though the principal impetus for the legislation came from sources
outside the committee,

The Social Security Act developed from several sources. By the
1930s, every major European nation had adopted the concept of
social insurance in some form. Private pension plans in the United
States had proved inadequate in the face of the Depression; some 45
plans were discontinued between 1929 and 1932, Moreover, several
utopian social welfare schemes had captured the public’s magmation.
Socialist Upton Sinclair had campaigned for governor of California on
a plaform of a §50 pension for all state residents. Senator Huey P
“Kingfish™ Long of Lousiana advocated a radical Share-Our-Wealth
Plan 1o redisiribuie income by confiscatory taxes upon the surplus
wealth of the richest Americans. Dr. Francis E. Townsend, an elderly
California physician, became extremely popular with his plan o pro-
vide $200 monthly pensions to all persons over 60 provided that the
money was spent within 30 days.'®

In 1934, Senator Robert F. Wagner (D-NY) and Representative
David |. Lewis (D-MD), a member of the committee, introduced a bill
to provide unemployment insurance financed by a 5 percent payroll
tax. The bill was endorsed by admimstration officials in hearings
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before a subcommittee of the Committee on Ways and Means, but the
subcommittee reporied the bill 1o the full committee with no recom-
mendations for action, Although FDR wrote to Doughton requesting
that the measure be passed, the Wagner-Lewis hill died in committee.

Impressed by arguments that a more comprehensive measure in-
corporating both old age assistance and unemployment insurance was
needed, the President delivered a Special Message on Reconstruction
and Recovery on June 8, 1934, in which he stated:

Next winter we may well undertake the great task of further-
ing the security of the citizen and his family through social
insurance, . . . The various types of social insurance are
interrclated; and I think it s difficult w anempt 1w solve
them piecemeal. Hence, T am looking for a sound means
which I can recommend to provide at once security against
several of the great disturbing factors in life—especially those
which relate to unemployment and old age.®

Three weeks later the President appointed a Cabinet-level Committee
on Economic Security {CES) to report recommendations on socal in-
surance. The committee’s report of January 15, 1935, formed the
basis for the Sooal Secunty Act of 1935,

Although the Committee on Economic Security’s report was ac-
companied by a draft bill, the question of who would introduce the
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bill in Congress caused some concern, Senator Wagner was given the
privilege in the Senate, but the President was advised by Speaker
Byrns that Chairman Doughton wanted the honor of introducing the
bill in the House. The bill was introduced in such haste that
Doughton had o procure a copy of Wagner's Senate bill o place
before the House, The Committee on Wave and Means then sched-
uled hearings to begin on January 21, one day before the Senate Fi-
nance Committee’s hearings, 2

The hearings began with testimony from the executive director
and members of the CES, including Labor Secretary Frances Perkins.
After the government witnesses had explained and defended the pro-
visions of their draft bill, the committee heard entics of the plan, in-
cluding Dr, Townsend and his supporters, The Townsendites received
by far the greatest public attention as they wried o offer their plan as
an alternative to the administration’s recommendations on old age se-
curity. Doughton accorded the witnesses ample courtesy, but the com-
mittee subjected them to piercng cross examination to discredin
Townsend’s fanciful scheme. 21

The commitiee began consideration of the bill in earnest after the
hearings ended on February 12, In some 20 executive sessions of the
entire committee, the bill was considered word-by-word. Part of the
reason for the committee’s deliberate approach was the need 1o re-
draft the bill's language. The CES had originally written sections into
the hill that made appropriations for various purposes, rather than au-
thorizing appropriations. Consequently, Chairman Doughton instruct-
ed the chief draftsman of the House to rewrite the bill, which he did
in a wpically thorough, diligent, and tedious bureaucratic manner,
More serious, however, was the [act that many members of the com-
mitiee were opposed 1o, or uncertain about, the old age provisions,
President Roosevelt declined to actively intervene, making it necessary
for the chairman to slowly build support for the bill. Doughton uti-
lized his populanty and fairness 1o posipone action, finally making a
compromise possible. The onginal draft had provided for both volun-
tary and compulsory old age annuities. By agrecing to drop the volun-
tary provision, the bill's supporters were able 1o obtain support for
the passage of the compulsory insurance title.

The bill that emerged from the committee was significantly rear-
ranged and rewritten. Previously known as the Economic Security Act,
it was now renamed the Social Security Act. The committee’s favor-
able report was made on April 5, and House debate began six days
later under an open rule. The committee had requesied the usual
closed rule to limit debate and amendment, but the Rules Committee
refused in order to maintain the appearance that members favorable
te the Townsend plan would be free 1o amend the bill. Behind the
scenes, however, the House Democratic leadership had moved 1o
msure that the bill would not be amended. Although approximately
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against one hundred percent of the hazards and vicissitudes of life.”
Social Security, he believed, was “too precious to be jeopardized now
by extravagant action.” ##

The Revenue Acts of 1936-195%9

After passage of the Social Security Act of 1935, the committee fo-
cused once more on tax issues. When the Seventy-fifth Congress con-
vened, the Democrats had commanding majorities in the House (331-
89) and the Senate (76-16). Party representation on the Commitiee
on Ways and Means remained at 18=7, FDR was dealt a severe blow
in January 1936 when the Supreme Court declared the Agriculiural
Adjustment Act of 1933 unconstitutional, One of the provisions of the
act had been to subsidize farm production through excise taxes levied
on the processors of specified Farm products. The court’s action de-
prived the government of 500 million dollars in revenue, On March 3,
1956, Roosevelt called for new taxes 1o produce over one hillion dol-
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lars in additional revenues through the imposition of three new taxes:
I} a windfall profits tax, 2) a temporary agricultural products process-
ing tax, and 3) a graduared ax upon undistnbuted corporate income,

FDR's proposals were immediately attacked by business leaders,
by Republicans, and by conservative congressional Democrats. On
March 26, 1936, the Internal Revenue Subcommittee of the Commit-
tee on Wavs and Means began public hearings and later submitted a
report closely patterned on President Roosevelt's requests, The docu-
ment contained a proposal for a graduated undistiributed corporace
profits tax at 3 maximum rate of 42.5 percent for corporations whose
net incomes exceeded $70,000. On March 50 the full commitiee
began heanngs on the subcommittee report. After hearing testimony
from the Treasury Department and the Internal Revenue Service, the
committee majority reported a bill containing the undisinbuted prof-
its tax and a windfall profits tax. The opinion of the majority was
countered by a minonty report listing us objections, but the House
accepled the ball with little debate.

The House revenue bill of 1936 ran into trouble in the Senate.
After holding its own hearings, the Senate Finance Committee issued
a majorty report opposing the House measure on the grounds that it
would limit the growth of new corporations, cause uncemployment,
and diminish the confidence of the business community in the federal
government, The Finance Commiltee proposed a substitute tax plan
mcreasing the standard corporate tax rate while lowenng the undis-
wibured profits tax 1w a maximum rate of 7 percent. After three days
ol discussion, the Senate approved the Finance Committee’s version
of the House bill by a vote of 38-24, The conference commiltee's
compromise reflected the Houses desire to tax undistributed profits
and the Senate’s wish o retain a graduated corporate earnings tax.
The Revenue Act of 1936, approved on June 22, levied the undistrib-
uted profits tax and imposed surtaxes ranging from 7 1o 27 percent
On corporate incomes, #3

After creating the new tax system, the Committee on Ways and
Means considered how best 10 enforce i, On June 1, 1937, the Presi-
dent sent a message to Congress citing the imperative problem of tax
evasion and requesting legislation to make “the present lax structure
evasion-proof.” ** Shortly thercafter Congress created a Joint Com-
mittee on Tax Evasion and Avoidance, which held heanings until July
28, and submied a report explaining the loopholes that wealthy
Americans used to avoud paving taxes. On August 26, the President
signed the Revenue Act of 1937, Written as an amendment o the
1936 law, the new measure closed several loopholes thar had permir-
ted corporate and individual evasion. Meanwhile, the Committee on
Wavs and Means” Subcommittes on Internal Revenue Taxation,
chaired by Fred M. Vinson (D-KY), was considering additional sub-
stantive changes in the internal revenue system.
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Vinson's subcommittee submitted its report to the full committee
on January 14, 1938, This document contained a wide variety of rec-
ommendations on corporate taxes, holding companies, capital gains
and losses, excises, and estate and gift taxes, as well as suggestions for
the administration of the tax system. In addition, the subcommitiee
proposed a substantial modification of the undistributed profits ax,
the most controversial feature of the 1936 Revenue Act. In subse-
quent full committee hearings, the bulk of testimony delivered princi-
pally by lobbyists and by members of the business community was un-
favorable to the continuation of the undistributed profits tax. The
committee was unimpressed with such testimony and retained the tax
in its version of the new revenue bill.

The Senate Finance Committee urged the abandonment of the
tax altogether, and adopted flat corporate taxes as a substitute meas-
ure. The final conference committee bill curtailed the undistributed
profits tax and also reduced capital gains taxes. The Presidemt disap-
proved of this tax break for large corporanoens, but he did not velo
the conference measure. At midnight on May 28, the Revenue Act of
1938 became law without the President’'s signature. One year later,
Congress repealed the undistributed profits tax.

The Democratic majority on the Committee on Ways and Means
had been able to write revenue legislaton with litde regard for the
Republican minority prior to 1939, But the Democrars sutlered severe
losses in the midterm congressional elections in 1938, One tactor that
hurt Democratic candidates was Roosevelt’s unpopular attemprt 1o
pack the Supreme Cournt by adding as many as six new justices in
order to alter its conservative ant-Mew Deal philosophy, ancther neg-
ative factor was a sharp economic recession that began in 1937, Re-
publicans gained a total of 76 seats in the House and the Senate,
bringing the House toals o 261 Democrats and 164 Republicans.
Membership on the Commitee on Ways and Means was restored to
the usual 15-10 ratio. The relationship between Republicans and
Democrats on the committee was relatively free from partisanship
during the Seventy-sixth Congress as the conservative coalition of
Southern Democrats and Republicans emerged. The commitiee re-
ported three important pieces of legislation: 1) the Revenue Act of
1939, which abolished the undistributed profits tax, 2) the Public
Salary Tax Act. and 3) a bill to amend the Social Security Act of 1935,
These bills were hammered oul in executive sesgions now attended by
members of both parties, and were passed by the House and the
Senate without significant controversy. The Public Salary Tax Act ex-
tended the income tax to federal, state, and local judges, and w feder-
al judges who had taken the oath of office before 1932, However, the
impact of both i and the Revenue Act of 19349 were relanvely minor
compared to the major expansion of the Social Security system en-
acted in 1939 28
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The Soaal Security Amendments of 1939

President Roosevelt believed that once the Social Security system of
payroll taxes and old-age assistance had gone into operation, “no
damn politician can ever scrap my social security program.” #% Public
acceptance ol the system seemed to reinforce the President’s conclu-
sion. In 1937, for example, a Gallup poll determined that 73 percent
of those questioned supported the payroll tax. Yet Social Security was
not without its critics on both the left and the right, Dr. Townsend's
scheme continued to attract millions of supporters. In California,
some B0 different old age welfare plans were developed between 1936
and 1938, During the 1936 presidential campaign, Republican candi-
date Alfred Landon attacked Social Security as a “cruel hoax,” To Re-
publican critics, Roosevelt's New Deal programs not only aggrandized
tederal power, but they also morigaged the nation’s economic future.
Social Security was particularly unsound, “unjust, unworkable, stupid-
ly drafted and wastefully financed.” Landon warmned: “If the present
compulsory insurance program remains in force, our old people are
only too apt to find the cupboard bare.” 27

At the suggestion of Arthur J. Altmeyer, the chairman of the
Social Securny Board, President Roosevelt named an advisory council
to recommend changes in the system as a means to defuse mounting
criticism. “1 think it not only possible to oflset these attacks,” Ali-
meyer wrote, . . . but really to use them to advance a socially desira-
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agreed to by both Houses early in the following month, and the Presi-
dent signed the bill on August 10, 195921

In House debate, John W, McCormack (D-MA), a member of the
Committee on Ways and Means, defended the Social Security Amend-
ments of 1939 on the grounds of family stability. "Safeguarding the
family against economic hazards 15 one of the major purposes of
modemn socal legislaton,” he argued. The amendments siressed the
msurance aspects of Social Scounity becanse so many conservative crit-
ics feared the advent of a welfare state. The payroll tax was rechris-
tened “insurance contributions™ under the Federal Insurance Contri-
butions Act (FICA) as parnt of the Internal Revenue Code. The Old-
Age Reserve Account became the Old-Age and Survivers Insurance
{OAS]) Trust Fund. The act increased benefits (o be paid in the early
vears of the program by changing the benefit formula 1o average
rather than wotal earnings. (The total earnings of workers since 1935
who were eligible for the first benefits in 1940 would, of course, have
been much less than that of workers who retred in later vears.) But
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the most notable change was the addition of monthly benefit pav-
ments for a whole ser of survivors and dependents: wives, widows,
widows with children, dependent children, and surviving children, 2

The 1939 amendments accomplished the purpose of strengthen-
ing public acceptance of the Social Security syvstem, As benefits cx-
panded, the level of public support grew as the President had predict-
ed. “We shall make the most orderly progress,” Roosevelt believed,
“il we look upon social security as a development toward a goal rather
than a finished product.” *? Eleven years later, the Social Security
Amendments of 1950 greatly increased the number of workers who
were insured for benefits, and provided the first benefit increase n
the program’s history. The Disability Amendments of 1956 expanded
the system by authorizing a permanent disability insurance pro-
gram, 4

Social Security was a major innovation within the jurisdiction of
the Committee on Ways and Means during the New Deal. An emerg-
ng conservative coalition, however, had frusirated the adminisira-
tion's attempts to make major structural changes in the tax code. Both
a federal imheritance tax and the undistributed profits wx failed 1o
hecome permanent, leaving excise taxes and corporate and individual
income axes as the chiel sources of federal revenue, Excise taxes on
items such as alcoholic beverages and 1obaceo amounted o more 1onal
receipts between 19331937 than did income taxes. Only in 1938 did
meome taxes (2.6 billion dollars) exceed excise receipts (2.3 billion
dollars) 38

World War II Revenue Legislation

New Deal recovery and revenue measures failed to lift the nation out
of the Depression. But the vasily increased government spending and
economic growth during World War 11 not only restored prosperity,
they also sumulated a major expansion of the federal income tax
avstem, Corporate and personal income taxes emerged from the war
as the dominant form of federal revenue. In 1941, personal income
taxes had amounted to 1.4 billion dollars, corporate income taxes 2
hillion dollars, and internal revenue (excise) taxes nearly 3 billion dol-
lars. Receipts from customs duties were understandably low through-
out the war, never rising above 451 million dollars. By 1945, as a
result of increased wartime revenue acts, personal income taxes had
skyrocketed to over 19 bilhon dollars and corporate taxes to over 16
billion dollars, far overshadowing the 6.9 billion dollars derived from
increased excises,*®

In spite of increased taxes, revenuc growth failled to keep pace
with the accelerated expansion of wartime spending. Total govern-
mental expenditures rose dramatically, from 127 billion dollars in
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PARTY RATIOS IN THE COMMITTEE AND THE HOUSE
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(1935-1947) [10]
Seventyv-fifth I8 D-TR 331 D82 R
(19537-1939) [13]
Seventy-zixth 15 D-10 R 261 D-164 R
{1939-1941) (41
i Seventy-seventh 15 D-10R 268 D=162 R
(194 ]1-1943) [5]
ghih I50D-10 K 218 D-208 R
(1943-1945) [4]
Seventy-ninth 15 D=10 R 242 D-190 R Truman (D)
(1045-1947) 21
Eighticth 15 R-10 D 245 R-1B& D
(1947-1949) i
Eighty-first 15 D=10 R 263 D-171 R
(1949-1951) (1]
Eighty-second 15 =10 R 254 D-109 R
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Eighty-third 15 R-10 D 22N R-211 D Eisenhower (R) |
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(1955-1957)
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A1B57-19559)
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| Wummders 1m brarkeis ryfer (3 indpemdends ot mnber of G v |

1941 to over 100 billion dollars by 1945. Revenue receipts during the
war financed only 46 percent of expenditures, less than the 55 per-
cent figure of World War [. As the case had been in earlier wars, the
nation financed World War Il through a combination of increased tax-
ation and borrowing. Between November 1942 and December 1945,
Congress authorized seven war-loan drives and the final Victory loan.
However, the most important revenue measures were the four major
tax bills reported from the Commitiee on Ways and Means. These
revenue bills inereased personal and corporate income taxes, reinsiat-
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ed an excess profits tax modeled on that of World War 1, and author-
1ized the withholding of income taxes through payroll deductions.

Most tax bills reported from the committee during World War II
were considered on the House loor under closed rules that limited
debate and amendment. This type of rule was biterly opposed at
times, but its proponents justified closed rules on the grounds of the
technical nature of the bills, and on the urgency o provide revenue
for the war effort. Leland M. Ford (R-CA), for example, complained
of bills “conceived in speed.” Commirtee member Wesley E. Disney
(D-0OK) admitted that the bills were reported from the Committee on
Ways and Means “somewhat in the attitude of the sign which was
placed over the piano in a dance hall in Dodge City in the roaring
days, that stated, ‘Don’t shoot the piano player, he is doing the besi
he can.' 27

However, under Chairman Doughton's resolute leadership, the
“hest the committee could do™ did not include blind acceptance of
presidential tax proposals. Even the need for prompt action did not,
in mast cases, persuade the chairman to accept simple solutions for
complicated tax questions. Doughton’s philosophy was that, “Our
taxes must follow the intncacies of business and not attempt o bend
business 1o the pattern of simplicity we should all like 1o see in tax-
ation.” % Thus the committee did not hesitate w modify or even Lo
reject administration proposals, The committee’s independence was
partially responsible for creating the first revenue bill ever to be
vetoed by the President—the Revenue Act of 194 3—which afterwards
became the first revenue bill ever passed over a presidential veto.

The committee and the admimstration began their consideration
of war finance policy in a spirt of cooperation. The first wartime reve-
nue measure was adopted in 1940 as a temporary expedient to meet
increased defense expenditures in the wake of Nazi Germany's alarm-
ing victories in Europe. Even though the United States would not
enter the war until December 1941, the need for military prepared-
ness led President Roosevelt 1o request 1.2 billion dollars for defense
spending. Chairman Doughton and Senate Finance Committes Chair-
man Pat Harrison (D-MS) met with Secretary Morgenthau in late May
and agreed to levy additional taxes and to increase the national debt
authorization in order to issue war bonds, The committee bill was
considered under a closed rule and passed on June 11 by an over-
whelming 396-6 margin. The only opposition expressed in debate
concerned increasing the public debt limit. Daniel Reed (R-NY),
fourth-ranking minornty member on the Committee on Ways and
Means, criticized the administration’s proposal as an cxample of the
deficit financing, pump-priming scheme advocated by Briush econo-
mist John Maynard Kevnes, 3%

Although the Senate adopted a floor amendment by Robert La-
Follette of Wisconsin that provided for an excess profits tax, the con-
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ference commitiee rejected the amendment in favor of a resolution
stating that an excess profits tax “should be enacted as soon as possi-
ble.” 4 Doughton's commitiee had previously concluded that prepa-
ration of an excess profits tax would have unnecessarly delayed pas-

sage of the revenue bill. The committee majority had instructed s
staff and the Treasury Department to prepare plans for such a tax as
quickly as possible for subsequent consideraton,

Signed by the President on June 25, this first Revenue Act of
1940 raised the lederal debt hmit 1o tour bilbon dollars in order 1o
authorize the issuance of defense bonds. The act provided revenue o
pay off these bonds over a five-year period by increasing federal sur-
taxes on most individual income tax brackets and by imposing a de-
fense supertax of 10 percent on most existing internal revenue axes.
Personal exemptions for married and single persons were reduced by
60 percent. Corporate tax rates were only slightly increased, pending
the consideration of an excess profits tax. The act also raised excise
taxes on distilled spirits, wines, cigarettes, and playving cards—a time-
honored means of raising war revenue.

In the fall of 1940, the Committee on Ways and Means reported
a second revenue bill that incorporated the excess profits tax post-
poned from the spring. The bill followed joint hearings in August be-
tween the House commuttee and the Senate Finance Committee. The
bill lessened the impact of excess profits axation on defense indus-
tries by including a complex amortization provision. The commitiee
had been advised that private capital would not be invested in defense
unless corporations were allowed to amortize new facilities over a
shorter period than that permitted under existing regulations, The bill
permitted defense industries 1o write off the cost of new land, build-
ings, equipment, and machinery over a five-vear period.
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The second revenue bill of 1940 was also considered under a

closed rule. Several members objected 1o the haste with which the hall
had been prepared, but most criticism centered on the complexity of
the excess profits and amortization provisions. Allen T, Treadway,
ranking minority member on the Committee on Ways and Means, said
that the bill was "“a monumental specimen of statutory incomprehensi-
bility,” Chairman Doughton defended the bill’s complexity: *A simple
statute which would be adequate to tax equitably the corner grocery
store simply will not work when applied to the United States Steel
Corporation.”” 41

Much of the complexity and much of the disagreement over the
bill concerned the manner in which excess profits were o be deter-
mined. Two methods were considered: 1) the average-earnings
method, which considered earnings in a given tax year above the aver-
age earnings during the period 1936-1939 o be taxable excess profits
due to defense spending, and 2) the invested capital method, which
defined excess profits in relation either to an arbitrary profit-to-invest-
ment ratic or o retums on capital ina base period such as 1956-
1939, The House bill gave taxpayers a choice between the two meth-
ods, The conference committee version imposed an excess profits tax
with graduated rates up to 50 percent. Corporations could determine
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their tax credit through a complex formula of earmings, capital addi-
non or reduction, and invested capital. Senator Arthur Vandenberg
(R-MI} predicted that it would take “a Philadelphia lawyer, a certified
public accountant, and an extraordinarily clever crysial gazer™ 1o un-
derstand the hill.#2 Moreover, the bill failed to achieve its objective.
According to testiimony presented to the committee in 1941, one com-
pany with 1940 profits of over 3,000 percent above those of 1959 was
subject to no excess profits tax.

Defense expenditures continued to mount in early 1941 when
FDR signed the Lend-Lease Act to provide arms for Great Britain, In
testimony before the Commitee on Wavs and Means in May, Secre-
tary Morgenthau projected a deficit of 14 billion dollars. He also
stated that it was the administration’s goal to finance (wo-thirds of ex-
penditures through taxes and only one-third through borrowing. The
committee reported a hill in July that proposed o raise taxes by 3.5
billion dollars in order to bring total revenues to 13 bhillion dollars, or
60 percent of anticipated expenditures. The bill recommended raising
all major taxes, from personal income surtaxes 1o excess profits taxes,
The most controversial provision of the commttee bill was a require-
ment that husbands and wives file joint returns, which was projected
to raige 300 million dollars,*® The press and the opposition had a
field day with the so-called marriage tax, which seemingly made it
more economical to stay single or o get divorced.

The Republican members of the committee used negative public
opinion to thewr advantage by issuing what Time magazine called “a
noseholding minority report,” #* The minority broadened their criti-
cism of the marmage wax to include the entire record of New Deal rev.
enue legislation. Democratic “wastrels,” they charged, had spent in
cight years as much as the government had spent during its first 1350
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years. The minority concluded its report by congratulating themselves
on the nonpartisan manner in which the minority had cooperated with
the majority 1o make the bill the best it could be under the circum-
SLANCes,

The 1941 revenue ull was considered on the House floor under
a modified closed rule that permitted an amendment o sirike out the
mandatory joint return provision (Section 111). The amendment to
strike Section 111, proposed by Frank H. Buck {D-CA), was defended
on the grounds of the sanctity of marmage and of the nghis of
women. Supporters of mandatory joint returns, on the other hand,
argued that the provision was designed 1o equalize the tax differences
between married couples in the 40 common law states and those in
the eight community property states, Chairman Doughton grew elo-
quent in his defense of the marnage tax, predicting that if the Buck
amendment succeeded, the problem would, “like Banquo's ghost
haunt us until the righteous wrath and indignation of the intelligent
people of this nation impelled the removal of this injustice,” & The
Buck amendment passed 242-160, and the mandatory joint return
provision was removed from the House hill.

The Senate lowered income tax exemptions for joint returns from
2,000 to 51,500 and for individual returns from $B00 (o 3750, which
increased the number of tax returns by 30 percent. Along with the
ncw and increased excise taxes and higher estate and gifi taxes, these
changes made the Revenue Act of 1941 the largest single revenue hill
in the nation's history up to that time, bringing total government rev-
enues o 13 hilhon dollars, or 60 percent of the 22 hillion dollars in
government spending.*®

Vastly expanded povernment expenditures contributed o the
problem of wartime inflation. The hooming defense industiry and the
massive flow of money in the United States had brought about recov-
ery from the Depression, bul abrupt prospenty also created serious
problems, From 1939 1o 1942, the nation’s cost of living had risen by
15 percent. Leon Henderson, the administrator of the Office of Price
Admimistration, predicted an “inflanonary gap,” and estumated that
the cost of hiving would rise by 23 percent in one year unless immedi-
ate action was taken.*? On Aprnl 27, 1942, Presidemt Roosevelt out-
lined a seven-point program to curb inflation through wage and price
contrals. To fight inflation, he recommended the establishment of
wage stabilization and rent and price ceillings, To bmic purchasing
power, he urged higher taxes and increased savings. The President’s
advisors were divided over whether savings should be encouraged or
coerced. Treasury Secretary Morgenthau advocated a policy of volun-
tary savings, but other officials such as Henderson and Marriner
Eccles, chairman of the Federal Reserve Board, argued that some sort
of compulsory savings program should be adopted. Stll another
option, the imposition of a spending tax, was submitted by the Treas-
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Uon't Let That Shadow Touch Them

%4y WAR BONDS

winning this war, | am profoundly disturbed by talk of a Federal Sales
Tax. Such a tax would take milk and bread owt of the mouths of
American children; it would injure the health and morale of American
families.” % Although some Republican members of the committee
favored the sales wax, it was not included in the committes ball.

The committee bill, providing only tor six billion of the requested
8.7 billion dollars, was, at 320 pages, “the largest tax bill ever under-
taken in the history of our Government,” in Chairman Doughton’s
words #! The bill increased the normal tax from 4 to 6 percent, raised
the range of suntax rates from 6-77 percent to 13-82 percent, and in-
creased the excess prohies tax rates from 60 w 90 percent. The Senatc
added an additional 5 percent "Victory Tax™ o be collected [rom
anyone with a gross income over $624. This tax was designed 1o
reduce spending, with a provision that at least part of it would be re-
funded at the end ol the war,

The final revenue bill of 1942, completed in conference commit-
tee, was even more complex than the previous war revenue acts, Roo-
sevelt joked about the bill at a Cabinet meeting prior to signing it.
Morgenthau recorded that FDR said, “The bill might as well have
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been written in a foreign language.” The President signed the hill
without reading it when told that a one-day delay would cost 60 mil-
lion dollars in lost revenue. The Revenue Act of 1942 broadened the
L5 tax base by over 100 percent. It increased the number of taxpay-
ers from about 13 million 1o 28 million in regular taxes and 1o a total
of 50 million including those who paid the Vicory Tax. Prior 1o the
passage of this act, Congress had also passed an anti-inflation law. On
October 3, 1942, FDR issued an executive order o implement the
new measure. This order directed the National War Labor Board to
limit salaries, and empowered the Department of Agriculiure and the
Office of Price Administration to hold down prices for farm and con-
sumer goods. The order also created the Office of Economic Stabili-
zation to control the nation’s living costs.

In the 1'42 glections the Democrats mamtained slim majontes in
both Houses of Congress. The Democratic majority in the House of
Representatives, so commanding during the mid-1930s, was reduced
to ten (218-208). During the Seventy-seventh Congress the coalition
of conservative Democrats and Republicans asserted vigorous control
over legislation, In 1943, Congress abolished many New Deal agencies
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and guarreled with the President over tax collection and enforcement.
Nearly 50 million new taxpayers had been added, and the new tax
burden had prompted widespread evasion. The adminisiration fa-
vored a sinct policy of tax enforcement, ver during the winter and
spring of 1943, Congress discussed the possibility of forgiving past hi-
abilities, It also considered putting future payments on the “pay-as-
vou-go' basis first recommended by Beardsley Ruml, treasurer of R,
H. Macy and Company and chairman of the Federal Reserve Board in
New York. In February and March of 1943, the Committes on Ways
and Means submitied two reports on the subject and presented a plan
establishing a withholding system that credited amounts withheld in
the current year against prior-vear habilities. The final act approved
by Congress was even more lenient. The Current Tax Pavment Act of
1943 provided a permanent system of withholding in exchange for
forgiveness of 75 percent of the lesser of 1942 or 1945 tax habil-
ities, 52

The House engaged in open conflict with the President over tax
reform. In October, Roosevelt had asked Congress for ver another 1ax
increase of 1004 billion dollars 1w help control inflation and 1o inance
the war eflort. Congress delayed action on the President™s request.
Even Chairman Doughton thought that FDR had gone too tar. Calling
the administration’s proposal “utterly indefensible,” the chairman had
neither the votes nor the desire (o significantly increase the public’s
tax burden. The committee’s own report on s revenue bill in No-
vember concluded that inflation could be more properly controlled by
greater economy in government expenditures, more effective price
contrals, rationing, and wage controls. The bill, which passed the
House 200-27, did not change existing individual tax rates or exemp-
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tions. Over hall of the projected two bilhion dollars in increased reve-
nues was attributable o increased excise taxes. This far rom satslied
the administration’s request.5?

After the Senate passed the revenue bill in Januvary 1944, Presi-
demt Roosevelt vetoed it on February 22, In the first veto message of
a revenue bill in American history, Roosevelt referred to the hill as
“not a tax bill but a tax relief bill, providing relicf not for the needy
but for the greedy.” 5% Congress reacted to the President’s veto mes-
sage with outrage. Chairman Doughton said that his self-respect dic-
tated that he vote to overnide the veto, The commitee’s second-rank-
ing Republican, Harold Knutson of Minnesota, argued that Congress
had been correct in rejecting the administration’s tax program, “he-
cause it would have wiped out the middle class and jeopardized the
solvency of all business.” % The most impassioned opposition came
from Senate Majority Leader Alben Barklev of Kentucky, who re-
signed his leadership post in protest. The President’s veto of a reve-
nue bill, he believed, was an "assault upon the legislative integrity of
every member of Congress,” #® Roosevell senmt Barkley a telegram ex-
pressing both his regret and his hope that Senate Democrats would
reelect him as majority leader, which they did. Both Houses overrode
the veto, the House by 299-95 and the Senate by 72-14, on February
24 and 25, respectively. The Revenue Act of 1945 thus became the
first revenue bill 1o become law over a presidential vero.

Although Congress enacted a simplification of the tax code in
1944, the Revenue Act of 1943 was the last substantive wartime tax
legislation. World War Il revenue laws created two major permanent
changes in federal tax policy. First, these statutes greatly expanded
the number and percenage of taxpayers. During World War T as
much as 13 percent of the labor force had paid mcome taxes. By the
time World War IT began, the percentage of 1axpavers had fallen 1o
7.1 percent, but it mushroomed 1o 64.1 percent by the end of the war,
and the figure has continued to stay above 60 percemt with but one
minor variation in the immediate postwar penod. Thus, with such a
large percentage of the population aftected, the income tax became a
major political 1ssuc. Second, the progressivity of the income tax was
also greatly increased during the war by expanding the number of tax
brackeis ®7

Postwar Revenue and Trade Legislavon, 1945-1952

The post-World War Il period in public finance was unhke the afier-
math of any of the nation's previous wars. After the Civil War and
World War I, for example, Congress and the administration moved o
repeal or reduce heavy wartime tax burdens. Although Congress en-
acted some tax relief in 1945, subsequent acts reversed the historic
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trend of postwar tax reduction. Moreover, the wartime expansion of
the federal income tax remained a permanent part of the federal reve-
nue system.

With the end of World War II in sight in late 1944, Roosevelt
was reelected on November 7 to an unprecedented fourth term. Al-
though the Democrats gained a few seats in the election, the Seventy-
ninth Congress faced a rocky stant. During the campaign, Roosevelt
had committed his administration to the enactment of more progres-
sive social and economic legislation. However, the President died
shortly after Congress convened. The new President, Harry 5.
Truman of Missouri, was a former senator and a close friend of
Speaker Sam Rayburn and other powerful congressional leaders. For
the first two years of his administration, Truman mantaned a cordial
relationship with Congress and gamered the support necessary to
conclude the war and to begin conversion 1o a peacetime economy,®®

In October 1945, shortly after V=] Day brought the war to an
end, the administration presented a proposed tax reduction plan to
the Committee on Ways and Means. The principle of reduction met
with widespread approval, but Congress slightly altered the specifics
of the administration’s proposal. The excess profits tax was repealed
effective January 1, 1946, as the admimstration had requested, but
Congress increased the reduction in individual income taxes from the
recommended levels. Congress also refused 1o repeal most of the war-
time excise taxes 59

Froponents justified the reductions proposed in the Revenue Act
of 1945 by dting the need to promote economic expansion. The fears
of postwar unemployment, recession, and inflavon accelerated be-
tween 1945 and 1947, and Truman’s relations with Congress steadily
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deteriorated. In September 1945, the President had submitted an am-
bitious 21-poimt program that formed the basis for his “Fair Deal.”
Among the points included in the plan were a national healih insur-
ance program, higher minimum wages, federal aid to education, ex-
pansion of federal employment projects, and the establishment of a
permanent Fair Employment Practices Committee (FEPC). Truman
lobhbicd hard for his program, but the mood of the country and of the
Congress had turned away from the liberalism of the New Deal and
the Fair Deal. A Republican majority was elected 1o Congress for the
first time i 20 vears in 1946 (245=188 in the House, 51-45 in the
Senate).

In 1947, the Republican Eighueth Congress had three goals: 1) 1o
cut taxes, 2) 1w cut spending, and 3) to cut the national debt. Many
Democrats, including President Truman, agreed with these policies in
principle, but favored balancing the budget and paying off the federal
debi before instituting an inflationary tax cut.®® The first measure of
this Congress was a bill reported by the Committee on Ways and
Means, now chaired by Harold Knutson of Minnesota, The ill
(H.R. 1) reduced taxes by 30 percent in the lowest income brackets,
by 20 percent for citizens with incomes between $1,000 and $302,000,
and by 10 percent for those with incomes over $302.000,

In a partisan role-reversal from the 19305, the committee’s rank-
ing Democratic minority member, former Chairman Robert
Doughton, complained 1o the House that the minority had been un-
fairly excluded from committee deliberations on the bill. Representa-
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tive Walter Lynch (D-NY) agreed with Doughton, stating: “The tax re-
duction plan embodied in this bill was conceived in political expedien-
cy, nurtured by political demagoguery, and is delivered 1o you today
in political desperation.” ®! After Doughton's motion to recommil
falled, H.R. 1 passed the House,

The Republican rationale for another tax cut was that it would
both stimulate the economy and compel Truman o reduce spending
on Fair Deal domestic programs. Chairman Knutson argued that a
policy of retrenchment was necessary (o reverse what he believed was
the ominous trend of New Deal Democratic policies. “For years we
Republicans have been warning that the short-haired women and
long-haired men of alien minds in the administrative branch of gov-
ernment were rying to wreck the Amencan way of life and install a
hybrid oligarchy at Washington through confiscatory taxation,” knut-
son explained 5%

After the bill had made its way through the House, Senate, and
conference committee with only minor modifications, President
Truman vetoed it on June 6, 1947, Arguing that this bill was “the
wrong tax reduction at the wrong time,” the President siated that,
“the time for tax reduction will come when inflationary pressures have
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ceased.” 8% Truman not only believed that the income tax acted as a
brake on inflation, but he also thought that the Republican tax reduc-
tion was inequitable. Under the original Ways and Means bill, for ex-
ample, 38.3 percent of the wotal proposed reduction would have af-
fected the wealthiest 3.5 percent of taxpayers.

A House motion 1o override the veto failed by only two voles, A
new bill was then passed that simply delayed the wax cuts from July 1,
1947, to January 1, 1948, Truman vetoed this bill as well. The House
overrode the veto by two votes, but the Senate sustained the veto by
the same slim margin.

Congress and the President again clashed in 1948 over fiscal mat-
ters when the Republicans engineered the passage of another tax cut.
Through Represemtative John Do Dingell (D-MI), Truman proposed
an altermative measure that would take over ten million citizens off the
tax rolls and would allot a tax credit to each taxpaver and his depend-
ents. % The Dingell plan proposed 1o offset this loss in revenues by
raiging corporate taxes. Congress ignored the Dingell plan in favor of
a hill reported by Chairman Knutson, one that was designed 1o create
an irresistible momenum for ax reduction by providing added bene-
fits for a broader base of the taxpaying public. The bill provided tax
cuts for all income brackets and added exemptions for the elderly and
the blind, as well as allowing income splitting on joint returns. Rank-
ing minority member Doughton supported the hill, which easily
passed the House 207-120. The Senate lowered the percentage of re-
ductions and passed the ball 78-11. Truman for the third ume vetoed
a revenue bill, but this tme the House and the Senate both overrode
the veto. The Revenue Act of 198 became law on April 2, the second
revenue bill in history to be enacted over a presidential veto 5%

The Republican majority on the Committes on Ways and Means
also crafied a major wrade bill thar differed substantially from the ad-
ministration’s program, In 1946, the United States invited representa-
tives of 22 other nations o begin mulilateral trade negotations in
Geneva. The resulting General Agreement on Tarills and Trade
{GATT) contained a code of trade practices and tanff reductions on
over 45,000 items accounting for one-half of world rade.®® In 1948,
in what was by now a routine request. President Truman asked Con-
gress lor a three-year extension of the Reaprocal Trade Agreements
Act, The Commitee on Ways and Means, however, drafied a new
trade bill that overhauled the svatem of @Al administration in exist-
ence since 1934, The Gearhart bill, named after commitiee member
Bertrand W, Gearhart (R-CA). renewed the Trade Agreements Act,
but only for one year. It also added a controversial “peril-point”™ pro-
vision, which required the Tanff Commission 1o determine rates that
would not harm domestic industnes in advance of negotiations. Al-
though the President’s supporters attacked the bill by raising the pro-
tectionist specter of the Smoot-Hawley Tarifl, a measure 1o recommit
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submitted by Doughton failed. Afver the Democrats regamed the ma-
jority in the Eighty-first Congress (1949-1951), they immediately re-
versed the changes in tanff admimistration imitiated by the Republi-
cans by repealing the peril-point provision and by extending the
Trade Agreements Act for three years, retroactive to 19485 87

Even though President Truman now had a Democratic Congress,
his request for tax increases in 1949 fell on deaf ears. The administra-
tion proposed four billion dollars in higher corporate and estate
taxes, and imcreased rates for upper and middle mcome tax brackets
in order to finance defense spending as well as domestic housing,
public works, and health care programs. Congress only made minor
technical revisions in the ax code. When the Cold War wrned hot in
Korea the following year, Congress was forced 1o comply with higher
LAXes.

The Committee on Ways and Means had just completed work on
a revenue bill in 1950 when South Korea was invaded. The need for
greater revenue (o finance what developed into a costly and bloody
military conflict revived the idea of an excess profits tax. Because this
tax remained controversial, Congress minally raised corporate and n-
dividual tax rates, postponing the excess profits tax unul after the No-
vember elections. Truman requested that the Committee on Ways and
Means raise an addibional four ballion dollars principally through an
excess profits tax. Business leaders testified before the committee that
an excess profits tax was unnecessary given the nse in corporate Lax
rates. Hanking minority member Damiel Reed (R-NY) recommended
that business be given a choice of either an excess profits tax or a 10
percent rate increase in corporate taxation. The commitiee rejected
Reed's proposal by a straight 15-10 party vote, The committee hill
passed the House by a wide 378-20 margin, as was usual with wartime
revenue measures. The conference commitice version was approved
on December 22 by the Senate and on January 1 by the House. Presi-
dent Truman signed the Excess Profits Tax Act on January 3, 1951,
although he warned that even more taxes would be needed. %#

Truman’s Economic Report of Januvary 1951 recommended ten
billion dollars in additional taxes to combat both inflation and an an-
ticipated deficit, as well as increased defense spending. The adminis-
tration specifically requesied four billion dollars in higher personal
income laxes, theee billion dollars from corporate taxes, and another
three billion dollars from excises.

Although Chairman Doughton expressed support for the need (o
raise revenues and to prevent inflation, his Committee on Ways and
Means moved slowly on the administration’s request. The committee
held full heanngs on the proposed increases, allowing all interested
groups the opportunity to testify, Labor groups approved of higher
corporate taxes, but opposed increased exciscs. Business, on the other
hand, again recommended some form of a sales tax as an alternative
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to increased corporate taxes. Doughton, who strongly opposed a sales
tax, found the esumony of all groups to be self-serving and useless 1o
the committee. The chairman observed with veiled sarcasm:

Witnesses . . . while all for preparcdness, would preface
their statements by saying that while those who they repre-
sented or spoke for wanted 1o do their full part in producing
the revenue necessary to finance emergency expenditures,
they usually, with few exceptions, claimed that any additional
revenue should be raised from some other source. We were
not given much help as far as the other sources were con-
cerned, except a few [ believe did recommend a general sales
tax 8%

The committee bill lowered the increases requested by the ad-
ministration from ten billion dollars to 7.2 billion dollars. Doughton
argued that the bill provided "as large an amount as can be safely col-
lected from the economy under present conditions.” Ranking minority
member Reed and other Republicans once again attacked the spend-
ing programs of “Socialist planners within the Truman Administra-
tion.” 7@ Minority Leader Joseph Martin of Massachusetts argued that
Truman's contention that tax inereases would curb mflation amounted
to “economic voodoo talk.” Tt
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The Senate reduced the tax yield of the revenue bill of 1951 even
further, 10 6.7 billion dollars. The final bill raised individual tax habil-
ities between 11 and 11.95 percent, Corporate rates were raised to
30-52 percent, but less than one-third of the increased excises re-
quested were passed. The bill also contained numerous special tax
benefits, including deductions for medical expenses for the elderly,
mine exploration cxpenses, unharvested crops, and depletnon allow-
ances for clam and oyster shells.”® The House first rejected the con-
ference committee report, then accepted an only slightly dilferent ver-
sion two days later, Truman signed the Revenue Act on Ocrober 20,
1951, because of the urgent need for revenue, even though he consid-
ered the bill inadequate and unfair.

The Revenue Act of 1951 was the last major tax bill of Truman's
Presidency. Although Congress had insisted upon tax reduction afier
Warld War 11, the need for revenue o finance Cold War and Korean
conflict military spending, along with the fears of inflation, recession,
and unbalanced budgets, prevented the repudiation of the World War
Il expansion of the income tax system. lax increases were politically
unpopular among Republicans, who disagreed with the Truman Ad-
minisiration’s domestic spending programs on ideclogical grounds.
Moreover, the public’s resistance 1o tax increases influenced both con-
gressional Republicans and Democrats 1o reduce the degree of reve-
MUE IMCTEAses.

Revenue Legislation During the Eisenhower Administration

Republican Dwight D). Essenhower campaigned for the Presidency in
1952 by promising to end the Korean conflict and by attacking New
Deal tax and spending policies. Eisenhower's election brought in a
Republican Congress (221-211 House, 48-47 Senate) for only the
second time since 1933, Although Republican leaders of the Eighty-
third Congress lavored rax reduction, the President attached a higher
priority to balancing the budget. “Reduction of taxes,” according 1o
Eisenhower's first State of the Union Message, “will be justified only
a3 we show we can succeed in bnnging the budget under control. ., .
Until we can determine the extent o which expendimres can be re-
duced, it would not be wise to reduce our revenues.” 72

The administration’s budget-balancing priorities encountered m-
mediate opposition from Republican Chairman Daniel Reed of the
Committee on Ways and Means. At 78 yvears of age, Reed was a feisty
old-guard Republican who had served in Congress since 1919 and on
the commiitee since 1935, Reed liked to boast that he had voted
against more New Deal measures than any other member of Congress,
His zeal for tax reduction and his nostalgic remimiscences about the
policies of Andrew Mellon earned him the nickname “Neanderthal
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Man." Reed caused the Eisenhower Administration so much trouble
in trade and tax mauers that some officials referred to him as “Syng-
man” Reed (a pun on the name of the roublesome and unpopular
president of South Korea, Syngman Rhee). ™

The income tax increases of the Revenue Act of 1951 were sched-
uied to expire at the end ol 1953. Reed proposed moving the expira-
tion date up o midyear. Although the chairman claimed to have
broad backing for his hill, H.R. 1, Speaker Joseph Martin and Majori-
tv Leader Charles Halleck (R-IN} withheld judgment pending the ad-
ministration’s response. Reed stubbornly insisted that be would get
the bill passed, “no matter what Eisenhower, or Humphrey [Treasury
Secretary George M. Humphrey], or anyone else had to say about
i 7®* The committee voted the bill out 21-4 without holding hear-
ings. The committee report argued that ax reduction would provide
an inducement for the administration 1o cul unnecessary spending.

Speaker Martin asked Chairman Leo Allen (R-IL) of the Rules
Committee 1o keep the bill from reaching the foor. Afier Allen an-
nounced his intention to held H.R. 1 in the Rules Committee for two
months, Reed asked that it be given prompt consideration. The chair-
man of the Committee on Ways and Means even asked for assistance
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from a New York colleague on the Rules Committee, Henry |.
Latham. Reed sent Latham an angry telegram when he refused wo
help: "It is most embarrassing to me to have you refuse to provide a
hearing for a rule on HR. No. 1. . . . Is there no reciprocity between
us?" ¥ Reed also failled in his attempt to obtain the 218 signatures
necessary for a discharge petition to order the Rules Committee 1o
report the bill to the floor.

Thwarted in his effort 1o speed up tax reducnon, Reed was deter-
mined to fight Eisenhower's request for a six-month extension of the
excess profits tax of 1950, which was scheduled 1o expire in mid-1953.
When asked by reporters for his reaction to the President’s proposal,
Chairman Reed said, “When I fght, I fight.” 77 Speaker Martin per-
suaded the Republican members of Reed’s committee 1o hold hear-
ings on the extension in spite of ther recalcirrant chairman, Aler less
that two weeks of hearings, Reed announced that the administration
had lailled to make s case, and he showed little cagerness to report
the bill. Martin and Majority Leader Halleck therefore planned 1o
bypass the Committee on Ways and Means by utilizing a linde-known
House procedure that allowed the Rules Committee o report a mle
on a hill that was still in committee. After Eisenhower's personal ap-
peals to Reed failed, the plan o bypass Reed’s committee was in-
voked, The Rules Committee vored o grant a rule, bur Marun and
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Halleck, fearing a showdown with such a powerful commitice chair-
man, withheld the rule from floor action hoping that the threat alone
would force Reed to report the bill. The plan worked, and the exten-
sion of the excess profits 1ax was voted out ol commitee, 16-9, on
July &, 1953. The bill passed the House and Senate as expected.

Trade policy also raised tensions between the administration and
the committee. In 1953, Eisenhower requested a three-year extension
of the Recprocal Trade Agreements Act without alterations, but the
Committee on Ways and Means reported a bill with a one-year exten-
sion that made significant changes in the US. Tanff Commission.
This bill was passed by the House as an interim measure, and in July
1958, the commiiee’s majority reported a highly protectionist meas-
ure calling for raised tarlls and new import quotas, and for restric-
tions on the President's power to negotiate reciprocal trade agree-
ments with other nations. Eisenhower compromised by agreeing to a
one-year extension of the Reciprocal Trade Agreements Act and the
creation of a commission to conduct an intensive study of the foreign
trade issue.”® In 1955, when Democrats had regained the majority,
Congress passed a three-year extension of the reciprocal wrade agree-
ments program.

Reed proved to be more cooperative when the President recom-
mended changes in Social Secunty. On January 14, 1954, Eisenhower
proposed providing larger Social Secunity benefits and expanding cov-
erage 1o more wage earners. He requested an expansion of coverage
o 15 million more workers, increased monthly benefits, a hberalized
retirement earnings provision, and an increase in the annual taxable-
carnings basc from $3,600 to $4,200. Three weeks later, Chairman
Reed appointed a subcommitiee chaired by Carl T. Curtis (R-NE) to
conduct a thorough study of the issue. The commitiee reported a bill
in May generally along the lines of the President’s recommendations,
The ll rapsed hutle controversy in Congress, and Eisenhower signed
the Social Secunty Amendments of 1954 on September 1,72

President Eisenhower’s popularity and skills in personal diploma-
cy soothed whatever bitterness Reed may have felt as a result of the
fight over tax reduction in the first session of the Eighty-third Con-
gress. As the second session commenced in January 1954, the Com-
mittee on Ways and Means began work on excise tax reduction, Reed
was assisted by third-ranking Republican Richard Simpson of Pennsyl-
vania, who was reputed to be the Speaker’s man on taxes. The excise
reductions, while retaining the suraxes on automobiles, liquor, and
tobacco, reduced the rates by half on most other items, The House
and Senate both agreed to the reductions, which became law when
President Eisenhower signed the Excise Tax Reducton Act on March
31, 1954, 50

The last major tax bill of the 19505 was an overall revision of the
tax code in 1954, Dunng the tax battles of the previous year, the ad-
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MILESTONES IN THE HISTORY OF THE COMMITTEE
195519549

1934 Reciprocal Trade Agreements Act

1935 “Wealth Tax"™ Act
Social Security Act

1936 Revenue Act of 1936

1959 Social Securty Amendmenis of 1939
Revenue Act of 1939

1840 Revenue Act of 1940
1942 Revenue Act of 1942
1943 Current Tax Payment Act
1944 Revenue Act of 1943
1948 Revenue Act of 1948

I 5 Excess Profits Tax Act
1951 Bevenue Act of 1951

1954 Social Security Amendments of 1954
Trade Agreements Extension Act
Excise Tax BEeduction Act
Internal Revenue Code of 1954

ministration had argued that the entire Internal Revenue Code, which
had not been thoroughly revised since 1913, needed revision and re-
writing. The code was broken down among 50 study groups com-
posed of three to 16 staff members of the Treasury Department, the
Internal Revenue Service, the Joint Committee on Internal Revenue
Taxation, and the House Legislative Counsel. The study groups re-
maimed i contact with both the Sepnate Finance Commattes and the
Committee on Ways and Means. The latter committee held public
hearings on 40 specific topics of tax reform. As a result of these stud-
ies, 25 major proposals were reported o President Eisenhower, who
incorporated them in his Budget Message of Januwary 21, 1954,

The Committee on Ways and Means prepared a hill (H.R. 8300)
in closed sessions that closely adhered to the administration’s propos-
als. Chairman Reed, now reconciled with Eisenhower, argued that the
bill removed inequities in the tax code. Moreover, he urged his col-
leagues to vote for the bill as a vote of support for the President. The
bill retained the existing corporate tax rate, but provided several tax
benefits for business m the form of increased depreciation allowances
and reduced tax rates on unearned dividend income, Liberalized ben-
ehits tor individual taxpayers included deductions for medical ex-
penses, child care, charitable contributions, and a tax credit for fixed
retirement income,
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The bill passed the House and the Senate when congressional
Republicans closed ranks behind their leadership. Democrats opposed
the tax breaks on depreciation allowances and dividend income, and
they recommended increasing the personal exemption from $600 to
F700 to assist those in lower income tax brackets. The Senate deleted
the dividend credit, but it was restored at a reduced level in the con-
ference committes version that on August 16 became the Internal
Revenue Code of 1954,81

The Democratic Party regained control of both the House and
the Senate in the Eighty-fourth Congress (1955-1957). Doughton died
on October 1, 1954, at the age of 90, The new chairman of the Com-
mittee on Ways and Means was Jere Cooper (D-TN), who had served
in Congress since 1929 and on the committee since 1952, The Demo-
crats made two unsuccessful attempts o lower taxes, one in 1955 and
the other in 1957, In both instances the admimstration resisted out-
ung taxes. “Under conditions of peacetime prosperity that now exist,”
Eisenhower observed in his 1956 State of the Union Message, “we can
never justify going further into debt 1o give ourselves a tax eut ar the
expenze of our children.” ¥2 Chairman Cooper died on December 18,
1957, shortly after the beginming of the Eighiy-fifth Congress. The
second-ranking  majority  member, Wilbur D, Mills of Arkansas,
became chairman and ushered in a new era in the committee’s history,

Conclusion

From the New Deal through the 19505, the Committee on Ways and
Means had seen: 1) s involvement in the anff considerably reduced,
2) its revenue responsibilities made ever more complicated, and 3) its
jurisdiction expanded to include Social Security. The committes had
resolved one historically roublesome area within its jurisdiction—the
tariff=hv relegating responsibility 1o the executive branch, The Recip-
rocal Trade Agreements Act of 1934 authonzed the President to ne-
gotiate import duties through reciprocity agreements with foreign na-
tions. Subsequently extended on several occasions, this act removed
the committee from the laborows task of wnung tanff schedules, but
it did not relieve the committee from the polincally charged responsi-
bility 1o protect the interests of American business. The problem for
the committee shifted from one of determining the rates for various
industries 1o the protection of domestic industries from harmful trade
agrr:cmtnts.

Most congressmen who voted on the final major revenue bill of
this period, the Internal Revenue Code of 1954, were aware of its
technical intricacies, but few probably understood them all. Only a
handful of the changes were discussed in debate, and most decisions
were made before the bill reached the floor or alter it had been sent
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1o conference, There were several reasons for the growing technical
complexity of post-World War IT revenue legislation. One was the in-
creased complexity of the United States cconomy. The corporations
and trusts of the latc 19th century had been replaced by a variety of
business organizations, including corporations with overseas earnings,
holding companies, closely held corporations, and tax-exempt or par-
tually tax-exempt orgamzations. Chairman Doughton’s observation
that the tax laws reflected the complexities of business was even truer
by the late 1950s than it had been in the prewar period,

Another reason [or the complexity of revenue laws was the vastly
expanded economic role of the federal government. Since the New
Dieal, the Democratc Party had embraced the responsibility of the [ed.
eral government not only to regulate the economy through taxaton
and spending, but also 1o redress social and economic inequities, Al-
though the Republican Party had opposed most Mew Deal and Fair
Deal domestic spending programs, it had accepted the federal govern-
ment’s role to manage the business cycle through taxation. The mili-
tary budget had also grown enormously from pre-World War 11 levels,
and it remained high during the Cold War in the 1950s. For all of
these reasons, neither the administratons of Truman or Eisenhower
advocated significant tax reductons. The imporant pohcy questions
now became not simply whether (o raise or lower taxes, but how best
to distribute the tax burden, ®9

Taxation, especially in the form of the income tax, had become
an ever present reality in the lives of most Americans. The enactment
of Social Security in 1935 and its subsequent expansion in 1939 and
1954 added another dimension to the committee’s history. Because
the svstem was linanced through payroll taxes, the commitlee now ex-
ercised jurisdiction over a social program of national retirement insur-
ance, The pragmatic problems of financing such a vast program, the
political issue of extending coverage and benefits, and the suggestion
that the svstem should also incorporate national health insurance,
would continue to provide grist for the committee's legislative mill.
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