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ABSTRACT 

The focus of this dissertation is on the role of the 

Ways and Means Committee of the United States House of Repre

sentatives in producing the 1964 and 1968 Revenue Acts. These 

two acts represented attempts of the national government to 

use taxation as a device for manipulating the aggregate 

economy. How the House Ways and Means Committee ultimately 

rationalized support for these two measures and the role of 

the Committee in this policy development is the prime concern 

of the study. However, comparative background material on 

the general characterization of the Ways and Means Committee 

and the tax policy process is included. 

The method employed in the study is systematic 

documentary analysis; that is, qualitative as opposed to 

quantitative methods. The approach is that of the case study, 

and the sources used are government documents and secondary 

reports and analysis. The data is ordered in terms of a 

policy-making framework and systems analysis concepts. The 

study is divided into eight chapters as follows: (a) intro

duction and statement of the problem, (b) an overview of the 

House Ways and Means Committee, (c) an overview of the tax 

policy process, (d) problem identification and formulation of 

the 1964 Revenue Act, (e) formulation and legitimation of the 

ix 
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1964 Revenue Act, (f) problem identification and formulation 

of the 19 68 Revenue Act, (g) formulation and legitimation of 

the 1968 Revenue Act, and (h) conclusions. 

The study indicates that the policy role of the House 

Ways and Means Committee in producing the two revenue acts 

was that of reformulation and legitimation. Essentially, the 

Committee reformulated (or forced reformulation) of these two 

proposals in order to meet the requirements of legitimation 

(majority building) in Congress. In the case of the 1964 

act, the reformulation-legitimating activities of the Commit

tee were more positive, as the Committee rewrote the tax bill 

with Executive encouragement. The bill which came out of 

committee was both in line with what the Kennedy Administra

tion wanted and was politically palatable. In the case of 

the 1968 act, the Ways and Means Committee forced the Execu

tive to reformulate the original tax proposal by resorting to 

delaying tactics. 

The Ways and Means Committee adhered to conservative, 

orthodox principles of public finance during the development 

of the 1964 and 1968 acts. The Committee did not openly 

embrace the theory of the "new economics" which was behind 

both of these tax measures. In 19 64, the Committee rational

ized their acceptance of the tax cut by expressing the belief 

that the older conservative goals would be served by the 

measure, especially the goals of the balanced budget and free 



xi 

enterprise stimulation. In 1967-68, the Committee forced the 

Johnson Administration to reformulate the tax increase propo

sal (especially in the direction of budget cuts and limita

tions) because the Committee thought that conservative tenets 

were being violated, tenets what were ostensibly endorsed by 

both the Executive and Congress in the 19 64 tax cut legislation. 

The major conclusion is that the effectiveness of "new 

economics" theory in solving aggregate economic problems is 

impaired by the length of time needed to legitimize such 

policy in Congress and the continued adherence to more ortho

dox economic theories. The author recommends that a special 

commission be created which would be empowered to alter tax 

rates for purposes of macro-economic manipulation. Such a 

commission would be composed of representatives from the 

Executive and Congress, and the President and Congress would 

have an ultimate veto power over commission actions. 



CHAPTER 1 

THE RESEARCH SETTING 

Introduction 

The power to tax is one of the ancient and basic 

prerogatives of government, and in order to understand any 

political system, the taxing process must be fully under

stood. Knowledge about the manner in which modern govern

ments mobilize their public finance—especially taxation—is 

necessary in order to understand the political process, power 

structures, and the character of public policy in a political 

system. This study is dedicated to the purpose of enhancing 

understanding of processes, power, and policy in this country 

by focusing on selected problems of taxation and the tax 

policy process. 

Even though taxation is a fundamental part of 

national public finance and is of continuing policy concern, 

there exists a paucity of studies seeking to explicate the 

political element of our national taxing system as related to 

revenue raising. This is in contrast to the great amount of 

research that has been done on the economics of taxation. 

This lack is particularly noticeable with respect to knowledge 

concerning the role and function of the United States Congress 

1 
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in establishing national revenue policy. The lack of 

knowledge in this area is especially poignant today for two 

important reasons. 

First, Congress has traditionally assumed a central 

role in the development of tax policies. "The power of the 

purse" has long been heralded as probably the most important 

prerogative of Congress; and legislative control of finance 

generally has been a subject of concern for centuries in 

Western civilizations, especially in Great Britain and the 

United States. It is no accident of history that the United 

States Constitution clearly places ultimate control of monies 

in the hands of Congress—revenue raising, authorizations, 

and appropriations. The control of national finance by Con

gress has been, then, a central tenet of American political 

practice. How much and the manner in which Congress cur

rently controls national finance is the object of considerable 

research interest for the political scientist today. This is 

not only because of the academic need to understand all 

aspects of national policy, but also because of a need to 

clarify the problems associated with democratic control of 

modern government finance. However, the expenditure side of 

national finance has received a good deal of attention in our 

research, especially the budgeting and appropriations pro

cess. The focus here, however, is on the revenue raising 

aspects of national finance. 
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Secondly, our lack of knowledge about the 

Congressional tax policy process is especially poignant 

because taxation has come to be a key element in the national 

government's attempt to develop sound economic policies for 

the coming decades. Obviously, the attitude which Congress 

takes toward using taxation as a device for controlling the 

aggregate economy will have wide-ranging effects on the 

national government's capacity to ensure economic growth and 

stability in the future. The modern use of taxation as a 

tool of economic manipulation by the national government 

involves a considerable need to abandon orthodox principles 

of public finance—especially on Capitol Kill. As we shall 

see, Congress eventually accepted the use of taxation as an 

economic manipulative device in both 1964 and 1968. But 

this acceptance came only after lengthy delays in the Con

gressional decision-making process, due in large part to a 

clash between the older and more modern views of public 

finance. How well Congress accommodates itself to modern 

economic technology may well determine the future of stabil

ity in the United States—both economic and political stabil

ity. The American people have come to hold both the Congress 

and the Executive responsible for economic prosperity."'' How 

1. James L. Sundquist, Politics and Policy: Public 
Policy in the Eisenhower, Kennedy, and Johnson Years (Wash
ington, D.C.: The Brookings Institution, 1968), Chapter 2. 
See particularly his discussion of events surrounding the 
1958 recession. 
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well those institutions meet that responsibility depends in 

large part on how Congress chooses to accept the role taxa

tion can perform in our economic system. 

Focus and Scope 

The focus and scope of this study is three-pronged, 

aimed at a particular institution, policy, and time concern. 

The basic concern is with the interaction between a particu

lar policy (taxation) and a particular institution (the 

House Ways and Means Committee). The intention here is to 

at least partially fill the gaps in our knowledge about Con

gress, and more particularly the House Ways and Means Commit

tee, as it relates to taxation and tax policy-making which 

is designed not only to affect revenue needs of the national 

government, but also to manipulate in a deliberate manner 

the economic system as to growth and stability. More specif

ically, reference is being made to the 1964 and 1968 Revenue 

Acts. The bulk of the dissertation will be focused on a case 

analysis of what occurred in selected sectors of the national 

policy-making machinery which produced these two acts, and 

covers approximately the 1960-68 period. 

Both 1964 and 1968 Revenue Acts were largely based 

upon the assumptions of modern economic theory—theory having 

its developmental roots in the Keynesian "revolution" of the 
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2 1930's. These two acts represent considerable departures 

from the older principles of public finance which held that 

taxation was solely a revenue device and could not and should 

not be used for any other purpose. It was not until the 

1960's that important individuals in national tax policy, 

most of whom are in Congress, began to accept the idea that 

taxation could be used for purposes of economic stimulation 

or braking. The 1964 Revenue Act was based upon the assump

tion that a large tax cut, even during periods of deficit 

financing, would stimulate a lagging economy, create jobs, 

and eventually bring in more government revenues from the 

economic expansion. The 1968 Revenue and Expenditure Con

trol Act has a similar basis in theory, but differed in 

purpose and problem. This latter act was enacted during an 

inflationary and expansionary economic period, and was 

designed to siphon off purchasing power in order to slow 

down an "over heated" economic system. The act was related, 

as we shall see, to important budgetary needs brought on by 

the Vietnam conflict. 

The tax policy debates of the 1960's represent 

essentially a clash and finally a partial blending of older 

concepts of public finance with newer and more innovative 

2. Walter W. Heller, New Dimensions of Political 
Economy (New York: W. W. Norton and Company, Inc., 1967), 
p. 4. This book is an interesting commentary on the role of 
the economists in the development of fiscal policies for the 
1960's. 
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ideas which attempt to merge economic theory and public 

finance needs into an integrated national budgetary-economic 

policy. For this reason, a detailed study of these two acts, 

emphasizing the processes which produced them, will provide 

valuable information about the older concerns of tax problems 

and the taxing process as well as break new ground by explor

ing what happens when established institutions and policies 

encounter innovative and rather theoretical policy sugges

tions and needs. 

The specific time periods involved in the study 

generally are covered by the years 1960-68. These years do 

set useful boundaries for selecting the data relating to the 

1964 and 1968 Revenue Acts, the subject of specific concern 

here. However, the study is not purely chronological since 

specific institutional and policy background will be included 

which will follow analytical lines other than the chronolog

ical. The tax cut of 1964 was the culmination of the policy 

debate which really began during the 1960 Presidential cam

paign between Richard Nixon and John Kennedy. Out of that 

campaign between Nixon and Kennedy came Kennedy's pledge to 

take steps to stimulate the lagging economy, and the legiti

mation of the 1964 tax cut was an attempt to make good on 

that pledge. The struggle which produced the 1968 Revenue 

and Expenditure Control Act began with the intensification 

of the Vietnam war in 1965. As the war developed into a 
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major conflagration, pressures mounted on both the 

Congressional and Executive sides of the government to 

adequately face the financial burdens of the war as well as 

to "put the brakes" on the economic situation, especially 

inflation, through an increase in individual and corporate 

income taxes. An intensive three-year debate between the 

President and Congress ensued, and out of this debate, with 

considerable bargaining, came the 1968 Revenue and Expendi

ture Control Act. 

Finally, the institutional focus of the study must 

be described as well as justified. The study will focus 

generally on the Congress, but more specifically on the House 

Ways and Means Committee. The importance of Congress in the 

tax policy process has already been noted, and the many 

structures of that institution which deal with tax policy 

could be fruitfully studied. For sound reasons, however, 

the House Ways and Means Committee will be the specific 

focus of this study, while keeping in mind that other insti

tutions will be treated as they relate to the House Ways and 

Means Committee and its role in the policy process under 

consideration. 

The House Ways and Means Committee deserves special 

attention because it is the first structure in Congress to 

consider tax legislation. The Constitution requires that 

all revenue measures must originate in the House of 
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Representatives, and the organization of the House gives Ways 

and Means jurisdiction over all tax bills. This initial 

placement of the Committee in the tax policy process gives 

that body unique and often determinative powers which few 

other committees "lave over legislation. Students of the Com

mittee agree that these initial powers of the body, combined 

with the expertise and strong guiding hands from its chair

man, indeed make the House Ways and Means Committee a formid-

3 able participant in the national tax policy process. 

A second reason for focusing on the House Ways and 

Means Committee, a reason which is simply corollary to the 

first, is that in the two cases under consideration here, the 

1964 and 1968 Revenue Acts legislation, this Committee was at 

the center of debate, compromise, bargaining, and power 

struggling which ultimately produced the legislation mentioned. 

When one mentions the role of Congress in producing the tax 

policy of the 1960-68 period, one could almost talk about the 

role of the House Ways and Means Committee. Clearly, the 

Committee's role was central (a fact to be fully explicated in 

the following pages), and in order to understand what happened 

in the tax policy process of the 1960's, the role of this 

Committee must be fully understood. 

3. John F. Manley, "The House Ways and Means 
Committee from 1945 to 1965," unpublished doctoral disserta
tion, Department of Government, Syracuse University, Syracuse, 
New York, 1967. All subsequent citations to "Manley, op. cit." 
refer to this dissertation. 
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The role of an important legislative institution in 

dealing with a major complex and innovative policy, then, is 

the central subject of exploration and concern. The study 

will focus upon the role and function of the House Ways and 

Means Committee in the policy process which produced the 

1964 and 1968 Revenue Acts. It is hoped that meaningful 

generalizations can be produced about the Committee itself, 

the Congress, legislative structures generally, and the 

process by which highly theoretical and innovative policy is 

formulated and legitimized within the confines of established 

and traditional institutions and belief patterns. 

The first three chapters will develop general back

ground with respect to the study the House Ways and Means 

Committee as an institution and the general tax policy 

process as it is now understood. Chapters 4 and 5 will focus 

upon the events leading up to the passage of the 1964 Revenue 

Act, with Chapters 6 and 7 focusing upon the events leading 

up to the passage of the Revenue and Expenditure Control Act 

of 1968. The last chapter will include conclusions concern

ing the tax policy process and tax problems, the role of the 

Congress in the tax policy process, and the role of the 

House Ways and Means Committee in the formulation and legiti

mation of innovative tax policy. 
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Method and Approach 

Although the question concerning methods and 

approaches should be subordinated to the political questions 

we seek to answer, a clear specification of how one does 

approach and analyze the data and the bases upon which con

clusions are founded is clearly necessary. 

The general approach utilized in this study is the 

case study and the method of analysis is qualitative as 

opposed to quantitative, and is best described as" systematic 

documentary analysis. I will now elaborate on some of the 

problems and assets associated with the case study approach, 

to be followed by a similar consideration of qualitative 

documentary methods. 

The case study approach has been widely used but 

also widely criticized in the political science discipline. 

Arguments have been made that case studies amount to little 

more than political history and contribute little to theory-

building and generalizing in political science. The beha-

vioralist attempt to generalize by using quantitative methods 

as applied to large numbers of political participants or 

other data has led to much derision of the case study 

approach, especially institutional and specific policy case 

studies as in the present study. 

However, the case study outlook still has a meaning

ful methodological role to play in political research if: 
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(a) political scientists strengthen the case study as a 

generalizing device by developing common criteria for 

selecting and ordering data of various cases and employ 

commonly understood and well-structured conceptual frame

works, and (b) case studies focus on single institutions or 

events which are unique to the political process and public 

policy in and of themselves and are not really amenable to 

other approaches. Although it makes good sense to want to 

generalize about all committee structures, legislative and 

4 non-legislative, and general problems of taxation m all 

political systems, it also makes good sense to realize that 

we need to understand specific institutions and policy prob

lems which are in important ways unique and perhaps not open 

to much generalization. The House Ways and Means Committee 

a unique and non-reproducible institution, and national tax 

policy as related to economic stabilization needs is cer

tainly a new, developing, and unique policy concern. Case 

studies always stand in danger of becoming dated, but that 

fact is simply a clarion call for continuing political 

research into our important institutions and policies. This 

institutional and policy focus is of both current and future 

relevance to American politics and needs study. 

4. James D. Barber, Power in Committees (Chicago: 
Rand McNally and Company, 1966). This book represents an 
attempt to generalize about behavior as related to the 
committee setting. 
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However, as mentioned previously, the case study need 

not fly in the face of honest attempts to develop generaliza

tions if, in selected cases studied, an effort at commonality 

of research is attempted and cases become objects of compari

son with other studies. There are currently widely used 

frameworks for looking at Congressional committees and public 

policy problems. These conceptual frameworks have been 

important for selecting and ordering data as well as estab

lishing important relationships between political phenomena. 

The systems paradigm has been productively used in committee 

5 studies, for instance. Policy frameworks, although still m 

developmental stages, are being used in order to attempt 

generalizations about public policy making and problem 

solving in government. Aside from knowledge and understand

ing gained about specific problems and institutions, I hope 

to relate this study to these broader attempts in the disci

pline to generalize and form common approaches. Essentially, 

the intention is to utilize the systems and policy frameworks 

as conceptual tools in studying the House Ways and Means 

Committee and national tax policy and problems as related to 

economic stabilization. This intention will be clarified at 

a later point. 

5. Richard F. Fenno, Jr., The Power of the Purse 
(Boston: Little, Brown and Company, 1966). This is one of 
the more successful uses of the systems framework, some of 
the concepts of which will be used in this study. 
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The proposed method of data analysis is essentially 

qualitative documentary analysis. Qualitative documentary 

analysis depends upon a thorough reading and interpretation 

of the public record associated with the cases under scru

tiny. The basic sources of the public record to be analyzed 

in the present study are the Congressional Record, committee 

hearings, committee Reports, Congressional documents, and 

Public Papers of the President. Supplementary secondary 

reporting will also be used, especially The New York Times, 

Congressional Quarterly Almanac, and the Congressional Quar

terly Weekly Report. 

Both qualitative and quantitative methods of data 

analysis have their proper place in political research. 

Obviously, some political phenomena are more amenable to one 

type rather than the other. The narrowness and uniqueness 

of the research focus of this dissertation, the type of 

questions that will be answered or probed, and the sources 

of data available, necessitate the use of essentially a 

qualitative method. In Vernon Van Dyke's words, "methods are 

qualitative when they rest on the application of the intelli

gence of the scholar to the presence or absence of evidence, 

relative frequency not being involved." The qualitative 

method depends upon the researchers "logic or judgment, or 

insight or imagination or intuition, or his ability to form 
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accurate impressions and to see relationships."^ Although 

the subjective element in qualitative analysis may be criti

cized, large and unexplored areas of political life must 

still be researched by sometimes seemingly untidy and non-

quantitative methods. One would suspect, at any rate, that 
- .* 

political science will be dependent, in large part, on quali

tative methods for some time to come. 

Central Questions 

Meaningful research must be related to clear and 

concise questions to be answered, or at least probed. The 

questions in this study are structured around the intention 

to explain and describe the House Ways and Means Committee as 

an institution and to delineate its place in the tax policy 

making process as related to economic stabilization needs. 

The primary question to be investigated is: What was the 

role of the House Ways and Means Committee in the process 

which produced the 1964 and 1968 Revenue Acts? A plethora of 

subsidiary questions naturally follow. Was the major role of 

the Committee merely legitimation, or did it also perform an 

agenda setting and policy formulation role? How did the 

Committee react to the rather innovative idea (to the Commit

tee, at least) of using taxation as an open and deliberate 

6. Vernon Van Dyke, Political Science; A Philosophi
cal Analysis (Stanford, California: Stanford University 
Press, 1967) , pp. 181-182. 
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device to manipulate economic activity? How did the 

Committee come to rationalize its ultimate support of the 

1964 and 1968 Revenue Acts? During the period of developing 

the legislation under investigation here, what was the 

characterization of the internal politics of the Committee, 

and how did this affect the Committee's role in the policy 

process? What were the external relations of the Committee 

like during this period, and how did this affect final policy 

outcomes and the Committee's actual role? These are but a 

few of the many subsidiary questions to be answered while 

attempting to address the primary question. 

The two background chapters, Chapters 2 and 3, will 

attempt to answer two very general questions. First, how is 

the House Ways and Means Committee generally characterized 

as an institution? Secondly, what is the general character

ization of the national tax policy process? The answers to 

these questions will serve as points of comparison when the 

specific cases of 1964 and 1968 are developed. Was there 

any difference between the Committee's role in the two cases 

under scrutiny and the role of the Committee as generally 

conceived in the past? Did the uniqueness of the legisla

tion in 1964 and 1968 have a bearing upon any difference in 

the role played by the House Ways and Means Committee or any 

variance in what has been considered the "normal" tax policy 

process? 
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Conceptual Tools 

In ordering and relating the data, in discerning and 

establishing relationships among political phenomena, and in 

attempting to answer the questions posed above, two broad 

conceptual frameworks will be employed. In looking at the 

House Ways and Means Committee, the systems concept as 

employed by Richard Fenno will be utilized. Then, in order 

to place the Committee in the context of the policy process, 

the policy making or policy process model as developed by 

7 Charles Jones will be employed. The Committee, then, will 

be conceived of as a political subsystem, operating within 

the confines of the policy process. A brief description of 

what is meant by the systems and policy frameworks is in 

order. 

In describing the House Ways and Means Committee as 

an institution and discussing its role in the tax policy 

process, the Committee will be viewed as a system. By doing 

so, one can begin to make sense out of the endless amounts 

of data, and, more particularly, begin to define and discern 

important relationships among political variables which 
o 

relate to the Committee. Generally, "a system consists of 

7. Charles 0. Jones, "The Policy Approach: An Essay 
on Teaching American Politics," a revised version of a paper 
delivered at the 1967 American Political Science Association 
Annual Meeting, Pick-Congress Hotel, Chicago, September 9, 
1967. 

8. Fenno, op. cit., p. xix. 



17 

a number of individuals who interact with each other in a 

situation that may lead to the achievement of some goal or 

set of goals defined in terms of culturally structured and 

9 shared symbols." The system has "certain identifiable, 

interdependent, internal parts, existing in an identifiable 

external environment, and tending to stabilize both its 

internal and external relationships over time.""^ The sys

tem must "adapt" itself to external demands and situations, 

internally it must solve the problems of "decision-making" 

and "integration" if it is to survive as a system. In 

describing the House Ways and Means Committee and in develop

ing its role in the tax policy process, the Committee's 

internal and external relationships will be elaborated, and 

the Committee's need to survive as a system in the political 

milieu by adapting, integrating, and making the necessary 

decisions will be utilized as a basis for explaining what 

the Committee did and why it did it in the policy develop

ment under consideration. 

9. Malcolm E. Jewell and Samuel C. Patterson, The 
Legislative Process in the United States (New York: Random 
House, 1966), p. 7. Jewell and Patterson conceive of the 
legislative process in systems terms and view the Committee 
as an important subsystem of action. Although their scheme 
can be criticized on some points, this book has been import
ant in contributing to theory-building about the Congress 
and the legislative process. 

10. Fenno, op. cit., pp. xx-xxi. These and the 
concepts mentioned below in relation to the Committee as a 
system are taken from Fenno1s introduction. 
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The important internal and external relationships of 

the Committee will be discussed. The crucial internal rela

tionship between the Committee1s chairman and other Committee 

members will be specified, and the bearing which this rela

tionship had on defining the Committee's role in the 1964 and 

1968 policy struggles will be a point of concern. The 

external relationships of the Committee with the House, the 

Senate, the Senate Finance Committee, the Joint Committee on 

Internal Revenue, the Executive, and the public will be 

elaborated. The effect of these external relationships— 

especially the relationship with the Executive—on the Com

mittee's role in the policy development under scrutiny here 

will be a subject of considerable study. 

The effect of the Committee's need to adapt, inte

grate, and make decisions on the characterization of the tax 

policy process and this Committee's part in it will be deline

ated. Of particular concern will be the Committee's need to 

adapt itself to a changing environment which included 

disruptions caused by highly innovative and theoretical tax 

policy suggestions. The effect of this innovative tax policy 

(especially the 1964 tax cut) on the integrating and 

decision-making patterns of the Committee and the Committee's 

external relations will be developed. 

Fenno, in discussing the House Appropriations Commit

tee, develops other categories of analysis which relate to the 
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Congressional committee as a system and which v/ill be used in 

the present study. Fenno develops the concepts of "normative 

expectations," "perceptions and attitudes, or images," and 

"behavior" of participants as bases for explaining what the 

committee does and why in different situations. Expectations 

amount to how people think they and others "ought to behave," 

in different situations. With respect to external relation

ships, Fenno utilizes "goal expectations (what others think 

the committee should do) and maintenance expectations (how 

others think the committee should do it)." Committee members' 

expectations of their own .behavior is then contrasted with 

external expectations, establishing an important analytic 

relationship. Internal behavior of the committee is struc

tured around the concepts of "norms," "roles," "role behavior," 

and "socialization and sanctioning mechanisms." A norm is an 

"idea in the minds of the members of a group, an idea that can 

be put in the form of a statement of specifying what the mem

bers or other men should do, ought to do, are expected to do 

under given circumstances." A cluster of "norms" defines a 

"role," or a statement of "how a person in a given position 

is expected to behave." Fenno distinguished between "role" 

and "role behavior." He states that, "role is how a person 

is expected to behave and role behavior is how that individual 

does in fact behave." The system established "socialization 

and sanctioning mechanisms" to strengthen and maintain norms 
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and role activities. Fenno believes, and probably rightly so, 

that a full understanding, and even an ability to predict 

committee behavior, can be established if the degree of 

coincidence between actual behavior patterns and expectations 

of behavior can be discerned, since they mutually reinforce 

each other. Finally, Fenno develops the concept of "percep

tions and attitudes, or images." This is "how participants 

believe they and others do behave together with approval or 

disapproval of this behavior." Perceptions and attitudes— 

what a person sees and how he evaluates it--has profound 

effects on behavior patterns and form part of the scheme of 

explanation and understanding. 

As much as the data will permit, these concepts will 

be employed first to describe and explain the House Ways and 

Means Committee generally, and then to set the Committee's 

place in the tax policy process of the 1960"s. Significant 

questions can be related to the concepts mentioned above. 

For instance, what were the specific external and internal 

expectations of the Committee in dealing with tax policy 

prior to 1964 and 1968? Did the Congress expect the Gommit-

tee to perform formulation or only legitimizing roles in tax 

policy development? What expectations of the Committee did 

the Executive hold? What were the internal expectations of 

the Committee? How did they conflict with the external? 

How did the established norms and role patterns of the 
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Committee affect the Committee's part in the tax policy 

process of the 1960's? Especially, how did the Committee's 

established ideological norms of finance orthodoxy conflict 

with new conceptions of uses of taxation? How did the Com

mittee's perceptions and attitudes of itself and the Executive 

affect the Committee's role in the policy process? Were per

ceptions and attitudes of the Committee coincidental with 

internal and external expectations? These are but a few of 

the questions to be addressed, using the interrelated con

cepts of systems analysis as a basis for study. Of course, 

these concepts will be utilized in order to discuss the 

general background of the Committee in Chapter 2 as well as 

to develop its role and function in the specific policy 

periods under study. 

And finally, the concepts related to the policy pro

cess will be used in discussing the general tax policy 

process in Chapter 3 and in trying to piece together, in a 

systematic fashion, what occurred in Congress in producing 

the 1964 and 19 68 Revenue Acts. The House Ways and Means 

Committee, discussed as a system—and all that that entails, 

will be placed in the context of the policy framework to be 

developed in the following pages. The systems and policy 

frameworks are mutually supportive, and the intention here is 

to blend them into one coherent explanation of what happened 

and why. 
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The policy model as developed by Professor Jones'*'"'" 

is concerned with public problems, processes which are con

cerned with those problems, and policies which are produced 

to cope with problems. This dissertation is concerned with 

problems, processes, and policies. The problem is how to 

ensure economic growth and stability and maintain government 

revenue, the process focus is the Congress and the House 

Ways and Means Committee within that body, and the policy is 

the 1964 and 1968 Revenue Acts. The major concern here is 

one limited aspect of the process, with the problem serving 

as a basis for data selecting and parameter setting. 

Jones defines several systems of action (much like 

the systems described above, but possibly cutting across 

established institutional lines) involved in the policy 

process, and these systems coincide with "stages" of action 

on the public problem. First is the problem identification 

system which gets the problem to government, or stage one 

action. Steps in this stage are emergence, perception and 

definition, organization and representation, and finally 

placing a problem on the agenda of government. 

Stage two involves action in government, or formula

tion and legitimizing systems. Once a problem is on the 

agenda of government, policy alternatives are formulated and 

from among these alternatives some course of action is 

11. Jones, op. cit., especially pp. 17A and 17B. 
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legitimized. Formulation involves perception, definition, 

and formulation of alternatives. Legitimating involves 

evaluation, bargaining, and majority building. Tradition

ally, political scientists have seen the Executive as the 

formulation system and the Congress as the legitimizing sys

tem, but these assumptions may be incorrect depending upon 

the public problem involved. 

Stage three, government to problem, involves the 

administrative system. Stage four involves the appraisal 

system, or policy reaction and feedback to government. 

Stage five includes the development of policy cycles due to 

feedback, which could encompass either "policy adjustment 

within the administrative and appraisal system or full 

policy-making and administrative systems" involvement. The 

final stage, problem resolution or change, involves the 

"dissolution or major reorganization and adaption of systems." 

In discussing the background of the general tax 

policy process in Chapter 3, all of these stages of policy 

development will be utilized as a framework. How do problems 

of taxation get perceived and defined? Who places such prob

lems on the agenda of government? Who formulates alternatives 

in tax policy? The Executive only? Who legitimizes national 

tax policy? The Congress only? Does the Executive also share 

this legitimating function? Once policy is established, who 

administers the policy? Who are the participants in the 
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appraisal and policy adjustment system? What part does the 

Congress play in this appraisal and adjustment system? The 

Ways and Means Committee? The Executive? 

More particularly in delineating the role of the 

House Ways and Means Committee in the process which produced 

the 1964 and 1968 Revenue Acts, attention will be directed 

to the first tv/o stages of policy development, or problem to 

government and action in government. What part did the 

House Ways and Means Committee play in getting the problem 

(of economic growth and stability and revenue needs) to the 

agenda of government? In both the 19 64 and 1968 cases, was 

the Executive really the problem identification system? 

Most of the attention will be focused on action in govern

ment, or formulating legitimizing policy. Did the House 

Ways and Means Committee perform policy formulation roles? 

Did the operation of the Committee as a traditional system 

retard its formulating roles? Was the Committee basically a 

legitimizing agent for policy? Was both the image and 

expectation of the Committee, both internally and externally, 

one of the Committee being a legitimizer--performing evalua

tion, bargaining, and majority building roles? The relation

ship between the policy process and systems concepts is 

obvious from the above questions. These questions are the 

most important ones which must be answered in defining the 

role of the House Ways and Means Committee in the tax policy 
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process of the 196 0's. The study will now turn to a 

description of the Committee as an institution and a system 

of action. 



CHAPTER 2 

THE HOUSE WAYS AND MEANS COMMITTEE: 
AN OVERVIEW 

Introduction 

The House Ways and Means Committee is one of the 

oldest committees in the House of Representatives. When the 

first Congress met in 1789, House Ways and Means was the first 

committee to be appointed and given a specific name.^" The 

Committee was given the task of raising an estimated $3 

million, which the central government needed for its first 

2 year's operation. Today the Committee plays an important 

role in raising almost $200 billion in revenues for the 

operation of the national government. The purpose of this 

chapter will be to develop a general overview of this aged 

Committee as an institution, a system of action, and an 

element in the national tax policy process. . . 

The Legal Setting 

The Reorganization Act of 1946 grants a wide range of 

legislative jurisdiction to the Committee concerning 

1. Debates in Congress, Old Series, Vol. 1, 1789-90, 
pp. 696-7. 

2. Ibid. 

26 
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(a) revenue measures generally, (b) the bonded debt of the 

United States, (c) the deposit of public monies, (d) customs, 

collection districts, and ports of entry and delivery, (e) 

reciprocal trade agreements, (f) transportation of dutiable 

trade goods, (g) revenue measures relating to the insular 

possessions, and (f) national social security. The act also 

3 sets the membership of the Committee at 25. Since the 

Constitution specifies that all bills for raising revenue 

must originate in the House, the Ways and Means Committee is 

4 the first committee to consider revenue bills. This is the 

general legal setting of the Committee. 

Internal Relations 

The more informal and non-legal aspects of the 

Committee encompass its internal and external relationships. 

Internal relations include those interactions between the 

members of the Committee, as those members or groups of mem

bers engage in role activities. External relations include 

those interactions between the Committee and outside systems 

of action, such as the Senate, the House, the Joint Committee 

on Internal Revenue Taxation, the Executive, and the organized 

public. 

3. United States Statutes at Large, 79th Congress, 
2nd Session, 1946, Vol. 60, Part 1, p. 829. 

4. U.S. Constitution, Article I, Section 7, Clause 1. 
The Senate, of course, can still amend proposals even though 
originated in the House, and does so frequently. 
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What are the characteristics of the internal 

operations and relations of the Committee? This question can 

best be answered by explicating the potentially integrative 

and disintegrative forces operating on Ways and Means. In 

doing so, the factors of partisanship, committee attractive

ness, socialization, role behavior, and decisional mechanisms 

will be discussed. 

Richard Fenno defines committee integration as "the 

degree to which there is a working together or a meshing 

together or mutual support among its roles and subgroups," or, 

conversely, the degree to which conflict is minimized among 

5  . . .  roles and subgroups. A primary factor m promoting integra

tion and thus explaining internal operations, is how a commit

tee handles the potentially disruptive problem of partisanship. 

Our first task, then, is to explain the factor of partisanship 

on the Committee. 

The internal operations of Ways and Means are 

obviously structured by the type of men placed on it in the 

recruitment process. Appointment to the Committee is con

trolled by a Committee on Committees for Republicans and by 

the Democratic caucus for Democrats, since the Democratic 

5. Richard Fenno, "The House Appropriations Committee 
as a Political System: The Problem of Integration," The 
American Political Science Review, Vol. 56 (June, 1962), p. 
310. These concepts are, of course, expanded in Fenno1s later 
work on the House Appropriations Committee. See, Richard 
Fenno, The Power of the Purse (Boston: Little, Brown & Co., 
1966). 
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members of Ways and Means also serve as the Democratic 

Committee on Committees. The Democratic House leadership 

nominates the Democrats to the Ways and Means Committee, and 

such nominations are rarely rejected by the Democratic caucus. 

The role of the Committee's Democrats as the Democratic Com

mittee on Committees tends to insure that the more senior 
g 

Democrats get on the Committee. Once on the Committee, the 

Democratic members undoubtedly have increased influence and 

bargaining power as a result of their dual role. 

The floor and Committee leadership has an important 

voice in determining who gets on the Committee; as noted, 

this is especially true of the Democratic leadership. Over 

the last 20 years, the recruitment process has placed indi

viduals on the Committee who are more likely to be party 

regulars than the average member of the House, i.e., more 

partisan. As a corollary to this generalization, Manley 

found that Republicans on the Committee tend to be more con

servative than the average House Republican and the Democrats 

on the Committee tend to be more liberal than the average 

House Democrat. Manley used the Congressional Quarterly 

Index of advocating a larger or smaller role for the national 

government as a criteria. The result of this recruitment 

pattern is a "built in" partisanship on Ways and Means, a 

6. Malcolm E. Jewell and Samuel C. Patterson, The 
Legislative Process in the United States (New York: Random 
House, 1966), pp. 214-215. 
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Committee which considers some of the most partisan 

legislation in recent years. Thus one of the most important 

roles played by members of the Committee is that of party 

7 representative. 

The recruitment process also tends to favor members 

of the House with longer tenures, often those who come from 

the safer Congressional districts. Both of these factors 

sometimes compliment the recruited partisanship of the Com

mittee. Members with more tenure in the House have naturally 

been observed longer; therefore, a member's party regularity 

is more assured. And if a Congressman hails from a safe 

district, he perhaps has more freedom in supporting his 

. • . • 8 party m vocing. 

7. Much of the data used in this chapter will be 
taken from John Manley, "The House Ways and Means Committee: 
1947-1966," unpublished Ph.D. dissertation, Syracuse Univer
sity, Syracuse, New York, 1967. Manley was able to interview 
many members of Congress and the House Ways and Means Commit
tee in developing a 20-year overview. The depth and type of 
data he collected fits well the purpose of this background 
chapter. Some of Manley's work has subsequently been pub
lished. See, for example, John Manley, "The House Committee 
on Ways and Means: Conflict Management in a Congressional 
Committee," American Political Science Review, Vol. 59 
(December, 1965), pp. 927-932; John Manley, "Wilbur D. Mills," 
a paper presented at the 1968 annual meeting of the American 
Political Science Association, Washington, D.C., September 4, 
1968. All subsequent citations will refer only to the 
dissertation. 

8. Manley, op. cit., pp. 36-38. See also, Lewis A. 
Froman, Jr., Congressmen and Their Constituencies (Chicago: 
Rand McNally, 1963). Froman found that it is sometimes 
difficult to show a relationship between party voting and the 
"safeness" (lack of competition) in a district. 
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One might easily surmise from the above evidence that 

Ways and Means is a bitterly partisan committee and that this 

partisanship threatens internal task performance and external 

power. Certainly, partisanship on a committee can do damage 

to its power and prestige and disrupt internal relations,' 

9 especially integration. Actually, the House Ways and Means 

Committee—despite a "built in" partisanship—practices and 

perpetuates the norm of "restrained partisanship," according 

to Manley. This does not mean to imply that partisanship is 

not a factor or that minority reports and Republican motions 

to recommit Committee bills are infrequent events. But Com

mittee members are settled on a process of amiable and non-

acrimonious disagreement. The Committee is, in effect, 

ambivalent concerning partisanship. There are inherent 

factors which both suppress and intensify the party role."^ 

Manley states that there are essentially four factors 

contributing to the norm of "restrained partisanship": (a) 

the nature of the subject matter considered by the Committee, 

(b) the desire of members to maintain the healthy respect 

which the House has for the Committee, (c) the type of leader

ship provided by Wilbur Mills (Democrat of Arkansas and 

9. For a good discussion of the effects of partisan
ship on a committee, see Frank J. Munger and Richard F. 
Fenno, Jr., National Politics and Federal Aid to Education 
(Syracuse, N.Y.: Syracuse University Press, 1962). 

10. Manley, op. cit., pp. 50-53. 
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Chairman of the Committee) and, in part, by John Byrnes 

(Republican of Wisconsin and ranking minority member of the 

11 Committee), and (d) the nature of the recruitment process. 

First, the subject matter of the Committee, as with 

recruitment, both contributes to and retards partisanship. 

While some measures get to the heart of differences in party 

philosophies, the general subject matter is considered intri

cate, complex, and of great importance to the country. For 

that reason, both Republican and Democratic members think 

that the legislation should be handled in a "responsible," 

"thorough," "careful," "studious" manner. It certainly is 

not the type of legislation which, the members feel, lends 

itself to the "playing of politics." In effect, the nature 

of the subject matter leads to interparty conflict and the 

amelioration of such conflict at the same time, or at least 

12 to "restrained partisanship." 

Secondly, the Committee members' perception of what 

the House expects of the Committee, and, consequently, what 

the House demands in return for its respect, leads to 

"restrained partisanship." Members of the Committee, both 

Republican and Democratic, perceive House expectations in 

terms of the Committee being obligated to write "sound legis

lation," "study legislative proposals thoroughly," and "to 

11. Ibid., pp. 32-75, 103. 

12. Ibid., pp. 55-56, 67. 
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have complete and accurate information on what the precise 

consequences of alternatives are likely to be." Committee 

members, then, feel a certain "responsibility" to the House. 

They know that bitter partisan struggles among their internal 

relations might harm the confidence which the House has in 

the Committee because of its reputation for being 

13 "responsible." 

The role of leadership on the Committee was also 

found to be important in restraining partisanship. Manley 

states that Wilbur Mills and John Byrnes get along well 

together, and they practice the norm of the "clean fight." 

In addition, Chairman Mills is described as a highly effective 

task and socio-emotional leader. That is, as a task leader, 

he is able to mobilize the group so as to effectively complete 

the job at hand. As a socio-emotional leader, he is able to 

relieve tensions and frustrations of members as they perform 

tasks. Mills' strong personal desire to make sure that all 

tax legislation is considered thoroughly and that the House 

finally accepts what the Committee reports goad him into 

14 assuming a strong position of leadership. 

13. Ibid., pp. 68-69. 

14. Ibid., pp. 40-41, 92-93, 103. See also, David J. 
Danelski, "The Influence of the Chief Justice in the Deci
sional Process," pp. 199-208 in Raymond E. Wolfinger (ed.), 
Readings in American Political Behavior (Englewood Cliffs, 
N.J.: Prentice Hall, 1966). Danelski utilizes the similar 
categories of task and social leadership in analyzing the 
behavior of another small group, the United States Supreme 
Court. 
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Mills, Manley states, promotes integration by 

treating everyone fairly, and he attempts to get a consensus 

on proposals. He also is not likely to push legislation 

which might not be accepted by the House. The Chairman's 

willingness to compromise for the sake of consensus, his fair 

treatment of all the members of the Committee, his close 

attention to Committee work, and his undeniable expertise in 

the field of taxation all contribute to his power and his 

effectiveness as a task and socio-emotional leader. This 

assertive leadership is a major factor in restraining parti

sanship and conflict, promoting integration, and, thereby, 

contributing to Committee effectiveness in the House of 

Representatives. 

Finally, Manley's research indicates the ambivalent 

nature of the recruitment process promotes "restrained parti

sanship." While the party regulars generally get on the 

Committee, these members are normally considered, and con

sider themselves to be "reasonable," "moderate," responsible 

men. Both Republicans and Democrats on the Committee are 

generally given to be "bargainers" and "compromisers," and 

the leadership attempts to keep "radicals" or "screwballs" 

off of the Committee. All of these factors tend to keep 

partisanship and conflict suppressed on the Committee. It 

has also been found that Mills and Byrnes are themselves 

15. Manley, op. cit., pp. 100-140. 
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often influential in seeing "responsible legislator" types 
1 /T 

placed on Ways and Means. 

The Committee has, as do most continuous groups, a 

socialization process whereby its norms, values, and roles 

are maintained among old members and passed on to new members. 

The norm of "restrained partisanship" was previously discussed, 

for example, which seems to be established on the Committee. 

At a later point, the perpetuation of definite role patterns 

will be discussed. The socialization process contributes to 

the Committee's integration by promoting acceptance of norms, 

values, and roles and by gradually blending past, present, 

and future operations of the group. The process can be 

dynamic; as new members are added or outside forces impinge 

upon the group, changes in norms, values, and roles may be 

discerned. In order for members of a group, such as Ways and 

Means, to undergo a socialization process and conform to set 

patterns of conduct, there should be inducements provided by 

group membership. Four such inducements have been discerned 

by Manley with respect to the House Ways and Means Committee: 

(a) Committee attractiveness, (b) personal satisfaction 

derived from belonging to a group such as the Committee, (c) 

what the Committee means to the member in terms of influence 

in the House, and (d) what the Committee means to the member 

16. Ibid., pp. 32-25, 40-41. 
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17 in terms of producing favors for constituents. A brief 

discussion of each of these factors follows. 

The House Ways and Means Committee is one of the most 

attractive subsystems of the House, mainly because of its 

reputation of power and prestige in the House. For this 

reason, members are willing to conform to Committee norms, 

values, and roles; members are also willing to defend the 

Committee as an institution when it is threatened. To the 

members, any diminution of the attractiveness of the Committee 

means a commensurate diminution of their own power and pres

tige. This guarding of the Committee's reputation helps 

foster the norms of "restrained partisanship" and "responsible 

18 legislating" already mentioned. 

Another incentive for members to conform to the norms 

of the Committee and to do its work is the simple fact that 

participation in Committee activities is a "pleasant" experi

ence. The Committee does its business in full executive 

sessions, and not through the subcommittee mechanism; therefore, 

17. Ibid., pp. 41-47, 75-89. See also, Sidney Verba, 
Small Groups and Political Behavior (Princeton, N.J.: Prince
ton University Press, 1961). Verba discusses the idea of 
"inducements." 

18. Manley, op. cit., pp. 41-47. Using committee 
transfers as a basis for generalization, the order of attrac
tiveness is Rules, Ways and Means, and Appropriations. See 
George Goodwin, Jr., "The Seniority System in Congress," 
American Political Science Review, Vol. 53 (1959), p. 433; and 
Nicholas A. Masters, "Committee Assignments in the House of 
Representatives," American Political Science Review, Vol. 55 
(1961), p. 353. 
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there is much face-to-face contact and interaction with most 

members. The full meetings of the Committee are generally 

not bitter or personal, and the atmosphere is described as 

being "co-operative," "friendly," and "nice." For these 

reasons, members generally enjoy belonging to the group and 

come to defend, support, and conform to it to a certain 

extent.^ 

Probably a more important incentive for members to 

want to belong to and become an accepted part of the Commit

tee is the weight such membership carries in the House itself. 

Manley states that "membership makes one a member of the 

House elite; it gives one a share in the Committee's prestige; 

20 it places members above their peers m the House. Committee 

members are highly protective of this power and prestige which 

the reputation of the group bestows upon them. The confidence 

which the House has in the Committee is reflected in the fre

quent use of the closed rule on Committee bills. For the 

Democrats, the power and prestige of the Committee is greatly 

intensified since they also serve as the Democratic Committee 

21 on Committees m the House. 

When the Ways and Means Committee Democrats function 

as a Committee on Committees, they meet with the floor leader 

19. Manley, op. cit., pp. 75-78. 

20. Ibid., p. 22. 

21. Ibid., pp. 78-84. 
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and the Speaker if he is a Democrat. Each Democrat on the 

Ways and Means Committee is given a specified number of states 

from which he screens requests for Committee assignments. The 

requests for Committee assignments are channeled to the Ways 

and Means Committee member by the senior Democrat in each 

state delegation. The more senior members on the Ways and 

Means Committee carry particular weight in making assignments. 

In the assignment process, the senior party members of the 

various committees are often consulted and usually have a 

veto over who is selected to sit on that committee. Demo

cratic party leadership may also exercise influence in the 

selection process, but seniority is an important consideration 

22 as well. 

Finally, the Committee offers its members a wide range 

of opportunities to satisfy constituent demands. This factor 

is certain to endear the Committee and its workways to a per

son. The kind of subject matter with which the Committee 

deals is rife with opportunities for "horse trading" and "back 

scratching," which a Congressman could utilize in filling 

constituent demands. Tax loopholes, oil depletion, and 

special tariff protection are subjects closely watched by 

constituents, and Congressional favors in such areas are quite 

visible. Membership on the Committee can also mean more 

access to Executive agencies, an important asset in filling 

22. Jewell and Patterson, op. cit., pp. 214-215. 
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constituent demands. Finally, a process called "members' 

bills" should be mentioned. The Committee sets aside a 

period of time every year in which individual members of the 

Committee can introduce "minor, non-controversial" bills of 

special interest to districts, and usually the Committee will 

report such bills to the floor. Although these small items 

mean little to the whole Committee or Congress, they are 

often important to individual members and to their 

23 constituencies. 

Finally, in discussing internal Committee relations, 

the integration of the important Committee roles should be 

discussed. Fenno states that group integration depends upon 

minimizing "conflict among its roles" and a "working together 

24 or a meshing together or mutual support among roles." In 

Chapter 1 a distinction was made between "role" and "role 

behavior." "Role" was defined as "how an individual in a 

position is expected to behave," and "role behavior" was 

25 defined as "how that individual does in fact behave." With 

respect to the Ways and Means Committee, there is a congruence 

23. Ibid., pp. 84-89. For a discussion of private 
interests and tax policy, see Roy Blough, The Federal Taxing 
Process (New York: Prentice Hall, 1952), pp. 18-43. Although 
dated, this book still contains useful concepts and ideas. 

24. Richard Fenno, "The House Appropriations Commit
tee as a Political System: The Problem of Integration," The 
American Political Science Review, Vol. 56 (June, 1962), p. 
310. 

25. Richard Fenno, The Power of the Purse, op. cit., 
p. xxi. 
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between expected behavior and actual behavior, and this 

congruence is fostered by the attractiveness of the Commit

tee, the incentives it provides to its members, and by the 

socialization process. Members generally behave as they are 

expected to behave in their respective roles. What are the 

important roles on the Ways and Means Committee? How do 

these roles interact so as to "minimize conflict"? 

Four distinct roles are discerned by Manley as being 

present on the Committee: the roles of the Chairman, the 

ranking minority member or leader, the experienced member, 

and the newcomer to the Committee. Each of these roles is a 

potential source of conflict or strength to committees. 

Wilbur Mills and John Byrnes are the undisputed leaders of 

the Committee, with Mills performing the dominant leadership 

role. It is expected that Mills will lead Committee Demo

crats and that Byrnes will do the same for Committee Republi

cans. Their power is generally strong. Although each man 

respects the diverse role which the other must and does 

perform, the character and style of leadership of both Mills 

and Byrnes ameliorates the potential for antagonism between 

the role of chairman and minority leader. Both men have 

similar backgrounds and lead similar lives, and both devote 

their time and full attention to the work of the Committee. 

They sometimes collaborate and jointly sponsor bills, and 

their relationship, even during partisan floor battles, is 
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2 6 characterized as an "easy fraternization." The role of 

each man is governed by the norm of the "clean fight" and 

they do not engage in "transitory conflict" or personal 

bitterness. Thus does a potential source of conflict become 

transformed into an "integrative force" because of the style 

27 of Committee leadership. 

The socialization process (and the incentives 

existent which perpetuate that process) has already been 

discussed; this process performs the task of blending two 

additional roles on the Committee—the experienced member 

2 8 (including leadership) and the new comer. The continuous 

addition of new members to a group may become a source of 

conflict and disintegration, and this applies especially to 

Congressional committees. And, too, the experienced member 

may himself become a source of conflict or disintegration 

should he fail to continue accepting established norms, roles 

and values for some reason. These statements do not mean to 

imply that a group cannot be dynamic; it must, to some 

26. Manley, op. cit., pp. 90-93. For instance, 
Mills and Byrnes jointly sponsored an attempt to extend the 
10 percent surcharge. See The Arizona Daily Star, June 20, 
1969, p. A-7. 

27. Manley, op. cit., pp. 90-93. 

28. Ibid., pp. 93-94. Fenno found the same role 
reciprocity on the Appropriations Committee. This type of 
behavior is also supported by the House itself, a body which 
has a healthy respect for seniority and a period of appren
ticeship for newcomers. See Richard Fenno, Power of the 
Purse, op. cit., pp. 166-167. 
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extent, be dynamic in order to adapt itself to changing 

internal and external forces. But the group must be able to 

at least integrate new and old to the extent necessary for 

operational survival. 

Manley found that the roles of the experienced and 

newcomer exist on the Ways and Means Committee, and that this 

type of role behavior is accepted and expected behavior. 

Newcomers to the Committee willingly accept all that the role 

of being a newcomer entails in order to become an influential 

and respected member of a highly attractive and prestigous 

group at a later point in time. The newcomer tries to 

impress the experienced member with conformity to group norms. 

The newcomer defers to older members, rarely speaks first, 

praises the expertise and experience of older members, is 

careful about disagreeing but attempts to show a degree of 

independence, and is careful not to harm the Committee on the 

floor of the House. This process is "self-imposed" and 

occurs almost naturally among the Committee's newcomers. New 

members, then, experience an "apprentice period," in which 

one is "expected to 'attend religiously, study hard, and pay 

29 attention to what the experts are saying.'" The esoteric 

nature of Committee subject matter supports the need for this 

period of deference and apprenticeship. The leadership and 

29. Manley, op. cit., p. 97. These remarks were 
made by a member of the Committee. 



43 

experienced members still, however, treat new members fairly, 

let them have a say, and let them take part in Committee 

activities. There is, then, true "role reciprocity" between 

newcomers and experienced members which aids Committee 

30 integration. 

External Relations: The House 

In the House, the relationship between Ways and Means 

and its parent body is governed by expectations and percep

tions—basically, the perceptions which Committee members 

have of House expectations of the Committee. The close con

gruence between the Committee's perceptions (especially 

Chairman Mills') of what the House expects of the Committee 

and what the House actually expects accounts for the high 

degree of Committee success in the House. The parent chamber 

can and does exert a great amount of control and influence 

over its committees, especially in setting limits on commit

tee action. With respect to Ways and Means, at least, Manley 

found that the influence and control of the House is self-

imposed by the Committee because it well understands the 

limits of House tolerance and what the House demands of the 

Committee. As a consequence, the Committee anticipates House 

31 responses and prepares itself m advance. 

30. Ibid., pp. 93-98. 

31. Ibid., pp. 145-193. Fenno also found that the 
House has considerable influence over the Appropriations 
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The major tasks of the Committee are to "review, 

study, and shape" legislation relating to taxation and reve

nue and to report legislation which will pass the acid test 

of majority building on the floor of the House and eventually 

in the Senate. These are tasks which the whole House cannot 

do and that is the major reason for having a Committee in the 

first place. The Committee has been extremely successful in 

reporting bills which the House has passed. From 1947 to 

1965, Manley states that the Committee reported out 697 mea

sures and of these 95 percent were passed without qualifying 

amendments. Only 23 bills were rejected. The House has 

numerous prerogatives with respect to Committee bills, but 

they are used infrequently, and a majority on the Committee 

almost insures a majority on the floor. This is basically so 

because the bargaining and compromising precedes floor action, 

and the leadership makes sure that a bill can be passed before 

it is reported. If it cannot be passed, then further compro-

32 mises or changes are made before the bill is reported. 

The House expects the Committee to be fair, thorough, 

and expert in its internal proceedings, while knowing that 

political compromises sometimes have to be made. The ability 

Committee and sets "outer boundaries to Committee activity." 
See Power of the Purse, op. cit., p. 78. Since Woodrow 
Wilson's time, the idea has been perpetuated that Congres
sional committees have nearly free reign. 

32. Manley, op. cit., pp. 145-193. 
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of Chairman Mills is crucial here. The Chairman is very 

adept at "sounding out" the House floor and making the neces

sary compromises. He also has worked successfully with his 

party's leaders in the House to make sure that a majority can 

be built. Mills combines this political expertise with 

expertise about the very esoteric matter of taxation. Then 

the relations between the Committee and the House are recipro

cal: the House grants a large degree of autonomy and freedom 

of action to the Committee, but the Committee, in turn, self-

imposes House control by successfully anticipating what its 

33 parent body will or will not accept from the Committee. 

The respect which the House has for the Committee is 

clearly evidenced in the frequency with which the House accepts 

closed rules on major pieces of legislation coming from the 

34 Committee. But again, the closed rule does not mean that 

the House has cut itself off from effective influence over the 

Committee. Rather, the confidence with which the House 

normally has accepted closed rules is prefaced by a healthy 

respect by the Committee for what the House wants. And, too, 

the House can normally rest assured that the Committee has 

33. Ibid. 

34. See James A. Robinson, The House Rules Committee 
(Indianapolis: Bobbs-Merrill, 1963), pp. 44-46. Robinson 
quotes Howard Smith (Democrat of Virginia), former Chairman 
of Rules, as saying, ". . .we necessarily have to have 
[closed rules] on matters pertaining to the revenue act, that 
is tax measures. We have them for the reason that it is 
impossible to write a tax bill on the floor. ..." 



46 

done a difficult job well in scrutinizing the legislation it 

reports. There are other specific reasons why the House 

accepts the closed rule other than the fact that compromises 

are made in advance of floor reporting of bills. These are 

three in number: (a) The complex and voluminous subject 

matter of taxation simply is not amenable to wide-open debate 

and amendments from the floor. This kind of legislation 

requires intensive and lengthy study, and open rules would 

destroy the value of committee study by adding crippling and 

perhaps unadvisable amendments. (b) Tax and revenue legisla

tion is replete with provisions which are of high interest to 

pressure groups, and individual Congressmen look to the 

closed rule as an escape from such pressures. Members can 

honestly assert that the bargaining must be done with the 

powerful Committee. (c) Finally, the Democratic floor leader

ship in the House prefers closed rules because it is much 

easier to insure passage of desired bills if they can concen

trate on final passage and not have to worry about crippling 

amendments.^ 

In summary, then, the Committee may be considered a 

success in its relations with the House. Just as in its 

internal relations, the Committee's external relations with 

the House are marked by hard work, sound judgment, effective 

35. Manley, op. cit., pp. 168-169. 
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leadership, and a proper blending of political accommodation 

in order to insure system survival and maintenance. 

External Relations: The Senate and 
the Senate Finance Committee 

Members of the Ways and Means Committee share the 

general antipathy which most members of the House hold toward 

the Senate. The tendency is to perceive Senators as "show-

3 6 horses" and members of the House as "workhorses." Manley 

found that members of Ways and Means hold similar views of 

the Senate Finance Committee, the committee which receives 

revenue legislation sent from the House. Many members of 

Ways and Means feel that the Senate Finance Committee takes 

the well-considered legislation produced by the Ways and 

Means Committee and tacks on amendments which reflect per

sonal desires or constituent demands. The Senate, of course, 

has provision for unlimited debate and amending which the 

House does not have, and the Senate has taken a liberal view 

of amending Ways and Means proposals in the past. The Senate 

has sometimes been compared to an "appellate court" in terms 

of filling specific demands which might go begging in the 

36. See Charles L. Clapp, The Congressman: His Work 
as He Sees It (Washington, D.C.: Brookings Institution, 
1963), pp. 38-39. Clapp states that: "Congressmen believe 
that the Senate gets an inordinate amount of the publicity, 
but that it is in the House where the most thorough work is 
done. As one representative has written, 'if the Senate 
has been the nation's great forum, the House has been its 
workshop.'" 
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House, and the Senate Finance Committee is one center of the 

37 attempt to carry "appeals" to the Senate. 

Actually, however, Manley found that, in terms of 

general tax policy, the Ways and Means Committee has a pre

dominant influence, and Senatorial changes are important but 

3 8 more peripheral. This is so for several reasons, he states: 

(a) The fact that Ways and Means considers tax legislation 

first, as a Constitutional prerogative, is important despite 

the fact that both Senate and House members know that the 

prohibition against Senate initiation is no real legal barrier 

to Senate changes. (b) The reputation which the Ways and 

Means Committee has for thorough and expert study of any pro

posal tends to perpetuate its mark on tax policy. This 

thoroughness and expertise is more important because the Com

mittee does consider proposals first. The Senate generally 

receives a complete proposal from the House, a proposal which 

has been given thorough consideration by the latter chamber, 

(c) Another factor often contributing to greater House influ

ence is that the House tax measures may already be a result 

37. Manley, op. cit., pp. 194-239. Fenno also found 
that in some cases participants in the appropriations process 
look to the Senate for an "appeal" from the House. See The 
Power of the Purse, op. cit., p. 564. 

38. Manley, op. cit. , p. 237. Blough is not so sure 
about the greater influence of the House. He states that "an 
observer would find it difficult to say which body over the 
years has had the greater influence on official tax policy." 
Blough, op. cit., p. 62. 
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of a coalition, to which the President and Senate leadership 

may belong before the bill enters the Senate. The Senate 

may, therefore, be reluctant to change the House proposal, 

(d) Finally, the role of the Joint Committee on Internal 

Revenue Taxation serves as a connecting link between the 

Senate Finance and Ways and Means Committees, sometimes pro

ducing greater House influence. The Joint Committee is com

posed of five members each from the Senate Finance and House 

Ways and Means Committees. The Joint Committee does not 

function as a policy-making body, but it is important because 

of a large professional staff which serves both Senate and 

House committees. The staff has a reputation for expertise 

and bi-partisanship, and since it first aids the House Ways 

and Means Committee in the legislative process, what it learns 

there may be used to persuade the Senate of the efficacy of 

39 House proposals. 

In conclusion, conflict between the Senate Finance and 

House Ways and Means Committees exists but is not "high," and 

39. Manley, op. cit., pp. 194-239. See also, E. W. 
Kenworthy, "Colin F. Stam," in Delia Kuhn and Ferdinand Kuhn 
(eds.), Adventures in Public Service (New York: Atherton 
Press, 1963). Stam ran the Joint Committee's staff for some 
26 years and left an indelible imprint upon its operations. 
Stam's expert knowledge of tax legislation and the tax pro
cess made him a power in the Congress. Blough states that 
members of the Congressional taxing committees look to the 
Joint Committee's staff for help in coming to grips with the 
Treasury Department and its expert staffing. Although the 
Joint Committee is sometimes caught between Ways and Means and 
Finance, it does influence tax policy and promotes more policy 
co-ordination in the Congress than might otherwise be possible. 
Blough, op. cit., p. 64. 
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compromises are usually possible in conference. The House 

seems to have the dominant influence on general policy for 

several reasons, with the Senate often making important but 

"marginal" changes. The two committees are also linked 

together by the Joint Committee on Internal Revenue Taxation, 

and, taken altogether, there seems to be a degree of co

ordination in tax policy-making not existent in other policy 

40 areas, especially appropriations. More will be mentioned 

about these facts in Chapter 3, when the general tax policy 

process is discussed. 

External Relations: The Executive 

Just as with the Senate and the Senate Finance Commit

tee, Manley found that relations between the executive branch 

and the Ways and Means Committee have been marked by conflict, 

with an eventual ability to compromise and produce legisla-

41 tion. Underneath this conflict, Committee members perceive 

of themselves as true policy-makers and not merely "rubber 

stamps." Even though Committee members of the President's 

party affiliation normally identify more closely with the 

Chief Executive's program, most members of the Committee see 

40. See, for instance, Ralph K. Huitt, "Congressional 
Organization and Operation in the Field of Money and Credit," 
in William Fellner, et al. (eds.), Fiscal Debt Management 
Policies (Englewood Cliffs, N.J.: Prentice Hall, 1963), pp. 
399-495. 

41. Manley, op. cit., pp. 241-294. The word 
"eventual" is underscored because Ways and Means is notorious 
for taking its time. 
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themselves as "we" and the Executive as "they." Although it 

usually waits for Executive initiation of proposals, the Com

mittee has had a substantive impact on tax policy, generally 

through the processes of amending Executive proposals and 

"anticipated response" by the Executive. That is, the Execu

tive anticipates what will be necessary in order to get past 

the major hurdles in Congress, especially Ways and Means, and 

42 structures legislative proposals accordingly. Both the 

1964 and 1968 Revenue Acts amply demonstrate the ability of 

the Committee to effect changes in legislation through amend

ment and gradual "anticipated response" by the Executive 

The Committee1s'force as a policy-maker varies from 

issue to issue; therefore, it is difficult to state the Com

mittee's exact policy role in uneguivical terms. On some 

measures it may defer to the Executive (this is increasingly 

so with respect to the specifics of trade policy), and on 

43 others it may actually play the role of initiator. The 

full range of potential roles which the Committee can play 

will be discussed in Chapter 3, and the exact role which the 

Committee played in the 1964 and 19 68 Revenue Acts will be 

explored in subsequent chapters. 

In elaborating Committee-Executive relations, Manley 

discusses four means by which the Committee is linked to the 

42. Ibid., pp. 241-294. 

43. Ibid. 
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Executive branch. Despite conflict between these two systems 

(a conflict that has prevailed no matter who controls Congress 

or the White House), these linkages permit collaboration which 

eventually produces the outlines of national tax policy. The 

linkages are as follows: (a) There are frequent and close 

contacts between the staff of the Treasury Department and the 

staffs of the Joint Committee on Internal Revenue Taxation 

and the Ways and Means Committee. The original discussion on 

a proposal may occur at the staff level, especially on the 

more technical matters. (b) The Chairman of the Committee, 

Mr. Mills, enjoys (generally) access to the Administration 

because of his power over the taxing policy process. The 

Executive usually has to see Mills first, and there is often 

gradual give and take between Mills and the President. This 

was especially so, for instance, with respect to the 1968 

Revenue Act. The Chairman, then, serves as an important link 

between Executive and Committee, a link which rests upon the 

bases of Mills' power as a leader heretofore mentioned. 

(c) The important decisions of Ways and Means are made in 

full Executive sessions, and different members of the Execu

tive are allowed to sit in on these sessions, even when the 

members vote. The Secretary of the Treasury has, on occasion, 

become an integral part of Committee deliberations on a mea

sure. This is certainly an important in-process link between 

Committee and Executive. (d) Finally, there are more informal 
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ad hoc meetings between representatives of the Executive and 

individual members of the Committee. The Executive may try 

44 to persuade or otherwise "buttonhole" members. As with the 

legislation under consideration in later chapters, members 

sometimes change positions under such pressure. 

External Relations: The Public 

Finally, the Committee's external relations with the 

public (usually organized) will be explicated. The Congress, 

of course, does not work in isolation, and at least part of 

what it does is a response to the forces of the public, a 

public organized into pressure or interest groups. The Ways 

and Means Committee has established a plethora of complex 

relationships with the public, especially organized constitu

ent interests. The organized public is especially interested 

in Ways and Means' activities because of the type of legisla

tion it considers, usually of the "bread and butter" type. 

The Committee's policy outputs cannot be explained, 

however, by taking a simple look at the various "pressures" 

placed upon members by interest groups. In the first place, 

a Congressman is "pressured" only if he perceives of communi

cations as pressure. Each member of the Committee actually 

has an area of private interests to protect or promote, and 

quite often he protects and promotes interests without 

44. Ibid., pp. 257-294. 
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prodding from anyone. No one, for instance, has to tell a 

Representative from an oil state to protect the oil depletion 

allowance. As with the House Committee on Agriculture, 

specialization on the Ways and Means Committee sometimes 

follows constituency interests, and other members show defer

ence to another member's interests. Representative Griffiths 

of Michigan, for example, would be more expert and more 

interested in taxation as it related to the automobile 

because of that industry's heavy concentration in her home 

45 state. 

The above statements do not mean to imply that every 

Committee member represents narrow interests to the detriment 

of the general public. There are many issues that do not 

concern specific organized constituent interests; there are 

other issues which must be resolved by an accommodation of 

narrow and general interests. And, finally, some matters 

coming before the Committee are so broad in scope and cut 

across so many interests, that their effect on specific 

groups is simply not discernible. 

45. Manley, op. cit., p. 302. Also see, Charles 0. 
Jones, "Representation in Congress: The Case of the House 
Agriculture Committee," American Political Science Review, 
Vol. 55 (June, 1961), pp. 358-367"! For some conclusions on 
the relationship between pressure groups and Congress in the 
area of trade policy see Raymond A. Bauer, Ithiel de Sola 
Pool, and Lewis A. Dexter, American Business and Public 
Policy (New York: Atherton Press, 1963). A major finding 
was that members of Congress have a much freer hand with 
respect to pressure groups than formerly thought. 
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There are three main points of contact between the 

Committee and organized groups (constituency or otherwise): 

the staff of the Joint Committee, members themselves in the 

all-important executive sessions, and Committee hearings. 

Just as with the Executive branch, lobbyists often communi

cate wants or needs to the Joint Committee staff. In other 

instances, individual members will receive communications and 

then articulate interests in executive Committee sessions, 

46 sometimes during "members' bills" days previously discussed. 

Finally, Committee hearings are important for letting inter

ests have their say. Ways and Means has a reputation for 

holding "good" hearings (usually meaning fair and thorough), 

and the House expects "good" hearings since it usually does 

not have a chance to amend or discuss Committee bills on the 

floor. It is doubtful whether group testimony before the 

Committee is that influential since the expertise of the 

staff and the Committee permits a great reservoir of advanced 

46. See Stanley S. Surrey, "How Special Tax Provi
sions Get Enacted," in R. R. Ripley (ed.), Public Policies 
and Their Politics (New York: The Brookings Institution, 1966), 
pp. 53-60. Surrey lists several reasons for special provi
sions: (a) the Congressman's desire to be helpful, (b) the 
lack of Congressional appreciation of departures from fairness, 
(c) failures in the Treasury Department's presentation, (d) 
the lack of omniscience on the part of Treasury, (e) the lack 
of opposition apart from the Treasury Department to special 
tax provisions, (f) the influence of the Congressional tax 
staff, (g) the lack of aid from the "tax bar," (h) the lack of 
public knowledge and concern, (i) and the relationship of 
special tax provisions to private-relief bills in Congress. 
Surrey is a former Under-Secretary of the Treasury, and his 
remarks reflect a pro-Executive bias. 
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41 information. One might expect that hearings serve more as 

4 8 an interest group catharsxs than anything else. 

This chapter has attempted to explicate the internal 

and external relations of the House Ways and Means Committee. 

The Ways and Means Committee, then, operates within the con

text of a complex of relationships with forces outside of 

government. The nature of the policy which the Committee 

considers ensures public interest in what the Committee does 

and more often than not this interest has an effect on what 

tax policy is produced. In discussing the events surrounding 

the 19 64 and 196 8 Revenue Acts, variations and similarities 

with the generalizations found in this chapter will be noted. 

We will now turn to a general overview of the national tax 

policy-making process and attempt to place the House Ways and 

Means Committee in its proper context within that process. 

47. Manley, op. cit., pp. 308-336. 

48. For a development of the catharsis idea see 
Jewell and Patterson, op. cit., p. 12. 



CHAPTER 3 

THE TAX POLICY PROCESS: AN OVERVIEW 

Introduction 

The purpose of this chapter is to develop a general 

overview of the potential national tax policy-making system. 

The potential policy system is contrasted with the actual 

policy system in that the former involves the full range of 

possible participants in the system performing the various 

possible policy-making functions; whereas, the latter involves 

a delineation of what functions were performed by whom in pro

ducing a specific tax policy. The development of potential 

and actual policy systems permits useful generalizations based 

on comparisons and contrasts between these two analytical 

frames of reference. The development of politics surrounding 

the 1964 and 1968 Revenue Acts will provide an actual focus on 

a specific problem. Points of departure between the actual 

system which produced these two acts and the potential system 

as generally conceived will be noted."'' 

1. The literature of political science is replete 
with studies of potential and actual policy systems, although 
this terminology may not be used. The difference is essen
tially that one type emphasizes the general process and the 
other is really a case study. Of course, the more we know 
about many actual systems, the better we can generalize about 

57 
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Four general questions will be addressed in this 

chapter: Who are the usual participants in the tax policy

making system? What functions do these participants usually 

perform? Where does the House Ways and Means Committee fit 

in this system? What are the dimensions of the problems of 

taxation? In answering these questions, the policy-making 

2 framework mentioned in the first chapter will be utilized. 

In acting on a public problem (in this case, the problem can 

be a need for more money or perhaps economic stabilization), 

eight functional activities are delineated which represent 

the sequence of possible or potential activity in relation to 

the problem, with eventual government involvement. These 

eight functional activities are perception, definition, form

ulation, legitimation, administration, reaction/feedback, 

3  . . .  appraisal, and resolution/termination. These activities 

the potential system in certain policy areas and national 
policy-making generally. In the field of tax policy-making, 
an overview of the potential process is Roy Blough, The 
Federal Taxing Process (New York: Prentice-Hall, 1952). 
There have been several case studies relating to actual tax 
policy-making systems. See Edmund B. Brownell, "Excess Pro
fits Tax—The Politics of a Tax," unpublished Ph.D. disserta
tion, the University of Michigan, 19 56; E. E. Schattschneider, 
Politics, Pressure, and the Tariff (New York: Prentice-Hall, 
1935); Howard D. Samuel and Stephen K. Bailey, Congress at 
Work (New York: Holt, Rinehart & Winston, 1952). 

2. See Charles 0. Jones, "The Policy Approach: An 
Essay on Teaching American Politics," a revised version of a 
paper delivered at the 1967 American Political Science Asso
ciation Annual Meeting, Pick-Congress Hotel, Chicago, 
September 9, 19 67, pp. 16-18. 

3. Ibid., p. 16. 
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occur at different "stages" of the process, with a policy 

subsystem operating at each stage. The entire policy process 

is represented in Table 3-1. 

Various subsystems of the over-all policy-making 

system are involved in each of these functional activities, 

with much over-lapping possible. For instance, the same sub

system might both define a problem and formulate possible 

alternatives. And, too, several different formal institutions 

might play a part in one functional activity. For example, 

both the Congress and the Executive might form a policy formu

lation system. Certainly, anyone familiar the least bit with 

the national policy-making process appreciates its complexity, 

diversity, and over-lapping nature. 

The Tax Problem; Its Dimensions 

"The only certain thing in life is death and taxes." 

One often hears that trite phrase, and it indeed emphasizes 

the fact that taxation as a public problem and concern is as 

ancient and ubiquitous as politics itself. Taxation and tax 

policy underlie practically everything government does, and 

one would be hardpressed to find any other area of policy 

which is watched more closely by both the general public and 

political decision-makers. Two major dimensions of taxation 

will be discussed which have important effects on the charac

terization of the tax policy process: (a) First, taxation 

lies at the base of most of government's activities in other 



Table 3-1 

The Policy Process—A Framework for Inquiry-

System (Development 
or Adaptation) Process . Linkages 

1. Problem Stage I—Problem to Government 
Identification a. Emergence ) 
System b. Perception and definition ) 

c. Organization and representation ) Output—Public 
d. Placing problems of the agenda of ) problem 

government ) 

2. Formulation Stage II—Action in Government 
System e. Formulation Input 

1. perception ) 
2. definition ) •? Output—Course 
3. formulation ) of action • 

3. Legitimation f. Legitimation 4 Input 
System 1. evaluation ) 

2. bargaining ) 
3. majority building (or other ) Output—Policy 

form of legitimation) ) 

4. Administrative Stage III—Government to Problem 
System g. Administration 4? Input 

1. interpretation ) 
2. clarification ) 
3. application ) > Output—Action 
4. clientele collaboration ) to apply 

5. Appraisal Stage IV—Policy to Government 
System h. Reaction/ feedback *=c Input 

i. Appraisal 
1. perception ) 
2 . evaluation ) ^ Output— 
3. recommendation ) Recommendation 

j. Adjustment 

6. Policy Adjust- Stage V—Policy Cycles 
ment within k. Types of cycles 
Administrative 1. within administrative systems Reinterpreta-
and Appraisal tion input 
Svshpms ^recommendations 



t erp ret a t xo n 
2. clarification 
3. application 
4. clientele collaboration 

) > Output—Action 
) to apply 

Appraisal 
System 

Policy Adjust
ment within 
Administrative 
and Appraisal 
Systems 

Stage IV—Policy to Government 
h. Reaction/feedback *sr 
i. Appraisal 

1. perception 
2. evaluation 
3. recommendation 

j. Adjustment 

Stage V—Policy Cycles 
k. Types of cycles 

1. within administrative systems «£-

recommendation 

-Inpui 

Ad system 
acts 

reaction 

appraisal 

feedback 
^ 

) 7>- Output 
) Recommendation 

-Reinterpreta-
tion input 

Full policy
making and 
administering 
systems 
involved 

k. Types of cycles 
2. return to policy-making systems •New policy 

input 

r 
formulation 
/ 

legitimation 
Jl 

I cycle begins"!—> Â â gteni 

-recommendation 

app .sal 

reaction 

Dissolution or 
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policy areas. Be it a program for defense or social welfare, 

money is usually required, and most of this money must come 

from tax levies. This factor tends to make tax policy both a 

prerequisite to other policies and incremental in its develop

ment. (b) Secondly, taxation probably affects more people 

than any other governmental policy, and, for that reason, tax 

policy is observed more closely and can cause more public 

reaction than most other policies. 

(a) National tax policy-makers are charged with the 

task of funding the major endeavors of government. In one 

sense, these policy-makers are more restricted in their free

dom to act (or not to act) because they must attempt to pro

vide the money for programs which have already been authorized 

and for which money has been appropriated in the national 

budgetary process. Tax policy, in this sense, becomes inci

dental to other policies or programs which may reflect a direct 

human problem or need which has been articulated to govern-

4 ment. Inasmuch as tax policy decision-makers must fund the 

various activities of government, their task can never be 

completed; it is continuous and changes gradually as different 

forces impinge upon national financial needs. The process is 

very incremental in the sense that past actions are used as a 

basis for future policy decisions, with changes in policy being 

4. See James C. Davies, Human Nature in Politics 
(New York: John Wiley & Sons, 1963), Chapter One; John Dewey, 
The Public and Its Problems (New York: H. Holt & Co., 1927), 
Chapter One. 
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somewhat marginal. Tax policy-making tends to be incremental 

because decision-makers face the same central problem year 

after year--funding government. The similarity of the prob

lem requires less yearly review and permits a greater 

5 reliance upon past methods and sources of taxation. 

As a footnote to the first dimension discussed above, 

special mention should be made of the new attempts to use 

taxation as an aggregate economic manipulating device. This 

is of special concern here because the 1964 and 1968 Revenue 

Acts represent at least partial attempts to so use taxation. 

In both of these cases, the tax policy under consideration 

was not a prerequisite to other policies or incremental in 

the sense mentioned above. First, these policies were not as 

incidental to other programs because they were attacking a 

primary human problem--the stabilisation of the economy. The 

non-prerequisite nature of the 1964 and 1968 Revenue Acts 

affected greatly the characterization of the policy-making 

system which produced these acts, as we shall see later. 

Secondly, these two acts represented innovation and change to 

a considerable extent, breaking from usual prerequisite, 

incremental patterns of tax policy-making. The extent to 

5. See Charles E. Lindblom, "Decision-making in 
Taxation and Expenditures," in Alan A. Altshuler (ed.), The 
Politics of the Federal Bureaucracy (New York: Dodd, Mead & 
Co., 1968), pp. 163-178; David Braybrooke and Charles E. 
Lindblom, A Strategy of Decision: Policy Evaluation as a 
Social Process (New York: Free Press of Glencoe, 196 3) 
develop a thorough discussion of the place of incrementalism 
in national decision-making. 
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which decision-makers can wrest taxation away from its 

prerequisite and incremental characterizations could very 

well structure the future use of taxation as a tool for rapid 

and continuous economic manipulation. 

(b) A second major dimension of taxation is the great 

extent of public involvement in its development and execution. 

From tightly organized groups wanting special favors written 

into the tax code to the individual taxpayer writing to his 

Congressman for some relief from income taxation, the policy 

struggles surrounding taxation generally engender public con-
g 

cern, involvement, and conflict. 

The involvement of the public is an important factor 

from the first to the last stages of the policy process. For 

instance, a major force behind the 1969 Congressional push 

for tax reform was a loudly-voiced .public disaffection with 

.  .  7  . . .  current tax inequities. Finally, when a legitimized tax 

policy is administered to the public through the Internal 

Revenue Service, the general public is intimately involved, 

and policy is often changed due to individual case interpreta

tions. A quick glance at Table 3-2 well demonstrates the 

broad base of our national taxing system.. Few Americans, 

either in individual or corporate form, escape the often 

6. Blough, op. cit., Chapter One. 

7. United States News and World Report, Vol. LXVI, 
No. 17 (April 28, 1969), p. 31. 



Table 3-2 

Federal Receipts from the Public: By Source, 1950 

Taxes 

Fiscal Estate 
Year Individual Corporation Excise Employment and Gift Customs 

(Percentages of Total Receipts) 

1950 38.5 25.5 18.4 7.0 1.7 1.0 

1951 40.5 26.4 16.2 7.4 1.3 1.1 

1952 41.0 31.2 13.0 6.7 1.2 0.8 

1953 42.1 29.7 13.8 7.0 1.2 0.8 

1954 41.2 29.5 13.9 7.6 1.3 0.8 

1955 42.4 26.3 13.5 9.2 1.4 0.9 

1956 41.8 27.1 12.9 9.4 1.5 0.9 

1957 43.4 25. 8 12.8 9.2 1.7 0.9 

1958 42.4 24.5 13.0 10.5 1.7 1.0 

1959 45.0 21.2 13.0 10.7 1.6 1.1 

1960 42.8 22.6 12.3 11.6 1.7 1.2 

1961 42.5 21.5 12.2 12.8 1.9 1.0 

1962 44.7 20.1 12.3 12. 3 2.0 1.1 

1963 43.4 19.7 12.0 13.5 2.0 1.1 

1964 42.2 20.3 11.9 14. 6 2.1 1.1 

1965 40. 8 21. 3 12.2 14.1 2.3 1.2 

Source: For 19 55, Worksheets of the Bureau of the Budget and the Treas 
Budget of the United States Government, 1967, p. 439. These f 
Pechman, Federal Tax Policy (Washington, D.C.: The Brookings 
Another good indication of broad-base involvement by the publi 
which the Internal Revenue Service processes. For instance, i 
income tax returns. See ibid., p. 280. 
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Table 3-2 

ral Receipts from the Public: By Source, 1950-1965 

Taxes 

ration Excise Employment 
Estate 
and Gift Customs 

Unemployment 
Deposits 

Veterans 
Premiums Othej 

(Percentages of Total Receipts) 

.5 18.4 7.0 1.7 1.0 2.7 1.1 4.4 

.4 16.2 7.4 1.3 1.1 2.6 1.0 3.5 

.2 13.0 6.7 1.2 0.8 2.1 0.7 3.2 

. 1  13.8 7.0 1.2 0.8 1.9 0.6 2.8 

.5 13.9 7.6 1.3 0.8 1.7 0.6 3.4 

1.3 13.5 9.2 1.4 0.9 1.7 0.7 '4.1 

'.1 12.9 9.4 1.5 0.9 1.7 0.6 4.2 

i.8 12. 8 9.2 1.7 0.9 1.9 0.6 3.9 

1.5 13. 0 10.5 1.7 1.0 1.8 0.6 4.6 

1.2 13.0 10.7 1.6 1.1 2.1 0.6 4.7 

!. 6 12. 3 11.6 1.7 1.2 2.3 0.5 5.0 

1.5 i 12.2 12.8 1.9 1.0 2.5 0.5 5.0 

i.l 12.3 12.3 2.0 1.1 2.7 0.5 4.2 

i.7 12.0 13.5 2.0 1.1 2.7 0.5 5.1 

1.3 11.9 14.6 2.1 1.1 2.6 0.4 4.8 

..3 12.2 14.1 2.3 1.2 2.5 0.4 5.2 

leets of the Bureau of the Budget and the Treasury Department; for 1956-65, The 
lited States Government, 1967, p. 439. These figures are cited in Joseph A. 
L Tax Policy (Washington, D.C.: The Brookings Institution, 1966), p. 277. 
lication of broad-base involvement by the public is the sheer number of returns 
lal Revenue Service processes. For instance, in 1963 there were 63.9 million 
:ns. See ibid., p. 280. 
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heavy hand of the tax collector. With the increases in 

government spending and a commensurate need for more finan

cial resources, one can expect greater public attention and 

involvement in the tax policy process. 

Stage I—Problem to Government 

The first stage of the policy process involves the 

problem identification system. In this stage, a problem 

emerges, it is perceived and defined, political actors may 

organize and represent the problem to government or the prob

lem may be recognized by the government itself, and the prob

lem is placed on the agenda of government for action. The 

output of this system is a problem which is defined as being 

"public" and action in government is called for. The problem 

identification system in tax policy-making is populated by 

the Executive branch, elements of Congress, and the public— 
g 

both organized and unorganized. Most public problems reflect 
g 

a deprivation of the basic human needs; however, taxation and 

tax problems reflect the need which government has for money 

in its attempts to satisfy the more basic needs. Most taxa

tion, we have said, then, is a prerequisite to other policies. 

For this reason, the problem identification system is some

what different in tax policy-making. A "problem" that needs 

8. Most of these actors are mentioned by Pechman, 
op. cit., p. 33 and in the first several chapters of Blough, 
op. cit., pp. 3-145. 

9. Davies, op. cit., pp. 8-9. 
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solution in the area of tax policy is usually public already 

and exists among political decision-makers, usually the Execu

tive branch. The Executive branch is charged with the respon

sibility of budgetary development, and problems of taxation 

are usually viewed in terms of the requirements of the federal 

budget. Once the major policies of government have been 

legitimized and their financial requirements set, the major 

problem is simply one of raising money. For these reasons, 

Stage I action may encompass little time, and this stage is 

almost merged with Stage II, or action in government."^ 

Most problems of taxation emerge, are perceived, and 

are defined along with the establishment of budgetary needs of 

the national government. Since this emergence-to-definition 

stage occurs among political decision--makers, the organization 

of forces to represent and place th.e problem on the agenda of 

government is, for all practical purposes, simultaneous. 

Many agencies exist in the Executive branch which 

serve the purpose of identifying problems of taxation in 

relation to budgetary requirements. Most notable are the 

Bureau of the Budget, the Treasury Department, and, more 

peripherally, the Council of Economic Advisers and the 

Federal Reserve Board. Within the Treasury Department the 

Office of Tax Analysis, the Office of the Tax Legislative 

10. Jones mentions the possible "telescoping" of 
policy stages; Jones, op. cit., p. 15. 
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Counsel, and the Internal Revenue Service are particularly 

11 concerned with the identification of tax problems. Once a 

problem has been defined, it may be communicated to the 

Congress (with possible remedies) by means of informal chan

nels (staff members) or by a message from the President, 

possibly the budget, the economic report, or a special mes

sage. All of these mediums were used in producing the 1968 

12 tax increases. 

Problem identification in relation to basic budgetary 

requirements could conceivably come from a source other than 

the Executive branch, although that branch is uniquely 

equipped to know how much money will be needed and whether or 

not new tax policy is required. The Congress, especially the 

House Ways and Means Committee, could be especially important 

in problem identification systems. The expertise of the Ways 

and Means Committee, the staff operations of the Joint Com

mittee on Internal Revenue, and the close collaboration 

between Executive and Congress in the taxing process indicate 

that Congress can be a potential participant in the problem 

11. Blough, op. cit., Chapter Three; United States 
Government Organization Manual for 1968-69 (Washington, D.C.: 
Government Printing Office), pp. 101-120. 

12. Public Papers of the Presidents: Lyndon B. 
Johnson (Washington, D.C.: Government Printing Office, 
1963-1969.) See the Annual Budget Message to the Congress, 
Fiscal Year 1968, p. 39; Annual Message to the Congress: The 
Economic Report of the President, p. 72; Special Message to 
the Congress: The State of the Budget and the Economy, p. 
733. 
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identification system. Students of taxation seem to agree, 

however, that most suggested changes in tax policy are initi

ated by the Executive, indicating that the tax problem 

("usually a need for more money) first found its emergence, 

13 perception, organization, and representation m that branch. 

There are certain problems of taxation which are not 

prerequisite to implementation of other programs, and they 

reflect a direct private need or an attempt to utilize taxa

tion as a direct control or manipulating device. When a tax 

problem falls out of the purview of national budgetary needs, 

some difference in the problem identification system is most 

likely. A major difference may be noted in getting the prob

lem on the agenda of government. When a tax problem is 

incidental to yearly fiscal needs of the government, it 

finds a ready audience and rapid articulation among policy

makers. Indeed, the policy cycle is already "locked" into 

government. When the use of taxation is related to another 

problem more related to a direct human need, access to poli

tical decision-makers may be restructured, and the population 

14 of the problem identification system may be altered. Two 

13. Blough, op. cit., pp. 66, 102-103; Pechman, op. 
cit., pp. 32-33. 

14. For a discussion of how the characterization of 
a policy-making system may vary with the type of public prob
lem, see Theodore Lowi, "American Business, Public Policy, 
Case-studies and Political Theory," World Politics, Vol. XVI 
(July, 1964), pp. 678-715. 
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such examples of how the problem identification may be changed 

are instances of individuals and groups seeking special tax 

relief and the long-term push to use taxes as a systematic 

tool of economic stimulation. In the first instance, the 

locus of the problem identification system is usually found 

among individuals or groups voicing specific demands in rela-

15 tion to tax policy. In the second instance, economists 

outside of government play an important role in identifying 

16 economic needs in relation to changes in our tax structures. 

The role of the economist in producing the 1964 Revenue Act 

will be fully explicated in Chapters 4 and 5. 

The current issue of tax reform might be mentioned in 

order to illustrate the possible broad scope of a problem 

identification system when the problem is one of direct tax

payer unrest and not a tax need incidental to other policies. 

The tax reform issue also illustrates the greater difficulty 

15. Blough, op. cit., pp. 3-43, especially p. 18; 
see also, Stanley S. Surrey, "The Congress and the Tax 
Lobbyist—Kow Special Tax Provisions Get Enacted," in Randall 
Ripley (ed.), Public Policies and Their Politics (New York: 
Brookings Institution, 1966), pp. 54-60, and John F. Manley, "The 
House Ways and Means Committee: 1947-1966," unpublished Ph.D. 
dissertation, Syracuse University, Syracuse, New York, Janu
ary, 1967, pp. 295-341. 

16. See Walter W. Heller, New Dimensions of Political 
Economy (New York: W. W. Norton Co., 1967), p. 4-5. Of 
course, the eventual success of the "new economics" school did 
not occur until economists were able to gain a foothold of 
some import during the early years of the Kennedy Administra
tion. On this point, see James L. Sundquist, Politics and 
Policy: The Eisenhower, Kennedy, and Johnson Years (Washing
ton, D.C.: The Brookings Institution, 1968), p. 35. 
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often encountered in getting such a problem on the agenda of 

government, mainly because those in a powerful position in 

17 Congress and the Executive did not really push tax reform. 

The first half of 1969 has seen the increasing visibility of 

a problem identification system with regard to over-all tax 

reform. This system includes spokesmen in Congress and the 

Executive as well as a general but rather vehement "mood" 

among the general public demanding greater tax equity. One 

Congressman has commented: 

The hot issue today is tax reform. It's the 
middle class—the people who earn from $8,000 to 
$20,000 a year—who are saying, "You have helped the 
poor and the wealthy, but not us." The middle class 
has now found its voice and is articulating. Con
gress will not be able to ignore demands of the _ 
middle class for correction of unfair tax laws. 

Stage II—Action in Government: Formulation 

The second stage of the policy process has two phases; 

it first involves the formulation system, or the perception, 

definition, and formulation of a possible alternative of 

action on a public problem. The second phase of action in 

17. Manley, op. cit., pp. 222-237. Manley documents 
the fact that recruitment to both the House Ways and Means 
Committee and the Senate Finance Committee helps maintain 
"conservative control" of fiscal policy. The staff of the 
Joint Committee on Internal Revenue Taxation, especially when 
it was directed by Colin Stam, was also reluctant to push tax 
reform, especially reform that would harm special interests. 

18. United States News and World Report, Vol. LXVI, 
No. 17 (April 28, 1969), p. 31. 
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government encompasses the legitimation system, or evaluation 

of formulated alternatives, bargaining, and majority coali

tion building. Although discussed separately here, the 

formulation process is sometimes difficult to analytically 

separate from legitimation, and this applies to the tax pol

icy process. From the time a problem is placed on the agenda 

of government, the formulation process is inmeasurably struc

tured by the anticipated requirements of majority coalition 

19 building (or legitimation) at a later point in the process. 

And again, just as in problem identification, the type of 

problem affects the characterization of the formulation and 

legitimation systems. 

The "formulation system is defined in terms of those 

persons interacting to develop a course of action for solving 

the problem and may well be drawn from government (all 

branches) at the national level, from various other levels of 

20 government, and from interest groups." In the case of tax 

policy development, the formulation of courses of action 

encompasses primarily the Executive branch, elements of the 

Congress, and the public. In other words, the same people 

who make up the problem identification system could potentially 

19. It will be recalled that the process of "antici
pated response" was discussed in the previous chapter in 
reference to House Ways and Means Committee-Executive rela
tions; Manley, op. cit., pp. 241-294. 

20. Jones, op. cit., p. 24. 
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be part of policy formulation. Once a problem has been 

perceived, defined, and placed on the agenda of government, 

these institutions form an elaborate pattern of interaction 

out of which comes a possible course of action to be legiti

mated. The extent of involvement and the actual impact of 

each institution (or actor) on policy formulation may vary 

widely, depending upon the characterization of the political 

context and the problem. In discussing the problem identifi

cation system, it was stated that the scope and characteriza

tion of the participants would possibly vary, depending upon 

whether or not a tax problem was incidental to other policies 

or predicated upon a direct human need among the public. In 

the case of policy formulation (and the remaining stages of 

activity), this factor would seem less prevailing. Even in 

cases involving tax problems which are incidental to budget

ary needs and probably not articulated by private interests, 

the private sector becomes quickly involved in the process in 

order to protect or promote its interests. Indeed, once a 

need for more money is established in government circles, the 

Executive and Congress may "feel out" the private sector 

first in order to gauge what would or would not be politi

cally feasible or wise. 

Although the involvement of the private sector in the 

formulation process may be hard to define, the close collabo

ration between Executive and Congress in taking action on 
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newly established tax problems is clear. Huitt states that: 

With so much emphasis thus far on the dispersion 
of power and the autonomy of committees, the question 
might reasonably be asked whether it is possible in 
Congress to centralize control over and responsibility 
for any program of government. The answer to the ques
tion demonstratively is "yes." The model to be relied 
on for demonstration is the taxing process. The ini
tiation, consideration, and enactment of revenue mea
sures usually are accomplished with a concentration of 
control which rivals that of the British System. 

In the formulation of lengthy and complex tax propo

sals, there is usually close Congressional involvement, then, 

with the Executive. Private interest groups impinge upon the 

process at a number of access points, but they are most vis

ible during the committee hearing stage. Keeping in mind that 

no one in the tax policy process works in isolation, the vari

ous elements which potentially participate in formulation will 

be discussed, beginning with the Executive branch. 

Formulation: Executive Branch 

While not all major tax legislation is formulated in 

the Executive branch, a great percentage is, and that branch 

of government is well equipped to take a tax problem and form

ulate possible alternatives. Details of tax policy formula

tion are usually handled by an Office of Tax Analysis and an 

Office of the Tax Legislative Counsel, both in the Treasury 

21. Ralph K. Huitt, "Congressional Organization and 
Operation in the Field of Money and Credit," in William 
Fellner et al. (eds.) Fiscal and Debt Management Politics 
(Englewood Cliffs, N.J.: Prentice-Hall, 1963), p. 446. 
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Department. The work in these offices is handled by an 

Assistant Secretary of the Treasury for Tax Policy. These two 

offices have a large expert staff to aid in analyzing and 

formulating tax policies: there are around 35 economists and 

statisticians in the Office of Tax Analysis, and about 20 tax 

attorneys and an accounting adviser in the Office of the Tax 

22 Legislative' Counsel. The Treasury Department may also call 

on the technical services of the Internal Revenue Service, 

other government agencies, academicians, businessmen, and 

23 professionals for aid. 

While the Treasury is considering the intricacies of 

a tax problem, there is usually contact with the staff of the 

Joint Committee on Internal Revenue Taxation, and, depending 

upon the type of tax problem and the stage of formulation, 

24 with members of the House Ways and Means Committee. The 

Senate Finance Committee and Congressional floor leadership 

may also be contacted. 

Other units in the Executive branch besides Treasury 

also have a hand in the formulation of tax policies. Major 

22. Pechman, op. cit., p. 33; United States Govern
ment Organization Manual for 1963-69 (Washington, D.C.: 
Government Printing Office), pp. 101-102. 

23. Pechman, op. cit., p. 33. 

24. Manley, op. cit., pp. 257-294. The Joint 
Committee staff is the taxing staff of the entire Congress 
and is a key element in the centralization of Congressional 
consideration of tax policy. See Huitt, op. cit., pp. 447-
449. 
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changes in tax policy would possibly be reviewed and analyzed 

by the President's Council of Economic Advisers, the Bureau 

of the Budget, and Cabinet--level departments should they be 

affected by any change in policy. Independent agencies can 

also participate, especially the Board of Governors of the 

25 Federal Reserve System. A brief description of each of 

these major units and a discussion of why they are interested 

in tax policy and its formulation follows. 

Council of Economic Advisers. The Council of Economic 

Advisers is composed of three members appointed by the Presi

dent and confirmed by the Senate. They hold office at the 

discretion of the President, and one member is designated as 

2 6 the Chairman. The Council analyzes 

the national economy and its various segments; advises 
the President on economic developments, appraises the 
economic programs and policies of the Federal Govern
ment; recommends to the President policies for economic 
growth and stability; and assists in the preparation of 
the economic reports of the President to the Congress.27 

Blough states that "it is inevitable that the Council should 

be vitally concerned with taxation and with the possibilities 

25. Blough, op. cit., pp. 92-103. 

26. United States Statutes at Large, 79th Congress, 
2nd Session, Vol. LX, Part 1, 24 (1946). 

27. United States Government Organization Manual for 
1968-69, op. cit., p. 58. The Council was created in 1946 as 
part of the Employment Act of 1946. For a good discussion of 
the politics surrounding this act, see Stephen K. Bailey, 
Congress Makes a Law (New York: Columbia University Press, 
1950T7 
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of using tax policy to promote economic stability and 

growth."^ 

Taxation is an integral part of fiscal policy, and is 

slowly being accepted as a weapon which the national govern

ment can use to control the economy for the public benefit. 

The Council of Economic Advisers recognizes this and is, 

therefore, fundamentally involved in tax policy formulation, 

problem identification, and legitimation. One of the most 

striking features about the 1964 and 1968 Revenue Acts is the 

important role played by the Council. In fact, the Council 

under Walter Heller is given major credit for the push behind 

29 
the 19 64 tax cut. 

The Bureau of the Budget. The Bureau of the Budget 

is probably one of the most important and strategically 

located policy-making bodies in the Executive branch. The 

Bureau is headed by a Director who serves at the President's 

discretion. The major functions of the Bureau are to aid the 

28. Blough, op; cit., p. 101. 

29. An excellent discussion of the role of the 
Council in tax policy development of the Kennedy era is found 
in Heller, op. cit. For further study of the Council of 
Economic Advisers see Edward S. Flash, Jr., Economics, Advice 
and Presidential Leadership: The Council of Economic Advisers 
(New York: Columbia University Press, 1965); Gardner Ackley, 
"The Contribution of Economics to Policy Formation," The 
Journal of Finance, Vol. 21 (May, 1966), pp. 169-177. The 
Council plays a major role in presenting the President's case 
for policy proposals before the Congress, and has become a 
major source of Executive testimony. 
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President in assembling the national budget, to serve as a 

legislative clearing-house for Executive proposals to the 

Congress, and to try to improve the general operations of 

federal administration. The Offices of Budget Review and 

Legislative Reference within the Bureau would aid in the 

formulation or consideration of tax policy. The fundamental 

relationship which the Bureau has with the federal budget 

makes that body a natural partner in tax policy-making, both 

through legislative clearance of Treasury proposals and 

30 budget review operations. The structural proximity of the 

Bureau to the President (it is located in the Executive 

Office of the President) could well make it the most import

ant factor in some cases. Just as with the Council of 

Economic Advisers, the President utilizes the Director of 

the Bureau in presenting the case of the Executive before 

31 Congress. 

30. Blough, op. cit., pp. 100-101; United States 
Government Organization Manual for 1968-69, op. cit., pp. 55-
58. 

31. See Aaron Wildavsky, The Politics of the Budget
ary Process (Boston: Little, Brown & Co., 1964) for some 
information on the strategic context of the Bureau of the 
Budget. See also James W. Davis and Randall B. Ripley, "The 
Bureau of the Budget and the Executive Agencies," Journal of 
Politics, Vol. XXIX (November, 1967), pp. 749-769; Richard E. 
Neustadt, "Presidency and Legislation: Planning the Presi
dent's Program," American Political Science Review, Vol. 
XLIV (December, 1955), pp. 980-1021; and Arthur Smithies, The 
Budgetary Process in the United States (New York: McGraw-
Hill, 1955). Neustadt is especially good on legislative 
clearance procedures and how they were institutionalized. 
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Federal Reserve Board. Finally, an agency which lies 

in the sometimes ill-defined area between the Executive and 

Congressional branches-—the Board of Governors of the Federal 

Reserve System—generally has a hand in major tax policy 

formulation. The Board is composed of seven members appointed 

by the President with the advice and consent of the Senate. 

It has important powers over the national monetary system by 

32 virtue of its control over the Federal Reserve System. The 

members of the Board hold office for a specified tenure and 

cannot be dismissed by the President except for cause. The 

Federal Reserve Board (usually called the FRB) is interested 

in tax policy because it recognizes that those policies have 

important effects on budget deficits and surpluses, the 

market for government bonds, and general economic activity. 

The relationship between tax policy and monetary policy is 

clear. The Board, through its staff, has, at times, studied 

federal taxation and is normally part of the process which 

33 produces tax policy. This was certainly so with respect to 

the 1964 and 1968 Revenue Acts. 

The operations of the Federal Reserve Board have been 

a point of considerable controversy in recent years, espe

cially under the assertive leadership of the Chairman through 

32. United States Government Organization Manual for 
1968-69, op. cit., pp. 55-58. 

33. Blough, op. cit., pp. 101-102. 

\ 
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the sixties, William McChesney Martin. The Board has gained 

a high degree of autonomy within the government, and sometimes 

its monetary policies will be at loggerheads with the fiscal 

policies of the President. This was true, for instance, 

during the first years of the Kennedy Administration. Federal 

Reserve policies after World War II often conflicted with 

other government policies, and this conflict extended into the 

1960's. The important relationship between the Federal Reserve 

System and government securities markets was a source of con

tention until the early 1950's, about which there was an 

"accord" between the Treasury Department and the Federal 

Reserve Board as if two foreign countries had reached an 

agreement.^ 

Formulation: Congress 

As Ralph Huitt has stated, the Congress- of the United 

States is a full partner in the development of tax policy, and 

this partnership extends to formulation. The elements of 

Congress which are most deeply involved in tax policy formula

tion are the House Ways and Means Committee, the Senate Finance 

Committee, and the staff of the Joint Committee on Internal 

Revenue Taxation. The Joint Economic Committee, the two 

34. Robert A. Gordon, Business Fluctuations (New 
York: Harper & Row, 1961), pp. 585-589. Many members of 
Congress have done battle with the FRB and Martin for years, 
especially Wright Patman (Democrat of Taxas). Patman has 
served as chairman of both the House Banking and Currency 
Committee and the Joint Economic Committee. 
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appropriations committees, minority and majority leadership in 

the House and Senate, and individual members may also partici

pate at different points in time. In the taxing process, 

these Congressional units frequently become involved in a 

myriad of different relationships with the Executive branch 

and the public. Since the Congress is the most important 

legitimizing agent in the process, it is sometimes difficult 

to differentiate between the formulation of policy alterna

tives and the early stages of legitimation. Nevertheless, 

Congress can and does formulate policy. In some cases, 

Congress initiated, formulated, and legitimated a change in 

tax policy without co-operation from the Executive branch. 

35 The Revenue Acts of 1938, 1943, and 1948 are cases m point. 

House Ways and Means Committee. The most important 

committee of Congress in the formulation of tax policy is the 

House Ways and Means Committee. Frequently, this Committee is 

presented with a tax problem, not a tax proposal, and weeks or 

months of Committee work may be devoted to writing a bill 

3 6 instead of responding to an Executive proposal. However, 

even if the Committee is reacting to an Executive proposal 

already written in detail, it can still reformulate such pro

posals in drastic ways. 

35. Blough, op. cit., p. 89. 

36. Huitt, op. cit., p. 449. 
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In doing its work, the Conirnittee is in contact with 

the Executive branch (especially the Treasury Department), 

Congressional floor leadership, the staff of the Joint Commit

tee on Internal Revenue Taxation, numerous pressure groups 

interested in taxation, and others. A tax bill formulated by 

the Committee and reported to the floor of the House generally 

reflects the many influences brought to bear, which would be 

considerable on a major piece of legislation. As has been 

stated in the last chapter, the House Ways and Means Commit

tee maintains its position of influence and power by respond

ing to the many pressures placed upon it in the tax policy 

process; this is one reason why many tax bills are true com

posites. Of course, Committee formulation and the necessities 

of legitimation coalesce into one process when the Committee 

writes a bill which must meet the acid test of House floor and 

37 Senate action. 

Although the influence of hearings can easily be 

overstated, they do reflect the character of debate which 

surrounds the work of the House Ways and Means Committee in 

formulating tax policy. The spokesmen for the Administration 

usually appear first, usually the Secretary of the Treasury, 

the Director of the Bureau of the Budget, and sometimes the 

Council of Economic Advisers. Other government agencies, 

37. Manley develops the intricacies of many of these 
relationships in his dissertation. Manley op. cit., Chapters 
IV-VII. 
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like the Federal Reserve Board, might also appear, but not 

necessarily representing the President's case. The Committee 

then turns to interest groups, hearing testimony from largely 

3 8 economic groups like agriculture, business, and labor. 

The centrality of the House Ways and Means Committee 

in initial Congressional action on tax legislation tends to 

restrict the other units of Congress in formulation activities. 

It was concluded in the last chapter, for instance, that the 

main outlines of tax policy are set by Ways and Means, not to 

be changed by later action. Once a proposal leaves Ways and 

Means, formulation and legitimation activities become more 

closely allied, as the necessities of majority coalition 

building become more visible. However, successive units of 

Congress, especially the Senate Finance Committee, are not 

precluded from exercising formulating activities. The Senate 

Finance Committee has an unlimited power of amendment with 

respect to House tax bills, and may use this power in order 

to formulate or reformulate policy. And too, successive 

Congressional units may be influential in originally prodding 

the House Ways and Means Committee or the Executive into 

taking action, thus performing problem identification or 

formulation roles. The Joint Economic Committee, for instance, 

was one of the first groups to suggest a tax increase in order 

38. Blough, op. cit., pp. 66-70; Huitt, op. cit., pp. 
449-450; Pechman, op. cit., pp. 36-38. 



39 to curb inflation m 1966. The Senate and House Appropria

tions Committees can play a role, as can Senate and House 

majority and minority leadership. It must always be 

remembered, however, that Congressional committees—like 

House Ways and Means and Senate Finance—are units of con

siderable power in the policy process, and they usually guard 

4 0 their prerogatives with care and jealousy. 

Senate Finance Committee and the Senate Floor. The 

Senate Finance Committee is composed of 17 members: 11 Demo

crats and six Republicans. The Chairman, as of 1964, is 

Russell B. Long (Democrat of Louisiana) and the ranking minor

ity member is John J. Williams (Republican of Delaware). The 

Committee has been adjudged a key element in the conservative 

control of fiscal policy in Congress. 

Recruitment to the Senate Finance Committee 
complements that of Ways and Means. Members judged 
to be extreme liberals have had a very hard time get
ting appointed to the Finance Committee, and although 
the conservative hold on Finance has weakened in 
recent years it has by no means been broken. 

"I could have had the Capitol dome if I gave up my 
interest in getting on Finance, said a Senate Demo
cratic liberal who made it to the Committee after 

39. Early in 1966 the Subcommittee on Fiscal Policy 
of the Joint Economic Committee called for a tax surcharge in 
a report entitled, "Tax Changes for Shortrun Stabilization." 
See the Congressional Quarterly Almanac, 1963, p. 265. 

40. Malcolm E. Jewell and Samuel C. Patterson, The 
Legislative Process in the United States (New York: Random 
House, 1966), p. 204. Indeed, the hallmark of the United 
States Congress is a "strong, proud, and independent" commit
tee structure. 
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years of effort. "The lobbyists in Washington would 
have done anything to keep me off the Finance Commit
tee. . . . And I've been driving them crazy ever 
since just to prove to them how right they were." To 
get on Finance, he said, "You have to be approved by 
the oil interests, the insurance interests."4l 

Manley concludes that "with recruitment patterns such as 

these the bipartisan, conservative coalition that has dominated 
42 

the Finance Committee for many years is inevitable!' The 

party cleavage, then, seems to be subordinated to liberal 

versus conservative divisions. 

The Senate Finance Committee actually has an unlimited 

power of amendment in tax matters, even though such bills must 

originate in the House. This power can be used by the Commit

tee in formulating new policies which neither the Executive 

nor the House Ways and Means Committee wants. 

The Committee must do its work knowing that the right 

of amendment and debate is really unlimited on the Senate 

floor. It is certainly possible for individual members of 

the Senate to change Committee proposals from the floor, 

sometimes done by dissident members of the Committee itself. 

One would expect that, as the policy formulation stage phases 

into legitimation, individual members of the Senate could 

have a direct hand in the alteration of Senate Finance Com

mittee proposals. For example, major changes were made in 

41. Manley, op. cit., pp. 222-223. 

42. Ibid., p. 224. 
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the 196 8 Revenue Act from the Senate floor after the same 

43 proposals were defeated in committee. It would not be far

fetched to say that action on the Senate floor can actually 

be formulation—unlimited debate and dialogue, which charac

terizes the Senate, is well-suited for actually formulating 

policy outside the committee structure. 

Joint Economic Committee. Finally, a note on the 

Joint Economic Committee, a committee which seems to be grow

ing in influence but one which has been neglected in politi

cal science research. The Joint Economic Committee (usually 

referred to as simply the JEC) has a special interest in tax

ation because of the close relationship between the state of 

the economy and fiscal policy, of which taxation is a basic 

part. The Committee was created by the Employment Act of 

1946, and was designed to receive and react to the President's 

Economic Report and advise the members of Congress according-

44 ly. The Committee is composed of 16 members appointed by 

the presiding officers of each chamber, with eight members 

coming from each house of Congress. The minority party has a 

total of three members from each house, and the majority 

45 has five. The chairmanship and vice chairmanship of the 

43. Ibid. 

44. United States Statutes at Large, LX, Part 1, 23-
26 (1946). 

45. United States Statutes at Large, LXXIII, 3 
(1959). 
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Committee rotate between the Senate and the House with each 

46 new Congress. 

The stipulation that some of the Committee's member

ship was to be drawn from specified committees of Congress was 

deleted in the final version of the Employment Act; however, 

accepted practice has been to draw most of the membership from 

those committees suggested in the original Senate proposal 

(Senate Appropriations, Senate Banking and Currency, Senate 

Education and Labor, Senate Finance, House Appropriations, 

House Ways and Means, House Banking and Currency, and House 

47 Labor). From 1946 to 1966, a total of 40 members of the 

Joint Economic Committee have also served on one or more of 

the following committees: (a) House Banking and Currency (11 

members), (b) Senate Banking and Currency (11 members), (c) 

Senate Labor and Public Welfare (nine members), (d) Senate 

Appropriations (five members), (e) Senate Finance (four mem

bers), (f) House Ways and Means (four members, and (g) House 

48 Education and Labor (two members). The heavy concentration 

of individuals from the "money" committees on the Joint 

46. The problem of choosing a chairman is sometimes 
critical to the operation of a joint committee, as experienced 
with the Joint Committee on Atomic Energy has shown. See 
Harold P. Green and Alan Rosenthal, Government of the Atom 
(New York: Atherton Press, 1963), pp. 193-195. 

47. Senate Bill 380, 79th Congress, 1st Session, 
1945. 

48. Taken from the Congressional Directory, 1946-1966 
inclusive. 
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Economic Committee practically insures its continued interest 

in matters of taxation, especially as taxation relates to the 

aggregate economy. 

Through the medium of hearings, reports, and investiga

tions, the potential role of the Committee in identifying 

problems of taxation and formulating possible alternatives as 

they relate to economic activity can be a useful one to the 

nation and Congress. This is so even though the Committee 

cannot report bills to the Congress. The widespread respect 

and demand which important groups in the country (including 

Congress) have for information supplied by the Committee 

tends to increase its influence vis-a-vis the informational-

49 advisory function. 

Stage II—Action in 
Government: Legitimation 

The intricacies of the formulation system produce a 

possible course of action, or an input for the legitimation 

system. The legitimation system "is populated by those who 

participate in legitimating one course of action over ano-

50 • • ther." The legislature is said to be central to legitima

ting activities in the United States: 

In the democratic system one major form of 
legitimation is majority coalition building in 

49. See, for example, the remarks of Senator Joseph 
O'Mahoney in the Congressional Record, Vol. 98, Part 4, 82nd 
Congress, 2nd Session, p. 5313. 

50. Jones, op. cit., p. 25. 



legislatures. The legitimacy of most public policy 
in the American Political system is traceable to a 
majority in a legislature. The process of legitima
tion which involves majority coalition building is no 
mere process of ratification of what has been proposed 
by a formulation system. It is a complicated process 
which often involves considerable evaluation, bargain
ing, and compromise. The out-put of the legitimation 
system is "policy"-—defined here as a "legitimate 
course of action."51 

The evaluation, bargaining, and compromise which goes 

on in and around Congress when attempts are made to build a 

majority for a particular tax proposal is a generally complex 

process, one which most certainly would vary in characteriza

tion from one tax issue to another. The possible participants 

in the legitimation system would include most of the actors 

involved in the formulation of policy alternatives. However, 

as formulation is completed and phased into discernable 

attempts to build a majority coalition, the increasing cen-

trality of Congressional actors is undeniable. • The House 

Ways and Means Committee, the Senate Finance Committee, floor 

leadership in both the House and Senate, participants in con

ference committee proceedings, other members of Congress, and 

the President (or close associates) would be actively engaged 

in majority coalition building, or legitimation. Organized 

private interests, of course, try to affect the process at 

many points, including legitimation. 

The high degree of success of the House VJays and Means 

Committee on the House floor and in Congress generally as far 

54. Ibid. 
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as establishing the basic outline of national tax policy 

indicates that this Committee is the most important agent of 

legitimation. As with many other committees, if House Ways 

and Means reports out a bill, one can almost be sure of a 

majority on the floor of the House and general acceptance by 

the Senate. Of course, as previously stated, evaluation, 

bargaining and compromising are hallmarks of Ways and Means 

52 activity xn its operations before legislation is reported. 

The necessities of reporting a bill that will muster a 

majority structures the activities of Ways and Means, and the 

Committee's operation is one of the clearest examples of how 

the formulation and legitimation functions are often by the 

same people almost simultaneously. Since the Ways and Means 

Committee produces the basic outline of most tax legislation, 

there is less formulation from successive units in the process. 

This indicates that subsequent action by the Senate Finance 

Committee, the Senate floor, leadership, and the operations of 

the Joint Committee on Internal Revenue Taxation are more 

closely related to legitimation than formulation. 

After a tax bill is reported out of the House Ways and 

Means Committee and passed by the House, it is sent to the 

Senate for consideration by the Senate Finance Committee. The 

staff of the Joint Committee on Internal Revenue Taxation goes 

over to the Senate after having worked with the House Ways and 

52. Manley, op. cit., especially Chapters II-VII. 
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Means Committee, often influencing Senate action. The Senate 

Finance Committee holds hearings, often taking testimony from 

the same people who have spoken before the Ways and Means 

53 Committee. After reporting out a bill, the process of 

floor passage begins. Due to unlimited debate and to amend

ing procedures of the Senate, substantial bargaining, evalua

tion, and compromising occurs on the floor of the Senate in 

attempting to produce a majority. Even if the Senate Finance 

Committee tries to anticipate the necessities of floor action 

in shaping legislation, it cannot rely upon a closed rule as 

the Ways and Means Committee does. Consequently, major 

changes may occur on the Senate floor, as was done with the 

1968 Revenue Act. 

The last major stage in legitimation is conference 

committee consideration and final House-Senate approval of a 

conference report, should differences in House and Senate 

bills exist. The nature of Congress requires a majority in 

each chamber, and changes may have to be made in conference 

in order to placate House and Senate forces and bring the two 

bodies into agreement. Since conference committee considera

tion is the last crucial stage in which changes may be made, 

the President, Senate and House leadership, and private 

53. The range of legislative procedures in producing 
tax policy is discussed in Blough, op. cit., pp. 61-124; 
Huitt, op. cit., pp. 446-457; and Pechman, op. cit., pp. 30-
49. 
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interests may bring their pressures to bear in a last-ditch 

54 attempt to structure legislation. The membership of a con

ference committee is chosen by the presiding officer of each 

chamber, and such committees include the most senior members 

of the concerned legislative committees. Just as the Joint 

Committee on Internal Revenue Taxation is composed of the 

Congressional "oligarchy" from Senate Finance and House Ways 

55 and Means, so too would any conference committee. 

Since a conference report is handed to each chamber on 

a take-it-or-leave-it basis, chances are that passage will be 

assured, especially if the bill is essential for continued 

government financing. Behind that assurance, however, is the 

knowledge that the tax package has been a product of hard work, 

long study, basic political compromise, and close involvement 

of the leadership of both the Executive and Congress. The 

bill finally goes to the President for his signature, veto, or 

inaction. Presidential vetoes of tax bills are rare for 

several reasons, but the major one usually is the simple fact 

that the President needs the money. The process culminating 

in the President's signature is a long one, usually measured 

in months. Table 3-3 gives a good indication of the length 

of time sometimes involved in the tax policy process as far 

as Stages I and II are concerned. The table can, however, be 

54. Jewell and Patterson, op. cit., pp. 476-481. 

55. Huitt, op. cit., p. 448. 



Table 3-3 

Legislative History of Major Federal Tax Bills, 1948-19 68 

Title of Act 
President's 
Message 

House 
Action 

Senate 
Action Enactment 

Elapsed 
Time 

(Months) 

Revenue Act of 1948 a 2/2/48 3/22/48 4/2/48 3b 

Revenue Act of 1950 1/23/50 6/29/50 9/1/50 9/23/50 8 

Excess Profits Act of 1950 c 12/5/50 12/20/50 1/3/51 3 

Revenue Act of 1951 2/2/51 6/22/51 9/28/51 10/20/51 8 

Internal Revenue Code of 1954 1/21/54 3/18/54 7/2/54 8/16/54 7 

Excise Tax Reduction Act 
of 1954 a 3/10/54 3/25/54 3/31/54 2 

Federal Aid Highway Act 
of 1956 2/22/55 4/27/56 5/29/56 6/29/56 16 

Revenue Act of 1962 4/20/61 3/29/62 9/6/62 10/16/62 18 

Revenue Act of 1964 1/24/63 9/25/63 2/10/64 2/26/64 13 

Excise Tax Reduction Act 
of 1965 5/17/65 6/2/65 6/15/65 6/21/65 1 

Revenue Act of 1968 1/10/67 2/29/68 4/2/68 6/28/68 16 

Sources: Pechman, op. cit., p. 32. Pechman used the Congressional Record, Congres
sional Quarterly, and Annual Reports of the Secretary of the Treasury. Dates for 
1968 v/ere taken from only the Congressional Quarterly Almanac for 1968. 

aNot recommended by the President. 

Passed by Congress over President's veto. 
cReported by tax committees as directed by the 1950 Revenue Act. 



misleading. The problem identification function and the early 

stages of formulation may precede a formal message from the 

President by months or even years, tax reform being a current 

example. 

Stage III—Application of Policy to Problem 

Once tax policies become established, an elaborate 

network of administrative systems exists to carry out that 

policy. The general method of application of policy to prob

lem is one of simply (or not so simply!) taking money from the 

public and putting it in public coffers. But the process of 

tax collecting is a highly complex one and intimately involves 

the American citizenry with administration. Administrators 

are constantly involved in making substantive policy decisions 

in individual cases, forming policy cycles within administra

tion. In practically no other area of public policy is the 

need to interpret and clarify original policy intent more 

necessary than in matters of taxation: "It is tax policy in 

action, not simply the working of the statute, that determines 

how much the taxpayer must pay, and the effect of the payment." 

The Internal Revenue Service 

The administrative machinery which has been created to 

carry out federal tax policy is a vast subject for study and, 

therefore, will be treated lightly here. The Internal Revenue 

56. Blough, op. cit., p. 149. 
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Service, headed by a Commissioner who is appointed by the 

President, is the central unit designed to carry out tax 

policy. The Service is located in the Department of the 

Treasury, and is composed of a central headquarters organiza

tion in Washington, D.C., regional offices, and district 

offices. The headquarters is operated by the Commissioner, 

Deputy Commissioner, Foreign Tax Assistance Staff, and six 

Assistant Commissioners. Most of the work of the Service is 

done in the field and is decentralized. The United States is 

divided into seven regions, each headed by a Regional Commis

sioner and assisted by an Assistant Regional Commissioner. 

Each region has a service center located in a major city. 

These seven regions are divided into 5 8 districts, each headed 

by a District Director of Internal Revenue. These central, 

regional, and district offices are manned by thousands of 

57 employees, many of whom we meet every year around April 15. 

The tax administrative process has two general, 

important characteristics: (a) administrative officials-have 

considerable discretion in applying tax laws, and they frequently 

must exercise independent judgment. This discretion is not un

limited, and may be reviewed by the Secretary of the Treasury. 

And, as we shall see, there is an elaborate appeals procedure 

from Service decisions.^ (b) Secondly, tax administration is 

57. United States Government Organization Manual for 
1968-69, op. cit., pp. 117-122. 

58. Blough, op. cit., p. 147. 
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involved in and greatly dependent upon citizen participation 

for its successful operation. The process of taking money 

from those who have it affects people in a very basic and 

personal way. The Service, probably more than any other 

agency, must be cognizant of and responsive to public rela

tions. These two general characteristics give rise to four 

important problems of tax administration: 

(1) the problem of drafting regulations that will 
achieve the intent of Congress, (2) the problem of 
securing uniformity in administration and enforcement, 
(3) the problem raised by provisions that require the 
Commissioner to exercise judgment and discretion, and 
(4) the general problem of the relations and mutual 
attitudes of Bureau officials and taxpayers.59 

Final Stages-—Policy to Government; 
Appraisal Cycles 

Once policy is developed and applied to a problem, 

there is reaction and feedback from that application. A pro

cess of appraisal follows, resulting in possible adjustment of 

administration or an alteration in policy altogether. Reac

tion, feedback, appraisal, and possible final adjustment can 

occur within two systems: (a) Policy adjustment can be con

fined to the administrative system, and the administrator can 

act independently upon possible recommendations. (b) Policy 

adjustment resulting from reaction and feedback can involve 

the full range of policy making systems and functions. In this 

case, feedback breaks the boundary of the administrative system, 

59. Ibid., p. 152. 
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serving as an input into original formulation-legitimation 

6 0 systems. Both of these types of appraisal/adjustment sys

tems are discernable in the taxing process. Constant feedback 

is produced by administration of tax policy. This feedback 

remains in the administrative system on countless occasions, 

but other feedback serves as an input into the Congress or 

higher echelons of the Executive branch. 

Citizen involvement in the taxing process is a major 

source of reaction/feedback which begins administrative 

appraisal and adjustment cycles. Disappointed taxpayers fre

quently challenge assessments and rulings by the Internal 

Revenue Service, and an elaborate cycle may begin which could 

change policies of the Service. In responding to feedback, 

the Commissioner is given considerable power in issuing rules 

and regulations. If an individual does not achieve satisfac

tion from the Service, however, there are numerous recourses 

to appeal outside of the Service, culminating in possible 

changes in tax policies. One may appeal to the Tax Court of 

the United States, the United States Court of Claims, and 

Federal District Courts. Secondary appeals may involve United 

States Courts of Appeals and the United States Supreme Court.^ 

Reaction and feedback of a more basic or important 

nature could involve original formulation-legitimation systems, 

60. Jones, op. cit., pp. 26-29. 

61. Blough, op. cit., pp. 186-204. 
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especially Congress. Feedback may be a result of a need for 

administrative changes or it may involve a push for substantive 

changes in tax policy. The legislative oversight function 

enters into play in this policy cycle. There are numerous 

examples of changes in policy due to feedback from application 

of government policy. The creation of the Joint Committee on 

Internal Revenue Taxation resulted from a Congressional inves

tigation into administration during 1924-25. After its crea

tion, the Joint Committee has itself been a source of legisla

tive oversight of administration. Other committees, especially 

House Ways and Means and Senate Finance, have reviewed Internal 

Revenue Service operations, producing changes in policy and 

operating procedures.^ 

Tax policies such as the 1964 and 1968 Revenue Acts, 

which have purposes other than purely budgetary, produce a 

variation in the pattern of reaction and feedback. If the 

main object of a tax is to stimulate or slow down the aggre

gate economy, inputs into formulation and legitimation agencies 

would emanate from a number of sources apart from the individ

ual taxpayer and Internal Revenue administrator. Analysis of 

the economic effects of tax cuts or increases occurs at several 

points in the government. Most certainly to be involved would 

be the Joint Economic Committee, the Council of Economic Advi

sers, Treasury, the Bureau of the Budget, the Senate Finance 

62. Ibid., p. 148. 
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Committee, the House Ways and .Means Committee, and departments'— 

like Labor and Commerce—which are in the business of collecting 

and analyzing economic data. Analyses of the possible effects 

of past tax policies serve as an input into the formulation and 

legitimation systems, affecting future tax policies. One would 

certainly expect that analysis of cause and effect relation

ships between the economy and the 1964 and 1968 Revenue Acts 

will have an impact on fiscal policy and taxation for years to 

come. 

Stage VI—Problem Resolution or Change 

Theoretically, the last stage of policy development 

involves the "dissolution or major reorganization and adaption 

6 3 of systems," because of the resolution, modification, or 

termination of a problem to be solved. However, the continued 

need to finance government insures the relative stability of 

institutions which produce and carry out tax policy. In one 

sense, the "tax problem" will never be solved, and there is a 

high degree of institutionalization in the system which pro

duces tax policy, especially in the Congress. The tax policy

making system is constantly evaluating tax policy and tax 

needs, but changes in policies and needs normally do not pro

duce major changes in the systems' structures. Jones expresses 

doubts that Stage VI really exists in the policy cycle, pointing 

63. Jones, op. cit., p. 17B. 
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out the difficulty of finding a policy system that had 

64 withered away because of problem solution or termination. 

Taxation is perhaps the last place to look in order to find 

systems change due to resolution, termination, or modification 

of problems. 

Conclusions 

The purpose of this chapter has been to develop an 

overview of the potential tax policy-making system. The major 

characteristics of the system as discussed here are, (a) sys

tem complexity; (b) system variation as to role and scope of 

participants, depending upon the type of tax problem involved; 

(c) the major role played by Congress in the policy-making 

system, especially the central role of the House Ways and 

Means Committee: (d) and the close involvement of the public 

(organized and unorganized) in the process. 

While the function of the House Ways and Means Commit

tee may potentially vary from problem to problem, the Committee 

can play an important role (and has) in problem identification, 

policy formulation, policy legitimation, policy appraisal, and 

administrative oversight functions. The House Ways and Means 

Committee is a powerful and central locus of power in the 

national government in the development of tax policy. We. will 

now turn to an explication of the role of the House Ways and 

Means Committee in producing the 1964 and 1968 Revenue Acts. 

64. Ibid., p. 29. 



CHAPTER 4 

THE 1964 REVENUE ACT: 
PROBLEM IDENTIFICATION-FORMULATION 

Introduction 

"The economist 'arrived' on the New Frontier and is 

firmly entrenched in the Great Society."^ This remark by 

Walter Heller, former Chairman of the Council of Economic 

Advisers, partially describes the impetus behind the final 

enactment of a large tax cut in 1964. More than ever before, 

modern economic theory was wedded to public policy-making in 

the early 19 60's, as the Administration attempted to live up 

2 to Kennedy's pledge to get the country "moving" again. 

This chapter focuses upon the events leading up to 

President Kennedy's proposal for a massive, stimulative tax 

cut in January, 1963. The first two stages of the policy 

1. Walter W. Heller, New Dimensions of the Political 
Economy (New York: W. W. Norton Co., 1967), p. 2. 

2. See, for instance, the speech by Senator John F. 
Kennedy, Cadillac Square, Detroit, Michigan, September 5, 
1960, in U.S. Senate, Senate Report 994, 87th Congress, 1st 
Session, 1961, Part I, p. 111. Kennedy's recurrent theme 
throughout the 1960 campaign was the great inertia and un
developed potential of the United States. The lagging Ameri
can economy was continually being compared to accelerated 
activity in Russia and Europe. Once in office, one of 
Kennedy's top priorities was to develop policies that would 
increase the rate of economic growth in the United States. 

100 
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process—problem identification and policy formulation— 

provide the analytic parameters for this period. Several 

questions will be explored here: What and how was the "prob

lem" perceived, defined, and placed on the agenda of govern

ment? What was the background of the organization and 

representation of forces which placed the problem on govern

ment's agenda? Who were the major participants in the problem 

identification stage? What was the characterization of the 

evaluation, bargaining and formulation process, out of which 

came a course of action announced by Kennedy in January, 1963? 

What, if any, was the role of the House Ways and Means Commit

tee in the problem identification and policy formulation 

stages during this period? 

Taxation and Early Economic Theory 

The problem identification and formulation system 

which preceded the Revenue Act of 1964 actually has two 

phases. One phase involves the economic debates which began 

in the 19 30's, are still continuing, and which concern gene

rally the highly theoretical questions about what the federal 

government can and should do to the American economy. Another 

phase, which is really subsidiary to and emanating from the 

first, involves specific economic conditions and suggested 

remedies prevailing from around 1958 into the early 1960's. 

For the moment, let us explore the long-range problem identi

fication and formulation system which had its roots in the 
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Great Depression of the 1930's and set the stage for fiscal 

and economic policy dialogue for decades to come. 

The problem which produced one of the greatest 

economic debates and policy revolutions of history was created 

by the Great Depression of the 1930's. Simply stated, the 

problem was how to pull out of depression and maintain econo

mic growth, stability, and full employment. There have been 

practically as many solutions to this long-range problem as 

there are economists, but the economic policies of the 1960's 

demonstrate that economic theories and analysis have gradually 

been wedded to national fiscal policies in attempting to deal 

with persistent economic difficulties. 

3 The economic analysis of John Maynard Keynes came at 

the height of the depression, which was marked by the conse

quent failure of the economy to correct itself. Keynes con

tended in 1930 that the low levels of economic activity were 

not necessarily self-correcting as classical economists had 

assumed, and that government policies might have to be estab

lished which would buoy up aggregate demand in order to create 

full employment. Keynes1 prescription rested upon an analysis 

of income received by government, business, and consumers and 

their consequent levels of spending. Should the level of 

3. Keynes basic and revolutionary analysis may be 
found in John Maynard Keynes, The General Theory of Employment, 
Interest, and Money (New York: Harcourt, Brace & World, 1936) 
and A Treatise on Money, 2 vols. (New York: Harcourt, Brace & 
World, 1930). 
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spending be too low, government might have to compensate by 

4 reducing taxes, increasing government spending, or both. 

Reverse policies would be applied during inflationary or 

expansionary periods of economic activity—a concern that did 

not develop until World War II and after. 

The decades from the 1930's to the 1960's saw an 

extended debate between orthodox thinkers and the "Keynesians" 

or, as they came to be known, the school of the "new econo

mics." At the heart of this debate was the role which the 

federal government should play in the American economy. The 

orthodox school stood committed to the balanced budget and a 

minimum role of national fiscal policy. This school also 

seemed to be more preoccupied with the threats of inflation 

than deflation. The Keynesians were more committed to the 

goals of full employment, stability, and growth than to a 

balanced budget concept, and, especially as government's 

financial activity increased, they felt that federal compensa

tory fiscal policy could contribute much to the achievement of 

5 their goals. Although the tax cut of 1964 demonstrates the 

strength of the "new economics" school, the policy debate in 

4. This summary of Keynes' usually complex and 
esoteric ideas is found in Lloyd D. Musolf, Government and the 
Economy (Chicago: Scott, Foresman & Co., 1965), p. 159. 

5. Kenyon E. Poole (ed.), Fiscal Policies and the 
American Economy (New York: Prentice-IIall, 1951) , p. v; A. E. 
Holmans, United States Fiscal Policy: 1945-1959 (London: 
Oxford University Press, 1961), pp. 14-30. 
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this decade is still fraught with the old "sacred cows" of the 

balanced budget and the self-correcting economy. 

The Roosevelt Administration, while not fully under

standing or accepting Keynesian theories, nevertheless applied 
g 

some innovative fiscal policies during the 1930's. The 

thrust of New Deal policy was "pump priming" through deficit 

financed government spending. There was no discernably 

coherent theory behind this deficit financing in most govern-

7 ment circles before 1938, not until the downturn in 1937, 

but such policies did dominate outside fiscal compensatory 

theory in the 1930's. "It soon became apparent," however, 

that tax reduction could play a stimulating role along with 

government spending.^ 

As the depression of the 1930's faded into full 

employment during WWII, the concern of the government turned 

to the need to control an inflationary economy and finance a 

war at the same time. World War II helped to translate 

theory into reality concerning the potential role which taxa

tion could play in a controlled economy: The wartime tax 

6. Roosevelt himself was committed to the balanced 
budget. He criticized Hoover in 19 32 for failure to balance 
the budget, extravagance, and for centralizing activity in 
Washington. See the Public Papers and Addresses of Franklin 
D. Roosevelt (New York: Random House, 1938), Vol. I, pp. 795-
810. 

7. Holmans, op. cit., pp. 20-21. 

8. Lewis H. Kimmel, Federal Budget and Fiscal Policy 
(Washington, D.C.: The Brookings Institution, 1959), p. 258. 
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system became 11 the instrument of raising huge amounts of 

revenue; but more than that, it . . . played a major role in 

9 restricting war profiteering and curbing inflation." Econo

mists in the government were eager to use taxation as a control 

device, however, only after full employment was reached. 

Keynesian economics had, then, established a foot-hold among 

policy-makers as they began to recognize the potential role 

government could play in relation to the full range of economic 

problems. 

After World War II, the fears of a recurring depression 

gripped the country as policy-makers faced the monumental prob

lems of post-war reconversion."''''' While the debate over the 

"new economics" continued, the national government symbolic

ally committed itself to achieve the goals of full employment 

and economic growth and stability by. passing the Employment 

12 Act of 194 6. The passage of the act was important because 

policy-makers legally recognized the responsibility of the 

national government to the economy. Although the act repre

sented the acceptance of a general definition of the problem 

and formally placed it on the agenda of government, it did not 

9. Ibid., pp. 230. 

10. Ibid. 

11. Kimmel, op. cit., p. 239. 

12. For an excellent discussion of the politics 
behind this act see Stephen K. Bailey, Congress Makes a Law 
(New York: Columbia University Press, 1950). 
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close the debate on how the national government should meet 

its responsibility. Discussion centering on the formulation 

and legitimation of necessary policies continued. 

Taxation figured prominently in the past-war economic 

debates, and the theory behind its use as an anti-inflationary 

or deflationary device was achieving some perfection by the 

• 13 late 1940's. During the post-war reconversion period, taxa

tion was viewed as an anti-inflationary device, as the Truman 

. . . 14 Administration accepted compensatory fiscal policies. A 

similar role for taxation was found during the Korean War, as 

tax receipts went up in response to inflationary pressures and 

*  1 5  revenue needs. 

The post-war record is devoid of any deliberate 

attempt of the national government to cut taxes as an anti

recession policy. However, on two occasions taxes were cut 

for other reasons; and, as the Keynesians predicted, the cuts 

helped to soften the effects of recession. The first major 

tax cut was enacted in 1948 by the Republican 80th Congress 

over President Truman's veto. Truman opposed the measure 

because government economists v/rongly feared that inflation 

was still a danger, not a possible economic downturn. The 

13. See, for example, Richard Musgrave, "Alternative 
Budget Policies for Full Employment," American Economic 
Review, Vol. 35 (June 1945), pp. 387-400. 

14. Kimmel, op. cit., p. 241. 

15. Holmans, op. cit., p. 134. 
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Republicans favored the measure because they wanted to fore

stall further government spending, restructure the tax system, 

16 and win the elections of 1948. Taxes were set to go down 

automatically in January 1954, during the 1954 recession, 

depressing the effects of a downturn. While the Eisenhower 

Administration intimated that it accepted the cuts as they 

related to the recession, the conclusion is that the reduction 

would have taken effect anyway—even if inflationary pressures 

had prevailed. Tax reduction, nevertheless, was frequently 

17 mentioned as a counter-cyclical device in the early 1950's. 

Democratic members of the Joint Economic Committee, for 

instance, proposed a five billion dollar individual income 

18 tax cut as an anti-recession measure in 1954. The Eisen

hower Administration was, however, committed to a balanced 

budget, anti-inflationary policies, and orthodox fiscal 

thought, and tax reduction supported by that group should be 

viewed in that perspective—not in the perspective of the 

,.19 new economics. 

16. Wilfred E. Lewis, Jr., Federal Fiscal Policy in 
the Post-war Recessions (Washington, D.C.: The Brookings 
Institution, 1962), pp. 92-106; Holmans, op. cit., pp. 91-93. 

17. Holmans, op. cit., pp. 214-215; Lewis, op. cit., 
pp. 131-187. 

18. See U.S. House, House Miscellaneous Report 1256, 
83rd Congress, 2nd Session, 1959. 

19. James L. Sundquist, Politics and Policy: The 
Eisenhower, Kennedy and Johnson Years (Washington, D.C.: 
The Brookings Institution, 1968) , pp. 15-20; Holmans, op. cit., 
pp. 195-210. 
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In conclusion, a long-range problem identification 

stage of policy development preceded the 1958-19 64 debate 

which produced the 1964 Revenue Act. The problem had been 

identified as one of promoting and maintaining economic 

growth, stability, and full employment; all of which had been 

formally placed on the agenda of government in the 194 6 

Employment Act. A complex formulation system developed from 

1930-1958 involving economists like John M. Keynes and Alvin 

H. Hansen, Presidents, members of Congress, and others. 

Occasionally, the formulation system would produce a policy 

alternative to be legitimized in response to some short-run 

economic problem. But taxation and tax reduction as a fiscal 

measure in response to economic decline was never deliberately 

legitimized during the pre-1958 period. The potential of tax 

reduction had been discussed at length, however, and the long-

range formulation system had produced tax reduction as both 

an anti-inflation and a stimulating device. The 1958-1964 

period should be considered as a subsidiary element in the 

long-range policy debate that had developed in the 19 30's. 

The over-all problem was still how to maintain economic 

growth, stability, and employment; the short-run problem was 

specifically how to fully achieve recovery from the 1958 

recession and push the economy to its full potential of 

activity. The long-run formulation debate had produced 

several policy alternatives in attacking the short-run prob

lem, three being tax reduction, public works expenditures, 
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and increased government spending through deficit financing. 

We now turn to the short-run problem identification-formula

tion systems which had to attack the economic problems of the 

1958-1964 period, problems which ran in the same vein as those 

of the three previous decades but were unique and specific in 

their own way. A genuine test of our ability to cope with 

non-crises, but nevertheless deep-seated economic difficulty 

was at hand. A British observer could still remark in 1961: 

Although by the end of the Second World War 
economic analysis provided guides to policies which 
offered better hopes than ever of preventing deep 
or prolonged recessions, the ability and willing
ness of the United States to put these into effect 
if the need should arise was open to legitimate 
doubt.20 

The 1958 Recession and Campaign 1960 

The roots of the 1964 Revenue Act are found in the 

economic and political events which occurred after the econo-

21 mic downturn in 1958. This six-year period was marked by 

heated debates over economic and fiscal policy, and circum

stances during these years permitted a slow accommodation 

between the "new economics" and political feasibilities. 

John F. Kennedy was the center of this accommodation, with 

top-level Executive economic advisers and the Congress— 

20. Holmans, op. cit., p. 29 8. 

21. For a good discussion of some of the politics 
behind the 1958-64 period see Sundquist, op. cit., pp. 20-53. 
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especially Wilbur Mills and the House Ways and Means Committee— 

playing less central but still vitally important roles. 

The 1958 recession is usee! as a point of departure in 

discussing the 1964 Revenue Act for two reasons: (a) the 

recession that year and the incomplete recovery from it formed 

the basis for economic and political discussion over the per

ception and definition of the problem as well as the formula

tion of possible courses of action; and (b) the 1958 recession 

appears to be the backdrop to a period in which both the Con

gress and Executive seriously considered tax cutting as an 

anti-recession measure for the first time. 

The winter of 1958-59 saw a severe downturn in the 

economy, as unemployment soared to a new postwar high of 7.4 

percent of the labor force and gross national product fell off 

22 4.3 percent in real terms. The Democrats charged the Repub

licans with responsibility for the recession, asserting that 

the Eisenhower Administration was more concerned with inflation 

23 than unemployment and a lagging economy. Eisenhower did not 

discourage such talk by continued reference to the threat of 

24 inflation. Throughout 1958, Republicans and Democrats, 

especially those in Congress, sparred over perception and 

definition of the problem and suggested remedies. 

22. Lewis, op. cit., pp. 193-194. 

23. Sundquist, op. cit., pp. 21-22. 

24. Public Papers of the Presidents: Dwight D. 
Eisenhower (Washington, D.C.: Grovernment Printing Office, 
1958), p. 293. 
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The Eisenhower Administration perceived and defined 

the continuing problem as one of inflation and not recession 

and unemployment. While stating that there was a downturn, 

the Administration felt that the economy would generally 

correct itself as it had in 1954. The major action of 

Eisenhower to combat the recession was an accelerated public-

works program. The President was still adhering to the 

principles of the balanced budget, debt reduction, and "fis

cal responsibility." There were those in the Administration, 

including Richard Nixon, who felt that a tax cut would be 

necessary to stop the recession and spare the Republicans 

from sure defeat in the 1958 election. These proposals were 

rejected as Eisenhower tried to avoid a "slambang emergency 

2 r 
program," or an atmosphere of "panic," or "hysteria." 

Democrats in Congress, unencumbered with Executive 

responsibilities, had a field day in criticising the Admini

stration and proposing activist remedies for the recession. 

Proposals ranging from tax reduction to depressed areas 

legislation were introduced. Senator Lyndon B. Johnson, 

Democratic Majority Leader, was reluctant to organize these 

proposals into a coherent program because of political neces

sities, especially his attempts to cooperate with the Eisen

hower Administration and his need to rely upon the more 

conservative committee chairmen. Johnson finally pushed 

25. Sundquist, op. cit., pp. 21-28; Lewis, op. cit., 
p. 203. 
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through resolutions calling upon the Administration to 

2 6 accelerate aspects of domestic spending. 

Senator Paul Douglas, a former economics professor 

and a member of the Joint Economic Committee, was the prime 

mover in 19 58 behind a massive tax cut designed to end the 

recession. Convinced that accelerated public works expendi

tures would be too slow in stemming recession, Douglas used 

his access to the staff of the Joint Economic Committee to 

develop a case for tax reduction. He received support from 

the Democratic Advisory Council, the Committee for Economic 

Development, a Rockefeller Brothers' Fund report, and influ

ential business and labor leaders. In March, 1958, Douglas 

proposed a 5.2 billion dollar tax cut as an amendment to a 

pending bill. With the future President Kennedy voting 

against the measure, it was defeated 71-14. Later in June, 

Douglas attempted to get through a six billion dollar tax 

27 cut, but was again defeated by 65-23. Kennedy supported 

the tax cut the second time, later stating that between 

votes he had been convinced in favor of the cut by econo-

2 8 mists. Douglas was denied the leadership's support on the 

26. Sundquist, op. cit., pp. 22-25; Lewis, op. cit., 
pp. 205-209; U.S. Senate, Senate Concurrent Resolution 69, 
85th Congress, 2nd Session, 1953. 

27. Sundquist, op. cit., pp. 25-27. 

28. Public Papers of the Presidents: John F. 
Kennedy (Washington, D.C.: Government Printing Office, 1961-
1963), p. 74. 
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measure because Senator Johnson, Speaker Sam Rayburn, and 

Secretary of the Treasury Robert B. anderson (all Texans) had 

agreed that there should be consultation with the Executive 

before proposing such strong medicine as the tax cut. Demo

cratic members of the House Ways and Means Committee, under 

29 the new chairman, Wilbur Mills, concurred in the agreement. 

As the recession faded into partial recovery in 1958-

59, intense debate over problem definition and possible 

solutions (formulation of alternatives) ensued between 

Republicans and Democrats, extending through the 19 60 Presi

dential campaign. The Republicans by and large adhered to 

"fiscal orthodoxy," holding that inflation was still the 

threati "And thus the Republican Party entered the 19 60 

campaign united in support of a set of fiscal policies that 

30 met its ideological tests of prudence and responsibility." 

The Democratic Party took the offensive, accusing the Repub

licans of fighting the wrong problem and using the wrong 

policies. The problem, they asserted, was a lagging economy 

and unemployment. What was needed, they felt, were policies 

to stimulate demand. Inflation, it was thought by many 

31 Democrats, was caused by "cost push" and not "demand pull." 

29. 

30. 

31. 

Sundquist, op. cit., p. 27. 

Ibid., p. 29. 

Ibid. , pp. 30--33. 
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In the spring of 1959 Senator Paul Douglas, then 

Chairman of the Joint Economic Committee, led the Democrats 

of that Committee in pressing the debate over economic policy. 

32 Lagging growth, not inflation, was seen as the real threat. 

Later in the year, the Joint Economic Committee (again under 

Douglas' leadership) launched a study of Employment, Growth 

and Price Levels. The study was conducted by Otto Eckstein, 

later to be a member of the Council of Economic Advisers 

under President Johnson. The report indicted policies over 

the last several years, and singled out the slow growth of 

33 the American economy as the overriding issue. As Sundquxst 

concludes: "By the time the Democrats met in Los Angeles in 

July [1960] , the party had achieved a working consensus on 

. 34 economic policy for the party platform and fall campaign." 

During the campaign of 1960, Nixon and Kennedy often 

clashed over economic policy. The inflation or lagging 

economy cleavage was the crux of the Kennedy-Nixon economic 

policy discussion, and a downturn in the economy during 196 0 

served to intensify that discussion. The campaign, however, 

was devoid of a suggested massive tax cut to stimulate 

economic activity along with deliberate deficit spending. 

Kennedy adhered to the balanced budget concept as did Nixon, 

32. U.S. Senate, Senate Report 98, 86th Congress, 
list Session, 1959, pp. 2-3. 

33. Sundquist, op. cit., p. 31. 

34. Ibid., p. 31. 
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and the former sounded many themes which were really orthodox 

35 economics. Kennedy's suggestions for stimulating the 

economy were basically structural in nature. That is, he 

directed his attention to specific elements in the economy 

and not aggregate demand or consumption. Kennedy's major 

proposal was the utilization of taxation as an incentive for 

capital plant investment. He said: 

Wherever we can be certain that tax revision, 
including accelerated depreciation, will encourage 
the modernization of our capital plant—and not be a 
disguise for tax avoidance—we should proceed with 
such revision. 

And a combination of these policies with policies 
of full employment can help us realize the full pro
mise of automation. Taxes affect not only revenue 
but also growth, and a new administration must review 
carefully our entire tax policy to see that these 
objectives are being met.^6 

Of course, it was not until mid-1962 that Kennedy was per-

37 suaded that an income tax cut was needed to spur the economy. 

In line with Kennedy's campaign statements, his first serious 

35. Ibid., pp. 33-34. 

36. U.S. Senate, Senate Report 994, Part I, 87th 
Congress, 1st Session, remarks by Senator John F. Kennedy, 
Business Publications Conference, New York, October 12, 1960, 
p. 561. See also Statements of Kennedy on Balance of Pay
ments, Philadelphia, October 31, 1960, p. 826; and, in Part 
III, the joint appearances of John F. Kennedy and Richard 
M. Nixon, First Debate, p. 570, and Remarks of Senator John 
F. Kennedy, Civic Auditorium, Seattle, September 6, 19 60, pp. 
139-140. 

37. Heller, op. cit., p. 33. 
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tax proposal was an investment tax credit for business, which, 

3 8 incidentally, business generally opposed. 

The importance of the 1958-1960 discussion between 

the Republicans and Democrats is that problem identification was 

facilitated. By the time Kennedy was elected, the immense 

amount of economic research and policy dialogue had pretty 

well defined the problem for the new administration—a slow 

rate of economic growth, incomplete recovery from the 1958 

recession, and certain inequities in the tax structure which 

retarded the economy by affecting consumer demand and capital 

investment. When Kennedy took office, he took with him a 

specific perception and definition of the problem and an 

intention to act, thus placing the economic problem on the 

agenda of government. It remained for Kennedy and his 

economic advisers—working within the context of political 

realities—to refine the definition of the problem and to 

formulate new remedial policies, with the President even

tually turning to a massive tax cut along with deliberate 

deficit spending as a solution, as pushed by his advisers. 

38. Arthur M. Schlesinger, Jr., A Thousand Days 
(Boston: Houghton Mifflin Co., 1965), p. 580. Kennedy not 
only wanted to spur investment, but he also wanted to 
placate business criticism of his policies. 
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Problem Refinement and Policy Formulation: 
Post-election and First-year Decision-making 

After the election in November, President-elect 

Kennedy set about the business of mobilizing men and ideas 

for the new Administration. An early move was to appoint an 

economic policy task force headed by Paul A. Samuelson, a 

nationally, known economist from the Massachusetts Institute 

of Technology. The work of this task force and the latter 

operation of the Council of Economic Advisers defined the 

problem rather specifically and began the process of formula

tion of alternatives, pressing hard for the acceptance of 

their ideas in the process. 

The Samuelson task force was made up of Keynesian 

economists, but the report, drafted by Samuelson, was watered 

down because of political necessity. The report singled out 

the economic problem as "longer-term sluggishness" and lack 

of demand. It suggested accelerated government spending on 

existing programs and criticized the orthodox idea that 

. . . 39 deficits should be avoided or were necessarily inflationary. 

According to Samuelson, however, the members of the task 

force had to come to grips with political realities. 

In December 19 60 my Task Force had a heavy 
majority in favor of a tax cut in order to meet the 
1960 recession and help end the longer-term sluggish
ness in the economy Eisenhower was bequesting to 

39. Sundquist, op. cit., pp. 36-37; for a discussion 
of the report, see Paul A. Samuelson, Prospects and Policies 
for the 1961 American Economy in U.S. Congress, Joint Econo
mic Committee on the Economic Report of the President. 
Hearings, 87th Congress, 1st Session, 1961, 
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Kennedy. That recommendation was deemed not feasible 
politically, and it was not made in an unhedged way 
in my public Report of early 19 61. 

The new Kennedy team had to content itself with 
recommending increases in expenditure.40 

The acceptance by Kennedy, Congress, or the public of a large 

tax cut or massive new federal spending was not considered 

politically feasible, especially in the face of Kennedy's 

call to sacrifice from the American people. How could 

41 Kennedy advocate sacrifice and tax cuts at the same time? 

As for tax cuts, the report went only so far as suggesting 

that Kennedy might propose to cut taxes three or four percent 

by spring 1961 if recession continued and that the President 

suggest that he be empowered to temporarily cut taxes but not 

beyond 1962.^ 

Throughout 1961, President Kennedy groped for solution 

to the problem of economic lag, but he was still paying lip 

service to the balanced budget and orthodox economics. The 

new Council of Economic Advisers was Keynesian in outlook, 

40. Letter from Paul A. Samuelson to R. A. Camp, 
October 2, 1968. Schlesinger suggests that the Kennedy team 
actually favored massive public expenditure and investment, 
but considered that idea even more unfeasible than a tax cut 
(temporary authority or otherwise) or accelerated government 
spending of existing programs. See letter from Arthur 
Schlesinger to R. A. Camp, November 25, 1968. 

41. Paul A. Samuelson, "Economic Policy for 1962," 
Review of Economics and Statistics, Vol. 64 (February, 1962), 
p. 4. 

42. The New York Times, January 6, 1961, Section I, 
pp. 1, 18. 
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being composed of Walter Heller, James Tobin, and Kermit 

43 Gordon. The Council, with help from economists m other 

departments (especially Seymour Harris, the economic adviser 

to Secretary of the Treasury Dillon) and from outside govern

ment, began what Heller calls the "education of Presidents" 

concerning the need for an expansionary tax cut even with a 

44 deficit. The problem had been defined and placed on the 

government's agenda by the Kennedy economic team, encouraged 

by a receptive and permissive attitude on the part of the 

President. The team had already begun the process of bar

gaining and evaluation of policy formulations, and they 

viewed their major task as one of convincing Kennedy to 

accept specific problem definitions and solutions. Kennedy 

finally did just that, and his "education" as a modern eco

nomist was considered complete by the end of 1962. As in the 

early Samuelson report, the problem had been defined as a 

slack economy due to a long-term lag in demand, and the major 

solution articulated by the economic advisers to Kennedy was 

. . 45 a tax reduction within the context of a short-run deficit. 

43. Seymour Harris, The Economics of the Kennedy 
Years (New York: Harper & Row, 1964), p. 22. 

44. Heller, op. cit., p. 26. 

45. Ibid., Chapter 1. Kennedy gave a wider range of 
discretion to his economic advisers than had any previous 
President. For instance, they were the first to testify in 
open before the Joint Economic Committee and they were allowed 
to disagree with set policy in public. See Gardner Ackley, 
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Kennedy was not persuaded to accept his advisers' 

analysis until summer 19 62. During 1961, he relied upon 

4 6 accelerated government spending to stimulate the economy. 

As for drastic changes in tax policy, the President was still 

timid because of his appreciation of Congressional difficul

ties; his main policy remained a proposed investment credit 

for business. Kennedy also asked Congress for the authority 

to cut taxes on a temporary basis should a recession become a 

reality. He never regarded his proposal for such temporary 

power seriously, and apparently suggested it only to start 

47 the Congress and the public thinking about it. An important 

factor in retarding acceptance of the proposal was Congress. 

Senator Harry F. Byrd (Democrat of Virginia), Chairman of the 

Senate Finance Committee during this period, scored the pro-

48 posal as unconstitutional and Ways and Means had "other 

49 . 50 
priorities," refusing to consider the idea in hearings. 

"The Contribution of Economists to Policy Formation," The 
Journal of Finance, Vol. 21 (May, 1966), pp. 176-177. 

46. The details of these policies are discussed in 
Lewis, op. cit., pp. 245-261. 

47. See Public Papers of the Presidents: John F. 
Kennedy, op. cit., Special Message to the Congress: Program 
for Economic Recovery and Growth, p. 69, and the President's 
News Conference, February 9, 19 61, p. 74. 

48. The New York Times, January 12, 1962, p. 14. 

49. Public Papers of the Presidents: John F. 
Kennedy, op. cit., the President1s News Conference, January 
31, 1962, p. 98. 

50. The New York Times, May 9, 19 62, p. 29. 
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During 1961, the Keynesian economists consulted with 

Kennedy and others over the idea of a tax cut to stimulate 

the economy. The fact that Kennedy considered a tax increase 

in the summer of 1961 to show our will in the Berlin crisis 

and promised a balanced budget for the next fiscal year 

indicates that the President was far from convinced by the 

51 new economic philosophy of his advisers. The Secretary of 

the Treasury, C..Douglas Dillon (an Eisenhower holdover), 

also remained unconvinced about the tax cut idea during 1961 

and after. Dillon advocated tax reform but did not readily 

accept the tax cut proposal until it was clear that the two 

(reform and reduction) would have to be proposed together in 

52 order to get reform. 

The Congress was a major factor in making President 

Kennedy aware of the political infeasibility of a tax cut 

during 1961. The two men that could most influence any new 

tax policy, Harry F. Byrd and V?ilbur Mills, were essentially 

orthodox economic thinkers and opposed either giving the 

51. Theodore Sorensen, Kennedy (New York: Fawcett 
Publications, 1965), pp. 399-400; Heller, op. cit., p. 32; 
Edward S. Flash, Jr., Economic Advise and Presidential Lead
ership: The Council of Economic Advisers (New York: Colum-
bia University Press, 1965), pp. 201-206; Public Papers of 
the Presidents: John F. Kennedy, op. cit., the President's 
News Conference, July 19, 1961, p. 515, and Radio and Tele
vision Report to the American People on the Berlin Crisis, 
p. 537. 

52. See The New York Times, January 12, 1961, p. 1; 
January 14, 1961, p. 1; and October 22, 1961, p. 6. 
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President temporary tax cutting powers or an expansionary tax 

cut enacted by Congress. In the summer of 1961, Mills 

asserted: 

People think of me as a conservative, and I guess 
I am. In the first place I believe that the function 
of taxation is to raise revenues. That may sound 
obvious; but I say it to make clear that I don't go 
along with economists who think of taxation as an 
instrument for stimulating, braking, or otherwise 
manipulating the economy.53 

Representative John Byrnes (Republican from Wisconsin), the 

ranking minority member of the House Ways and Means Committee 

during this period, was more vehement than Mills, accusing 

the Kennedy administration's tax policy advisers of "academic 

54 theorizing and left-wing biases." The general tenor of 

Congress, apart from the Senate Finance and House Ways and 

Means Committees, was basically orthodox in nature as far as 

economic and fiscal policy was concerned. Republicans were 

still emphasizing the threat of inflation, and the "language 

55 of the new economics was not heard on Capitol Hill," with 

the notable exception of the Democratic members of the Joint 

Economic Committee. 

53 Congressional Record, Vol. 107, Part 13, 87th 
Congress, 1st Session, pp. 17256-57. See also The New York 
Times, January 9, 19 61, pp. 1, 22. Mills apparently thought 
that tax reduction in a period of relative prosperity would 
be inflationary. 

54. The New York Times, May 10, 1961, p. 26. 

55. Sundquist, op. cit., p. 41. 

56. U.S. House, House Miscellaneous Report 328, 87th 
Congress, 1st Session, 1961. The Democratic majority 
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The specific role of the House Ways and Means Commit

tee in the evolution of tax policy designed to stimulate the 

economy during the post-election and 1961 period is diffused 

at best. Voices from that Committee, especially Wilbur 

Mills', added to Kennedy's assumptions that any innovative 

tax policy would have to be approached with caution and should 

always be viewed in terms of political feasibility as well as 

economic advisability. As we shall see below, Kennedy greatly 

respected Wilbur Mills and regarded him as the primary element 

in any calculus of political feasibility. Kennedy's timidity 

in not accepting all of Heller's tenets concerning tax policy 

during 1961 combined with his Treasury Secretary's opposition 

and that of Congress in thwarting the Keynesian economists 

in the Administration. Kennedy was especially sensitive to 

charges of "fiscal irresponsibility" and of having an anti-

business bias; therefore, he voiced and believed many of the 

old cliches of the orthodox economist during 1961 in trying 

57 to quell conservative fears. 

summarized its feelings rather succinctly: "It is heartening 
to note that the revised budget for fiscal 19 61 and fiscal 
1962 reflects a reordering of the national priorities [away 
from the inflation syndrome] such as we have previously 
recommended." Ibid., p. 11. 

57. Schlesinger, A Thousand Days, op. cit., pp. 580-
583. Schlesinger discusses Kennedy's attempt to court busi
ness. The courtship was a strained one, Kennedy never really 
gaining support and confidence from that community, especially 
after the steel crisis. 
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By the end of 1961, then, the following had developed: 

(a) The Kennedy Administration had defined the problem as one 

of a slack economy because of a lagging aggregate demand, and 

the problem, as defined by that group, was firmly placed on 

the agenda of government. (b) From the time the problem was 

defined, the process of formulation was begun by the same 

group. A tax cut along with deficit spending emerged as a 

viable solution to the problem as far as Kennedy's economic 

advisers were concerned. Bargaining around and evaluation of 

this and other possible alternatives ensued during 19 61. 

(c) Political circumstance, especially opposition from Con

gress, and Kennedy's lack of "economic education" led to a 

rejection of the preponderent economic advice in favor of a 

tax cut. (d) The role of the House Ways and Means Committee 

was still blurred, but that group—represented in the person 

of Wilbur Mills, the Chairman—added to Congressional opposi

tion to any innovative tax cut within the context of a 

planned deficit. The lack of support from Congress, espe

cially the Ways and Means Committee certainly contributed to 

Kennedy's rejection of a formulated policy. The role of the 

Ways and Means Committee and Wilbur Mills was to come into 

clearer focus during 1962, as the tax cut debate waxed hot, 

ending with the President embracing the "new economics." 

The task was then for Kennedy and his Administration to sub

ject the House Ways and Means Committee, the Congress, Wilbur 
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Mills, and the public to an education in the "new economics" 

much as he had received from Walter Heller, et al. 

1962: The Commitment to "New Economics" 
Made and Debate Intensifies 

Early in the new Administration Kennedy's economic 

advisers had pretty well settled on a problem definition and 

had formulated a solution. By summer, 1962, President 

Kennedy had himself been convinced by his advisers of the 

need for an expansionary tax cut as had the reluctant Secre

tary of the Treasury, C. Douglas Dillon. The major remaining 

obstacle to the "new economic" policy was the Congress, but 

more particularly Wilbur Mills, Chairman of the Ways and 

Means Committee. The politics of taxation centered around 

Mills during most of 1962, intensifying during the summer 

months when those supporting a tax-cut pressed their case 

with renewed vigor. Mills and a responsive following on the 

Ways and Means Committee played an important part in the re

examination of the problem and the formulations that the 

Executive had designed to meet the problem as they saw it. 

During the first two years of the Kennedy era, support 

for a new tax policy by the President and some members of 

Congress was usually tied to the prevailing trend of the 

economy. Attention was focused on the short-run business 

cycle rather than "on realizing the economy's great and 



5 8 growing potential." For instance, during 1961, Kennedy's 

interest "in economic matters waned" and the "recovery waxed 

59 hot" from the 1960 downturn. Similarly Kennedy's interest 

and that of the Congress did not develop in 1962 until the 

economic decline of late spring, a decline that some have 

called the "Kennedy crash. 

After the stock market slump of May 28, 19 62, talk 

developed on Capitol Kill and among private interest groups 

in favor of an expansionary tax cut to meet the immediate 

problem of recession. The proposal for a tax cut to meet the 

mid-year recession was popularly labeled a "quickie." Sena

tors Javits, Humphrey, and McCarthy called for tax reduction 

6 X 6 2 to combat recession. They were joined by the AFL-CIOf 

6 3 the United States Chamber of Commerce, and several govern-

64 ors participating in the annual Governors' Conference. 

58. Heller, op. cit., p. 28. 

59. Ibid., p. 31. 

60. Sundquist, op. cit., p. 42; Schlesinger, A 
Thousand Days, op. cit., p. 589. Many blamed the decline on 
Kennedy's stand against the steel industry, saying business 
confidence had been destroyed. Schlesinger maintained that 
the "crash" was simply the "adjusting" of the market. 

61. Congressional Record, Vol. 108, Part 7, 87th 
Congress, 2nd Session, pp. 9880, 9508, 9515. 

62. The New York Times, June 28, 1962, p. 38. 

63. Ibid., July 9, 1962, p. 1. 

64. Ibid., July 2, 1962, p. 1. 
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Kennedy very seriously considered the cut until mid-August, 

deciding to wait until 1963 to make such a request to the 

Congress. 

By June 1962 President Kennedy had been convinced 

that a tax cut was going to be necessary in order to bring 

the economy into its full potential. The only question 

remaining was one of amount, spread, and timing. In his June 

7, 1961 press conference, Kennedy promised to push for an 

across-the-board reduction of income taxes at least by the 

beginning of 1963. At the same time he expressed no major 

6 5 concern over a short-run deficit should one occur. Heller, 

however, was pressing for a "quickie" tax cut in the summer 

of 1962, feeling that if a cut was needed in 1963 it was 

certainly needed in 19 62. Heller, of course, pressed for 

cuts on a continuous basis because he wanted them tied to 

long-range growth and not to short-run cyclical movements 

• 66 m the economy. 

President Kennedy again had to weigh political 

considerations along with the economic arguments, however 

sound they might have been. Before proposing a tax cut, 

Kennedy first wanted some assurances of Congressional sup

port. More specifically, he considered the sponsorship of 

65. Public Papers of the Presidents: John F. 
Kennedy, op. cit., the President's News Conference, June 7, 
1962, p. 457. 

66. Heller, op. cit., p. 33. 
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Wilbur Mills as an essential minimum to any proposed cut. 

Kennedy did not want to go into the 19 62 Congressional elec

tions with a major legislative defeat on his hands, and he 

feared that if he pushed for a cut in spite of Congressional 

support, the ensuing storm would damage his future legisla-

67 tive program. 

Mills, in spite of the rampant talk and growing 

support for a tax cut, had not changed his position appreci

ably since his comments of August, 1961. In responding to 

Kennedy's news conference of June 7 in which the President 

called for cuts at least by 1963, Mills asserted his posi

tion: "You have not heard me advocating tax reduction this 

year or next year. ... I have not said I would favor 

6 8 reduction in revenues when we are spending more.1' Mills' 

comments were made in response to conservative members of the 

Ways and Means Committee who questioned cutting taxes while 

facing budget deficits. And John Byrnes, the ranking Repub

lican on the Committee, had already asserted that "the way 

6 9 to cut taxes is to cut spending." 

Still Mills was not as vociferiously opposed to the 

tax cut idea as was Harry F. Byrd. The New York Times 

67. The New York Times, July 14, 1962, p. 1; July 
20, 1962, pp. i, 6; July 22, 1962, Section IV, p. 9; July 25, 
1962, pp. 1, 20. 

68. Ibid., June 13, 1962, pp. 1, 23. 

69. Ibid., June 6, 1962, p. 1. 
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70 labeled Mills' position as "resistant," stating that the 

Chairman wanted to look at current economic trends and at a 

71 specific Kennedy proposal. The job of Kennedy and his 

advisers, then, was one of persuading a reluctant Mills. 

Prior to and throughout 1962 Mills possibly thought that tax 

reform was a greater need than tax cuts, and he wanted to use 

72 any cut as a "sweetener" for broad reform in 1963. Evi

dently Mills had persuaded Treasury Secretary Dillon, also an 

ardent advocate of tax reform, that the cut should be saved 

in order to get reform in 1963 as Dillon also quietly opposed 

73 the "quickie" cut during the summer of 1962. Mills also 

favored cuts in upper income brackets in order to spur 

investment, indicating that he differed with Heller and 

others, placing the emphasis on business investment and not 

74 consumer demand as a panacea for economic growth. 

Chairman Mills, not content with the economic analysis 

and problem definition of the Kennedy Administration, decided 

to hold closed, secret hearings of the Ways and Means Commit

tee in order to look into the state of the economy and the 

70. Ibid., July 14, 1962, pp. 1, 10. 

71. Ibid., July 20, 1962, pp. 1, 6. 

72. Ibid., July 29, 1962, Section IV, p. 1. 

73. Ibid., August 8, 1962, pp. 1, 38; Sundquist, 
op. cit., p. 40. 

74. The New York Times, July 29, 1962, Section IV, 
p. 1. 



130 

possible need for action. Closed hearings began on July 26, 

1962 and ended on August 9, 1962. Witnesses were heard from 

labor, business, government, and academia. Although there 

was some opposition to the tax cut idea, or at least to a 

"quickie" cut, there was preponderant testimony in favor of 

75 a tax cut sometime m the future. Mills was still uncon

vinced after the hearings ended, and his position was sup-

7 fi ported by signs of economic gains during July, 1962. On 

August 13, 1962 Kennedy abandoned the "quickie" tax cut in 

favor of a reform and tax cut package to be unveiled in 

77 early 19 63. Obviously, Mills, not the string of witnesses, 

was the key to the abandonment of the tax cut by Kennedy. 

As one member of Ways and Means stated: "What we ought to do 

is put the Chairman on the stand and find out hov/ he feels 

7 8 about a tax cut. That's the key to the situation." 

Prior to Kennedy's statement that he would not pro

pose a tax cut in 1962, the President and others in his 

75. Congressional Quarterly Almanac, 1962, p. 529; 
The New York Times, August 10, 1962, p. 1. See also The Mew 
York Times issues from July 27, 1962 to August 10, 1962 for 
practically a day by day account of the closed (and there
fore not a part of the public documents) hearings. 

76. The New York Times, August 8, 1962, p. 1. 

77. Public Papers of the Presidents.; John F. 
Kennedy, op. cit., Radio and Television Report to the Ameri
can People on the State of the National Economy, August 13, 
1962, pp. 611-617. 

78. The New York Times, July 27, 1962, p. 5. 
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Administration had literally "beat a path" to Mills' door in 

trying to persuade and "feel him out" on the tax cut propo-

79 sal. Malls held firm, refusing to commit himself to the 

"quickie" tax cut idea. Kennedy would have most likely pro

posed the cut in the summer of 1962 had he had Mills' open 

endorsement. The President, however, had to compromise with 

political realities and decided to wait until after the 19 62 

Congressional elections. Although Kennedy tried to couch his 

decision publicly in economic terms, economic data could just 

as well have been used to support a case for the tax cut. 

Political data, not economic, was the deciding factor. The 

President's acquiesence to Congressional opposition on the 

tax cut matter was labeled "sail trimming" because of the 

80 conservative coalition gripping Congress. Harry F. Byrd 

and Wilbur Mills—both Southerners and generally conservative 

in outlook—were part of that coalition. 

Kennedy's commitment to the tax cut for 1963 was 

manifest in his August 13 speech, which rejected the "quickie" 

tax cut with which the President had been flirting since 

early June: "The single most important fiscal weapon avail

able to strengthen the national economy is the Federal tax 

policy. The right kind of tax cut at the right time is the 

most effective measure that this government could take to 

79. Ibid., July 20, 1962, p. 1; July 26, 1962, p. 1; 
July 29, 1962, Section IV, p. 1. 

80. Ibid., August 19, 1962, Section IV, p. 1. 
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O *1 
spur our economy forward." Kennedy, it appeared, had also 

partially succeeded in gaining some ground on Mills1 opposi

tion : 

The leaders of both Houses and the Chairman of 
the House Ways and Means Committee, Congressman Mills, 
have assured me of their co-operation in steering such 
a bill through the legislative mills [probably no pun 
intended!] with sufficient speed to make the January 1 
date effective and make it possible and meaningful 

The President, having deferred to Mills and the Con

gress on the tax cut for 1962, set about the business of 

educating the public and the Congress in the theory of the 

"new economics," to which he was now ostensibly a convert. 

The August 13, 1962 speech was such an educational effort, as 

was his well articulated speech at Yale University prior to 

8 3 his decision on the "quickie" tax cut. Of course, the 

latter half of 1962 was also devoted to a continued private 

courting of Chairman Mills, and one can easily conclude that 

Kennedy and his "team" had their work cut out for them. 

Mills began to push his ideas concerning tax reform 

tied to tax cutting, and his desires were to have considerable 

influence on tax policy formulation by the Administration. 

81. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Radio and Television Report to the Ameri
can People on the State of the Economy, August 13, 1962, p. 
615. 

82. Ibid., p. 616. 

83* Ibid., Commencement Address at Yale University, 
June 11, 1962, pp. 470-475. The main purpose of this speech 
was to dispell some myths about big government, spending, the 
federal debt, and deficit financing. 
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In August, at the time of Kennedy's speech, Mills began to 

articulate his position more clearly, beginning a process of 

bargaining with the White House over the make-up of the 1963 

tax proposal which Kennedy had promised. Mills, in a state

ment made through the White House on the day of Kennedy's 

August speech, stated his position that cuts should be a 

part of tax reform: "I will certainly be interested in tax 

84 reform, including cuts, m 19 63." What Mills had m mind 

was a major reform bill with some reduction as a "sweetener." 

Ted Sorensen, special assistant to Kennedy, has summarized 

the bargaining that took place between Mills and the 

Administration: 

Initially Mills agreed to a major tax reform 
bill, with a little tax reduction to help pass it. 
When presented, it was a tax reform and tax reduc
tion bill. In testimony, it became a tax reduction 
and tax reform bill. And when.it was finally 
reported out by Mills, the President has his major 
tax cut bill with a little tax reform.85 

Throughout the remainder of 1962, Kennedy closely 

involved Representative Mills in White House deliberations on 

tax policy, and the Chairman's influence was felt in the 

formulations culminating in Kennedy's proposals of January, 

1963, to the Congress. By the end of 1962, the President 

had (a) decided to push reform along with a tax cut; (b) 

faltered on pushing for a January 1, 1963 effective date for 

84. The New York Times, August 14, 1962, pp. 1, 16. 

85. Sorensen, op. cit., p. 432. 
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the tax cut; and (c) committed himself to hold the lid on 

spending as much as possible. Each of these stands were 

being advocated by Mills, and Kennedy seems to have bowed to 

Mills, at least temporarily. 

The Chairman made his position clear in an extended 

interview with the staff of United States News and World 

Report in the first week of December 1962. Mills first dis

cussed the effective date of any cut: "The attitude I have 

about a tax cut effective January 1, 1963, is one of serious 

8 6 concern." Mills thought that the economy did not warrant 

the strong medicine of a tax cut "at this time." As for 

spending, Mills thought that he could not "go along with the 

idea that you just cut taxes without regard to the deficit 

8 7 that is created. I think we have to look at many factors." 

Mills was not as hard-set as Senator Byrd on the deficit 

problem, stating that he could tolerate a short-run deficit 

if it meant forestalling a depression that would mean even 

larger deficits. But Mills wanted assurances of "a better 

control of the rises in expenditure than we've had in the 

past several years.": 

I'm not saying that it's necessary, in order to 
have tax reduction, that there be a corresponding 
reduction in spending, but I'm certain that it would 
lead to greater acceptance of a tax reduction by the 

86. United States News and World Report, Vol. 53, 
Part 2 (December 17, 1962), p. 43. 

87. Ibid., p. 42. 
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people and, I think, in the Congress, if there were 
some reductions in expenditures accompanying it. 8£3 

The Chairman restated his position that any reduction should 

be accompanied by reform: 

Q. Does this mean that you would want to see the 
two things~-the tax reform and tax relief—tied 
together in one package? 

A. I would think, when we talked in terms of tax-
rate reduction under existing circumstance-—with a 
sizable deficit existing in our fiscal situation and 
with another sizable deficit in prospect for 1964--
that we should think of tax rate reduction accompanied 
by some reforms of the tax law that would give us a 
balance so that the entire amount of the reduction 
would not be reflected in increased deficit and 
increased debt.89 

Finally, Mills felt that the program should take effect on 

January 1, 1964. While saying it would "not be impossible" 

to pass the program in 1963, it would "normally" take two 

90 sessions. 

President Kennedy's response to Mills' position as 

stated in the magazine interview was contained in his speech 

before the Economic Club of New York on December 14, 1962 and 

his news conference of December 12, 1962. At his news con

ference, the President talked at length about the impending 

tax proposal: 

Q. Mr. President, has the opposition expressed 
by Chairman Wilbur Mills of the Ways and Means 

8 8 .  

89. 

90. 

Ibid., p. 43. 

Ibid. Emphasis added. 

Ibid. 
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Committee changed the Administration's position on 
tax cuts that it has proposed for next year? 

The President. Well, I think that Mr. Mills' 
interview should be read in entirety. And if you 
read the entire article, it does not suggest that 
the Administration, under some circumstances, and 
Mr. Mills may be so far apart. In fact, I'm going 
to see Congressman Mills today. . . . 

We intend to go ahead with our program and then, 
of course, it will be up to the Ways and Means 
Committee and the Congress to make a judgment as to 
whether they will accept it. . . . And I'm hopeful 
that as we have a chance to explore this matter with 
the Congress that they will give it close attention. 
Quite obviously Mr. Mills will have a very decisive 
voice in the final decision, but we hope to adjust 
our viewpoint so that we can get some action on this 
program next year.91 

Two days later, Kennedy went before the Economic Club 

of New York to elaborate on the tax cut proposal and the "new 

economics." Mills had already read the speech "without com-

9 2 mitment." Kennedy called the tax cut "the most direct and 

significant" step toward economic growth. The President 

emphasized that he was not referring to a "quickie" or tempo

rary tax cut but a cut over the long pull to address the lag

ging economy of the last five years. The tax reduction, he 

asserted would have to meet the criteria of timing, amount, 

and equity. As to timing and amount, Kennedy thought that it 

"should reduce net taxes by a sufficiently early date and a 

91. Public Papers of the Presidents: John F. 
Kennedy, op. cit., the President's News Conference, December 
12, 1962, p. 868. 

92. Sorensen, op. cit., p. 430. 



137 

93 sufficiently large amount to do the job." To meet the 

tests of equity, Kennedy stated that reform would be made a 

fundamental part of the package. But reform would itself be 

directed at the encouragement of growth and employment. The 

President also cautioned against getting bogged down in the 

politics of reform while delaying a tax reduction. Finally, 

Kennedy addressed the issue of the federal deficit and debt, 

an area of serious concern to Mills and the Congress. The 

President stressed that he favored the balanced budget, but 

that a tax cut would mean only a short-run deficit (or really 

an investment) and the "chronic" deficits caused by lagging 

economic growth and revenue would be avoided in the long-

94 . run. Mills was singled out for special mention: 

Nevertheless, as Chairman Mills of the House Ways 
and Means Committee pointed out this week, the size 
of the deficit is to be regarded with concern, and 
tax reduction must be accompanied, in his words, by 
"increased control of the rises in expenditures." 
This is precisely the course we intend to follow in 
1963.95 

President Kennedy apparently thought that by December 

19 62 he had enough in common with Mills to go ahead with the 

tax plan. The impact of Mills attitude on the program was 

clear, however, as reflected in the New York speech. Mills 

93. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Address and Question and Answer Period at 
the Economic Club of New York, December 14, 1962, p. 878. 

94. Ibid. , pp. 879--881. 

95. Ibid., p. 880. 
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had been pressing for tax reform along with tax reduction in 

one package; Kennedy expressed advocacy of such an approach. 

Mills had opposed a "quickie" tax cut in the summer and 

winter of 19 62 in favor of longer-range tax reduction with 

96 reform to reduce over-all drag on the economy; Kennedy 

couched the justification for a tax cut in purely long-range 

terms, stressing that he was not talking about a "quickie" 

tax cut. Mills had expressed doubts about the possibility of 

making any cut effective on January 1, 1963; Kennedy dropped 

any specific effective date, simply stressing the need for a 

"sufficient" effective date. Mills had expressed concern 

over larger deficits, rising expenditures, and tax reduction 

combined; Kennedy went to some lengths to assure everyone that 

the budget would be balanced in the long-run, that a short-run 

deficit was not all that bad, and that he would do everything 

possible to hold down spending. Kennedy was obviously trying 

to reach an accommodation with Mills, whose support he had 

long considered essential for the enactment of the tax 

package he was about to unveil. 

President Kennedy has obviously read between the 

lines, of Mills' magazine interview, and was generally correct 

in assuming that the gap between he and Mills was closing. 

Mills' discussion v/as given in a hedged manner, and when 

96. The New York Times, December 13, 1962, pp. 1,4; 
December 11, 1962, p. 1. 
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compared with the attitude of Senator Harry F. Byrd, the man 

from Arkansas indeed appeared close to the Administration. 

For instance, Mills did not say that the entire amount of any 

tax reduction should be accompanied by a corresponding 

decrease in spending. Although in opposition to a "quickie" 

cut because he thought that the economy did not warrant one, 

he expressed interest in tax reduction—mentioning specific

ally what the change in the tax bite should be (from the 20-

90 percent range to the 15-65 percent range in individual 

income taxes, and from a 52 percent rate down to 47 percent 

for the corporation income tax). As to timing, Mills could 

see no "justification" for a January 1, 1963 effective date 

for a tax cut, implying that perhaps he would change his mind 

should a valid justification develop. Mills was also skepti

cal of the early effective date perhaps because of his 

greater appreciation of the length of time and complexity 

97 involved in producing tax legislation. 

Kennedy, convinced of the eventual advocacy of Mills 

for his program, proceeded in late December 19 62 and early 

January 1963 to unveil the specifics of the tax reduction 

plan as discussed in the speech before the New York Economic 

Club and first mentioned in the June 7, 1962 news conference. 

Kennedy and his close advisers met at Palm Beach, Florida 

97. United States News and World Report, Vol. 53, 
Part 2 (December 17, 1962), p. 43. 



140 

during the Christinas vacation of 1962 in order to hammer out 

the specifics of a tax program. The President laid down 

three requirements for any tax program: (a) the ensuing 

deficit (everyone expected a deficit for fiscal 1963 by this 

time) would have to be held below Eisenhower's 1958 record of 

12.4 billion dollars, (b) the amount of any tax cut would 

have an upper limit of 10 billion dollars, and (c) the Admin

istrative budget for fiscal year 19 63 v/ould have to be held 

98 below a magic 100 billion dollar ceiling. In his State of 

the Union Message, budget message, economic report, and the 

special message to Congress on taxation, President Kennedy 

conformed to these criteria and generally adhered to the 

arguments and. emphasis of the much-heralded speech before the 

Economic Club of New York. 

Conclusions 

Two periods of problem identification-formulation 

have been developed in this chapter. The first period which 

ran from the early 1930's to 1958 had a wide spectrum of 

participants and generally defined the problem as one of how 

to ensure economic growth, stability, and full employment. 

Several policy formulations were produced to meet the problem 

including tax reduction. The second phase or period ran from 

1958 to 1963 and produced specific solutions to a problem 

98. The New York Times, December 27, 1962, p. 1. 
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that was unique to the late 1950's and early 1960's—a 

lagging economic growth due to lack of demand. The final 

solution to the problem was seen as tax reduction within the 

context of a short-run deficit. 

The major burden of policy formulation and problem 

identification was carried by Kennedy's economic advisers. 

Heller and others had defined the problem as a lagging 

economy rather than inflationary, and they articulated tax 

reduction and a deficit as a solution. President Kennedy 

was caught between political realities and the logic of 

economic argument, finally being persuaded to press for a 

tax cut by the weight of economic argument and a feeling 

that he could eventually count on support from Congress— 

especially Wilbur Mills and the House Ways and Means 

Committee. 

The central role which Mills and his Committee were 

to play in producing the 1964 Revenue Act came into clearer 

focus in 1962, as pressures mobilized in favor of some form 

of tax reduction. One must be certainly impressed with the 

leading role played by Wilbur Mills. Mills represented the 

Committee during this early period, and the bargaining which 

occurred between the Executive and Congress was conducted by 

and through Mills. Mills was viewed by the Administration 

as the man to persuade, and Kennedy involved him and bar

gained with him in formulating the 1963 tax cut and reform 

proposals. 
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The Ways and Means Committee, and its assertive 

Chairman, perceived of their function during this period as 

being one of identifying the problem and formulating policies. 

The Committee became involved, however, only after initial 

overtures from the Executive branch of government. 

The Ways and Means Committee was performing 

essentially problem identification functions when hearings 

were held by Mills in the summer of 1962 in order to look at 

the economic situation and the need for Congressional action. 

Mills and his colleagues were not willing to accept the prob

lem analysis of the Executive, and finally concluded that the 

economic problem in the summer of 1962 did not warrant a 

"quickie" tax cut. The key to being able to convince Mills 

and the others in favor of the tax cut was to get them to 

perceive and define the problem in the same terms as 

suggested by the Executive. During the latter half of 1962, 

Mills was not fully convinced that the real problem of a 

lagging economy existed or at least was as severe as sug

gested by the Administration. Mills also stressed the prob

lem of deficit spending, federal debt, and tax reform more 

so than the Administration, with the Chairman finally 

supressing his fears about runaway inflation when he 

accepted the tax cut later in 1963. 

Differences between the Administration and Mills 

(speaking for the Ways and Means Committee) over the 
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perception and definition of the exact problem to be attacked 

also led to differences in the formulation of possible alter

natives. Mills fully involved himself in the formulation of 

policy during 196 2, bargaining with the President over what 

the characterization of the proposal for 1963 should be. The 

President wan desirous of Mills' involvement, wanting to 

adjust the package enough to gain Hills' eventual endorsement. 

Mills was using the tactics of delay, discussion, and bar

gaining to get what he wanted from the President. The tax 

proposal as presented in January 196 3 bore Mills' imprint, 

indicating that the Chairman had indeed served as a formulator 

of policy along with the Executive even before a bill was ever 

presented. 

Finally, the process of "anticipated response" 

mentioned earlier operated throughout 19 61-1962. Kennedy 

tailored his tax proposals to placate the Congress, espe

cially Mills and his Committee. At first Kennedy refused to 

propose a tax cut because of a legitimate fear that Congress 

would decimate the idea. When he finally decided to push the 

program (after holding his own in the 1962 Congressional 

elections), he structured the arguments and specific proposals 

so as to gain support from Mills and Congress. The Congress 

was certainly no dead letter in the formation of tax policy 

during the early years of the Kennedy Administration. 



CHAPTER 5 

THE 19 64 REVENUE ACT: 
FORMULATION AND LEGITIMATION 

Introduction 

The President is coming out against every apostle 
of thrift from Ben Franklin to Harry Byrd, tearing up 
McGuffy's reader, putting Ike off his game, and pit
ting John Maynard Keynes against John Calvin. 

This was the kind of reaction President Kennedy's tax 

proposals engendered in much of the national press. Kennedy's 

tax package, which was unveiled in January 1963, served as the 

focal point of tax and economic policy debates for the remain

der of that year and the early months of 1964. This chapter 

focuses on the events of 1963-64, and explicates the role of 

the House Ways and Means Committee in producing the 1964 

Revenue Act during that period. 

Several questions will structure the content of this 

Chapter: What were Executive expectations of the House Ways 

and Means Committee? What were Executive perceptions of the 

Committee with respect to its role in policy development? 

What were the expectations and perceptions which other units 

of the Congress had of the House Ways and Means Committee? 

1. The New York Times, January 23, 1963, p. 6. 
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What were the internal expectations and perceptions which the 

Committee had of itself during the development of this 

legislation? Given these sets of expectations and percep

tions, what was the actual role of the Committee in the 

development of the 1964 Act? What effect did the norm of 

"restrained partisanship" have on the course of events and 

the actual behavior of Committee members? Were the various 

internal roles on the Committee, which were discussed in 

Chapter 2, visible during this policy period? What effect, 

if any, did the operations of these roles, especially the 

roles of chairman and ranking minority member, have upon the 

course of events, the actual content of policy, and the part 

which the Ways and Means Committee was to play? Did the Ways 

and Means Committee as a group possess a rather rigid ideo

logical norm of "finance orthodoxy"? How did the existence 

of this norm affect Committee behavior in the policy process 

and did this norm have an impact on the content or direction 

of policy? How was the ultimate cleavage between the 

Committee's norm of "finance orthodoxy" (assuming its 

existence) and the "new economics" theory resolved? 

The Kennedy Proposal 

The tax proposal which President Kennedy laid before 

the Congress in January, 1963, reflected the policy discus

sions of the previous two years and was supposedly tailored 

to meet the acid tests of Congressional legitimation processes. 
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As was pointed out in the previous chapter, Kennedy was 

influenced by pressures from Congress, especially Wilbur 

Mills, in designing the outlines of the tax package. Kennedy 

and his close associates hammered out the 1963 message 

probably while operating under the influence of "anticipated 

response." Specific formulation of the tax bill, however, 

had occurred within the Executive branch, while the details 

were designed by the Department of the Treasury and presented 

2 to the Congress in the form of recommendations. 

President Kennedy's tax proposal was presented as 

one "package," containing the specifics of both tax rate 

reduction and structural tax reforms. The President's pro

gram contained seven basic points: 

'(1) Reduction in individual income tax rates 
from . . . 2 0 to 91 percent, to a range of 14 to 65 
percent—the 14 percent rate to apply to the first 
$2,000 of taxable income for married taxpayers 
filing joint returns, and to the first $1,000 of 
the taxable income of single taxpayers: 

(2) Reduction in the rate of the corporate 
income tax from 52 to 47 percent; 

(3) Reversal of the corporate normal and surtax 
rates so that the tax rate applicable to the first 
$25,000 of corporate income would drop from 30 to 

2. See Public Papers of the Presidents: John F. 
Kennedy (Washington, D.C., Government Printing Office, 1964), 
Special Message to the Congress on Tax Reduction and Reform, 
January 24, 1963, p. 79. The President's proposals were in 
the form of recommendations only, with technical drafting 
being left up to the Ways and Means Committee. More will be 
said about this practice at a later point. 
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22 percent, so as to give particular encouragement to 
small business; 

(4) Acceleration of tax payments by corporations 
with anticipated annual liabilities of more than 
$100,000, to bring the corporate payment schedule to 
a current basis over a five year transition period; 

(5) Revision of the tax treatment of capital gains, 
designed to provide a freer and fuller flow of capital 
funds and to achieve a greater equity; 

(6) Removal of certain inequities and hardships 
in our present tax structure; and 

(7) Broadening of the base of the individual and 
corporate income taxes, to remove unwarranted special 
privileges, correct defects in the tax law, and pro
vide more equal treatment of tax payers—thereby 
permitting a larger reduction in tax rates than would 
otherwise be possible and making possible many pro
posals to alleviate hardships and inequities.^ 

The President then asked the Committee to follow 

three "basic principles" in the actual drafting of the bill: 

A. The entire tax revision program should be 
promptly enacted as a single comprehensive bill. . . . 

B. The net amount of tax reduction enacted 
should keep within the limits of economic sufficiency 
and fiscal responsibility. . . . 

C. Tax reduction and structural reform should be 
considered and enacted as a single integrated 
program. ... 

President Kennedy justified the measure mostly in 

economic terms; "to end the tragic waste of unemployment 

and unused resources—to step up the growth and vigor of our 

national economy—to increase job and investment opportunities— 

3. Ibid., p. 74. 

4. Ibid., p. 79. 
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to improve our productivity."^ These economic goals were 

seen as long-range, and ''not motivated by any threat of 

imminent recession.Kennedy was proposing to reach these 

goals by at least partial deficit financing. The net tax cut 

was to be $10.2 billion over a three year period, contri

buting $2.7 billion to the projected deficit of $11.9 billion 

7 for fiscal year 1964. 

Executive Strategies 

President Kennedy had made his commitment to important 

changes in national tax and economic policy. It was now in

cumbent upon him to design and execute strategies for the 

successful passage in Congress. With regard to Executive-

Congressional relations and strategies in the 1963 tax policy 

process, several salient features stand out and will be 

elaborated upon: (a) President Kennedy viewed the support 

of the House Ways and Means Committee, and more especially 

its chairman, as crucial to his proposal's success in Con

gress. As a consequence, the President concentrated much of 

his strategic effort on gaining favorable Committee action 

and acceptance by the House. (b) President Kennedy perceived 

the Congress, including the House Ways and Means Committee, 

5. Ibid., p. 73. 

6. Ibid., p. 74. 

7. Ibid. 
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as being essentially fiscally conservative. As a result, the 

President and others in the Executive branch couched the tax 

proposal and arguments for it in what appeared to be conser

vative or orthodox terms. (c) The President perceived the 

House Ways and Means Committee as assuming for itself import

ant formulating-legitimating functions which he had to 

respect and accommodate. (d) The President had definite 

expectations of the House Ways and Means Committee. He 

expected the Committee to act as an agent for making his tax 

proposal politically palatable to interest groups and the 

Congress. He also expected the Committee to act with some 

degree of speed and to stay at least within the broad out

lines of policy suggested as set by the Executive. 

(a) President Kennedy, by all indications, considered 

the first step in the legislative process as the most import

ant. That first big hurdle was to get the House Ways and 

Means Committee to report a bill which followed the broad 

outlines of the President's policy and to get the prestigous 

Chairman, Wilbur Mills, to manage support for that bill in 

the House. President Kennedy had worked assiduously during 

1962 to gain support from Chairman Mills and his Committee, 

and he did the same throughout the months in which the Ways 

and Means Committee and the House were considering the tax 

package in 1963. 

Kennedy had included reforms in the tax package in 

order to gain support of Mills and Ways and Means for the 
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8 entire proposal. The President's strategy in 1963, however, 

was to throw his weight behind the tax cut of around $10 

billion in both public and private actions, really not try to 

forestall the considerable opposition which specific reforms 

were bound to engender, and to wind up with essentially a tax 

cut package with limited reform that Democrats would find 

9 difficult to oppose. To one "member of Congress, the reforms 

proposed by the Kennedy Administration were "just window 

dressing." "The President," he said, "wants a tax cut above 

all else, and he doesn't care a bit whether reforms come this 

year or some other year.""^ Importantly, Congressional 

Democratic leadership was not united behind a package which 

embodied meaningful reforms with the cuts. The Speaker of 

the House, John McCormack (Democrat of Massachusetts), the 

Majority Leader of the House, Carl Albert (Democrat of Okla

homa) , and the Senate Democratic Whip, Hale Boggs (Democrat 

of Louisiana), who was also second ranking Democrat on the 

Senate Finance Committee, were all skeptical that meaningful 

reform would get through with the cuts; Mike Mansfield 

8. The New York Times, January 25, 1963, p. 1. 

9. Theodore Sorensen, Kennedy (New York: Fawcett 
Publications, 1965), p. 432. This strategy as described by 
Sorensen was clearly visible as one reviews the record of 
bargaining during 196 3 between Kennedy and the Ways and Means 
Committee. 

10. The New York Times, January 25, 1963, p. 1. 
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(Democrat of Montana), the Senator Majority Leader, stood 

11 alone m strongly backing the one bill approach. 

In gaining the support of Mills and Ways and Means 

for his program, then, Kennedy considered the reforms nego

tiable. The major thrust of his legislative efforts was to 

preserve the economic stimulus aspect of the tax proposal. 

That is, tax cuts amounting to over $10 billion within the 

context of a budget deficit of over $9 billion. Kennedy 

continually reiterated the economic benefits of the tax cut; 

rarely did he emphasize the need for tax equity (reform) as 

an end to be served. Kennedy's speech before the .American 

Bankers Association in February 1963 typifies his basic 

strategy. Kennedy stated that "the prospects for tax reduc

tion and economic growth must not be endangered by squabbles 

12 over who is going to get what." 

Kennedy tried hard to gain the support of Ways and 

Means and the House by three basic strategems. First, he, 

through the Department of the Treasury and Secretary Douglas 

Dillon, bargained with Mills and the Ways and Means Committee 

throughout the Committee's consideration of the tax proposal. 

I-"-* Ibid. This did not mean, of course, that the 
leaders of Congress were opposing reform outright. They 
felt, especially Senator Long, that as a matter of strategy 
it would be best to consider the tax cut without the poli
tically volatile issue of reform. 

12. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Re"marks and Question and Answer Period at 
the American Bankers Association Symposium on Economic Growth, 
February 25, 1963, p. 212. 
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In the early hearing stage and the bill drafting stage in 

executive committee sessions, Dillon laid the Administration's 

13 case before the Ways and Means Committee. When the Ways 

and Means Committee began drafting the bill in the summer of 

1963, it became obvious that important reforms would not be 

forthcoming which could recoup losses in revenue. The Admin

istration, at that point, rushed into the Committee a revised 

table of income tax cuts which preserved the outlines of the 

tax cut as an economic stimulus but did not depend heavily 

upon recoupment of revenue through reform. The Democrats 

on the Committee were caught between pressure for a tax 

break from business and labor groups, the Administration, and 

many House members, and organized pressure from interested 

parties which opposed reforms that would increase their tax 

burden. The result was what Kennedy wanted—Committee support 

for a tax cut without having gotten bogged down over extensive 

reforms and revisions. 

Secondly, in addition to bargaining directly with the 

Ways and Means Committee, Kennedy mobilized effective interest 

group activity on behalf of a tax cut as a spur to the econ

omy. Ee did not expend his efforts on behalf of tax reform. 

Kennedy, working through the Treasury Department, helped to 

13. See U.S. House, Ways and Means Committee on the 
President's 1963 Tax Proposal, Hearings, 88th Congress, 1st 
Session, Part I. 

14. The New York Times, August 9, 1963, pp. 1, 20. 



153 

create two important committees which gave the Administration 

crucial support. One was the Business Committee for Tax 

Reduction in 1963. Finally claiming a membership of some 

2,800, it contained some of the most important names in busi

ness, including its chairman Henry Ford II. The committee 

wanted a tax cut of around $10 billion, not to be tied dollar 

for dollar with budget reduction, and not to be delayed by 

15 differences over reform of the tax code. This was essen

tially the Administration position, and this kind of support 

was so formidable that Congress, including Ways and Means, 

could not ignore it. A second committee was formed with 

Administration help--the Citizen's Committee for Tax Reduc

tion and Revision in 1963. This group was composed of around 

100 members from labor, education, and small business. Some, 

however, have stated that it was not as influential as the 

16 larger committee. Other groups, like the Chamber of Commerce 

and the AFL-CIO, favored tax reduction as long as specific 

reforms were not too objectionable. In fact, a survey of 

lobby groups conducted by the Congressional Quarterly Service 

indicated that most groups could support the tax reduction as 

17 long as they could live with limited revisions or reforms. 

15. Congressional Quarterly Almanac, 1963, p. 491. 

16. Ibid. 

17. Ibid. 
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President Kennedy tried to make the most of support 

received from various interest groups, and was not timid in 

making the public and Congress aware of that support. 

My judgment is we're going to get the tax cut. 
There isn't any doubt that the NAM want a cut of a 
certain kind, the AFL-CIO want another kind, the CEA 
want a different kind, some economists want another 
kind, but at least there is a consensus there should 
be a tax cut.18 

Finally, to gain support for the measure in Congress, 

Kennedy went to the public. He had realized early in the ses

sion that the tax bill would be a tough fight and would per-

19 haps necessitate appeals to the public. American public 

opinion was not visibly in favor of the Kennedy proposal, and 

indications were there was considerable concern among many 

that the President was violating the Puritan ethic in a fis-

20 cal sense. Kennedy used news conferences, addresses to 

special groups, and finally a national television address 

shortly before House floor consideration in order to state his 

case for tax reduction to the American people. His continued 

basic arguments were that the tax cut was necessary in order 

to insure full economic growth, reduce unemployment^ prevent 

a possible future recession, and finally bring the federal 

18. Public Papers of the Presidents; John F. 
Kennedy, op. cit., the President's News Conference of Febru
ary 21, 1963, p. 206. 

19. Ibid., the President's News Conference of 
February 14, 1963, pp. 173-174. 

30. The New York Times, February 18, 1963, p. 12. 
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budget into balance within the framework of a full employment 

21 economy. One cannot say for sure what kind of impact these 

appeals had on the policy process, but a President attempting 

a major alteration in economic and tax policy could hardly 

leave any stone unturned. 

(b) A second important feature of Executive-

Congressional relations during this period of policy develop

ment was the fact that President Kennedy and others in the 

Executive branch perceived the Ways and Means Committee and 

22 the Congress generally as being fiscally conservative. 

This perception had an important effect on the structure of 

debate over the tax proposals, and the President's strategy 

was designed to accommodate this perception. Essentially, 

the Administration took "new economics" theory as embodied in 

the 1963 tax proposal and presented it to the Congress, 

21. See, for example, Public Papers of the Presi
dents: John F. Kennedy, op. cit., Remarks and Question and 
Ansv/er Period at the American Bankers Symposium on Economic 
Growth," February 25, 1963, pp. 211-212; the President's News 
Conference of February 14, 1963, pp. 172-173; Address before 
the 19th Washington Conference of the Advertising Council, 
March 13, 1963, pp. 257-261; Address and Question and Answer 
Period at the 20th Anniversary Meeting of the Committee for 
Economic Development, May 9, 1963, pp. 383-392; Remarks in 
Hollywood at a Breakfast with Democratic State Committeemen 
of California, June 9, 1963; p. 451; the President's News 
Conference of July 17, 1963, pp. 566-567; Radio and Television 
Address to the Nation on the Test Ban Treaty and the Tax 
Reduction Bill, September 18, 1963, pp. 687-691. 

22. James L. Sundquist, Politics and Policy: Public 
Policy in the Eisenhower, Kennedy, and Johnson Years (Washing
ton, D.C.; The Brookings Institution, 1968), p. 41. 
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groups, and the public in fiscally conservative terms. The 

really innovative feature of the proposal--a tax reduction to 

be largely financed by government borrowing--was de-emphasized 

by the Administration and those supporting the Administration. 

The commitment to the balanced budget, the promise of a tight 

lid on government spending, the emphasis on the wastes of 

unemployment and unused economic potential, the threat of 

some future recession (the hint was that 1964 might bring a 

recession), a belief in the operation of free market processes, 

and the necessity for healthy economic growth were emphasized 

over and over again. The weight of the Administration's 

argument on the side of-"fiscal responsibility" proved to be 

the push which the Ways and Means Committee and the Congress 

needed in order to support the President. As we shall see, 

the Administration arguments were used by the supporters of 

the bill to develop their own arguments and to rationalize 

their support for the President. Caught between the "new 

economics" and the "Puritan ethic," members of the Ways and 

Means Committee and the Congress could reconcile their final 

support of the proposal because the Chief Executive had made 

a pretty good case for believing that there really wasn't 

any conflict at all. 

From the first major address on the tax proposal (the 

State of the Union Address of January 1963) to the last (the 

special address to the American people in September 1963), 
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President Kennedy tried to verbalize away the possible 

cleavage between the "new economics" and "fiscal responsibil

ity" or the "Puritan ethic." He came out looking as much 

like Herbert Hoover as he did John M. Keynes while supporting 

essentially Keynesian policy. 

Kennedy pointed out that the opponents of the measure 

were being the "fiscally irresponsible": 

An unrealistic debt ceiling or budget cut today 
would also cause a slowdown in contracts, a stretch 
out in payments, a cash drain on business, and 
ultimately another recession. Instead of balancing 
the budget, it would produce a budget deficit for 
greater than the temporary addition to the deficit 
that will come from a tax reduction. Let us remember 
that the $12.4 billion deficit of fiscal year 1959 
was the result of a recession which wiped out what 
had originally been conceived of as a budget surplus 
of that year of $500 million.23 

Kennedy went on to assert that his proposal did not clash 

with the "Puritan ethic," an ethic-which had come under fire 

from Walter Heller in a little indiscretion before the Joint 

Economic Committee (which you can be sure the Administration 

24 later regretted): 

Q. Mr. President, when you submitted your tax 
plan in the 1964 budget with its $11.9 billion 

23. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Address before the 19th Washington Confer-
ence of the Advertising Council, Ilarch 13, 1963, p. 260; see 
also Remarks at the National Conference of the Business Com
mittee for Tax Reduction in 1963, September 10, 1963, p. 662. 

24. U.S. Congress, Joint Economic Committee on the 
Economic Report of the President of 1963, Hearings, 88th 
Congress, 1st Session, p. 45. 
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resistance to it. Walter Heller, however, says 
that some of this opposition comes from what he 
calls the basic puritan ethic of the American 
people. Do you think the time has come to abandon 
or at least update this puritan ethic he speaks of? 

The President. No. I think that people are 
concerned about the size of the debt, and I am, and 
I think they're concerned about the deficit. But 
what I am most concerned about is the prospect of 
another recession.25 

When Wilbur Mills went to the floor of the House to 

defend the bill as reported by the Ways and Means Committee, 

his arguments, as we shall see, reflected the basic arguments 

which President Kennedy had articulated during the previous 

months. 

(c) Thirdly, the President perceived of the House 

Ways and Means Committee assuming for itself important formu-

lating-reformulating and legitimating roles which he had to 

respect and try to accommodate. The congruence•between the 

President's perception of the Committee's role, his expecta

tions of the Committee, and the Committee's self-perceptions 

and expectations went far toward carving out an important 

policy-making function for the Committee in the development 

of the 1964 Revenue Act. 

Most Presidents, it could be safely assumed, would 

like to have on occasion policy-making prerogatives free and 

25. Public Papers of the Presidents: John F. 
Kennedy, op. cit., the President's News Conference of Febru
ary 14, 1963, pp. 172-173. 
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unencumbered from necessities of Congressional interference. 

Normally, however, the legal-constitutional framework neces

sitates a healthy Presidential respect for the role of Con

gress and its Congressional committees. If we can take the 

word of Ralph K. Iluitt, this especially applies to the 

Congressional function in the national taxing process. 

President Kennedy felt that Ways and Means took seriously its 

role in taking Executive proposals and formulating-

reformulating those proposals in line with their own policy 

views and the requirements of subsequent support on the 

House floor and in the Senate. 

What evidence exists to support the idea that 

President Kennedy had these particular perceptions of the 

Committee? The strongest evidence is that which was docu

mented in the previous chapter. That is, the President, 

throughout 1962, courted Chairman Mills and the Ways and 

Means Committee, and he subsequently tailored his proposals 

to overcome that Committee's possible objections. A scru

tiny of the record clearly demonstrates that Kennedy felt 

that he had to respect the role of the Committee, and in 

respecting that role, he would gain a formidable and neces

sary friend in the taxing process. 

Kennedy continued to court Mills and his Committee 

throughout the debate of 1963, and the Executive's strategies 

already mentioned were designed to bring them to support the 

tax cut proposal. Kennedy's respect for Mills and the 
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Committee is clearly reflected in his public statraents 

during the remaining months of his life. One such statement 

was made in a humorous vein at Heber Springs Arkansas: 

I suppose pound for pound, the Arkansas delegation 
in the Congress of the United States wields more influ
ence than any other delegation of any of the other 49 
states. . . . 

So those are some of the reasons why I am here 
today. But the most significant reason is, of course, 
because of your distinguished Congressman who is 
Chairman of the most influential committee, the Ways 
and Means Committee of the House. ... It said in 
the New York Times this morning that if Congressman 
Mills suggested it, that the President would be glad 
to come down here and dedicate this dam and sing 
"Down by the Old Mill Stream," or any other request 
that was made-—and I would be delighted.̂ 6 

Kennedy recognized that the Committee would change 

and reformulate the proposal he sent to the Congress: 

Fully recognizing that it is both desirable and 
necessary for the Congress [speaking to the Commit
tee] to exercise its own discretion in the actual 
drafting of a tax bill, I recommend the application 
of the following basic principles to this vital 
task.27 

And again a few days later: "The tax program I have put for

ward to meet this need is now under attack from the left and 

right. I do not say it is a perfect program which cannot be 

changed by the Congress or will not be changed by the 

26. Ibid., Remarks in Herber Springs, Arkansas, at 
the Dedication of Greers Ferry Dam," October 3, 1963, pp. 
760-761. 

27. Ibid., Special Message to the Congress on Taxa
tion, January 24, 1963, p. 79. 
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2 8 Congress. . . ." Earlier the President had expressed a 

general respect for the Congress in taxation, after having 

been rebuked by that body (including Ways and Means) on the 

matter of giving the President power to alter tax rates on a 

continuing basis: 

Work on the development of an acceptable plan for 
quick tax action to counter future recessions should 
continue; with the close co-operation of the Congress, 
it should be possible to combine provisions for swift 
action with full recognition of the Constitutional 
role of the Congress in taxation.^ 

(d) If the President had certain perceptions of the 

Ways and Means Committee and the Congress with respect to the 

role of the Congress in taxation, he also had certain expec

tations of those bodies. Kennedy respected the role of 

Congress and Ways and Means in revising and filling in the 

specifics of the Executive's proposals. At the same time, 

the President used the considerable" power of his office so 

that the Committee and the Congress would meet his expecta

tions in developing tax policy. 

What were Presidential expectations of the Ways and 

Means Committee in particular and the Congress in general in 

the development of tax policy in 1963? Kennedy's expecta

tions were three in number: (a) First, the President expected 

28. Ibid., Remarks and Question and Answer Period at 
the American Bankers Association Symposium on Economic Growth, 
February 25, 1963, p. 211. 

29. Ibid., Annual Budget Message to the Congress, 
Fiscal Year 1964, January 17, 1963, p. 66. 
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the Committee and the Congress to do its work with some 

speed, thinking that action should be finalized by at least 

the end of 19 63. (b) Secondly, he expected the Committee and 

the Congress to stay within at least the broad outlines of 

the amount of the tax cut. Kennedy considered a cut of 

between $10 and $11 billion within the budget deficit he 

forecast as the heart of the program. He did not quibble 

greatly over the plethora of smaller changes which were in 

the original Executive proposal. What he did fight for, and 

what he expected the Congress to preserve, was a tax cut that 

would be quick enough and substantial enough to stimulate the 

economy. (c) Thirdly, 'the President expected the Ways and 

Means Committee (and the Senate Finance Committee to a lesser 

degree) to hammer out a specific proposal that would provide 

a consensus of support from a majority coalition in the Con

gress and the important interest groups whose weight was 

greatly felt in the tax policy process. That is, the Presi

dent expected the Ways and Means Committee and other Con

gressional units to serve as an agent of legitimation— 

something the Executive branch could not do by itself. Let 

us examine each of these expectations in more detail. 

Early in 1963, President Kennedy began to press Ways 

and Means and the Congress for quick action on the tax bill. 

Time and again, the President communicated his desire for 

quick action, and his displeasure over what he considered to 
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be Congressional feet dragging. Early in 19 63, Kennedy began 

to express his expectation of quick action: 

I think it's essential we get a bill by this year, 
that we begin this tax reduction this year, if we're 
going to maintain or develop or stimulate our 
economic growth. . . . 

I put as the first priority, however, action this 
year, so we'll just have to wait and see whether both 
can be,done this year. In any case we should be able 
to make progress, come what may, on the first step of 
the three-stage reduction, and I think it's physically 
possible to do both the reform and the revision this 
year and I think that is Chairman Mills' idea too.30 

By June, Kennedy was chafing under Committee feet dragging, 

and he compared our system to the British, who had managed a 

bigger tax cut in a matter of days: "We have been fighting 

it out month after "month, listening to speakers against this 

31 program which I regard as essential. ..." As summer 

pressed on, Kennedy continued to prod Congress, holding out 

the possibility of recession if Congress failed, to act: 

It should be possible for the Congress of the 
United States to dispose of this issue this year— 
12 months. . . . 

What I am concerned about therefore is that the 
tax bill be passed_if we are going to see '64 
another good year. 2 

30. Ibid., the President's News Conference of 
January 24, 1963,"p. 96. 

31. Ibid., Remarks in Hollywood at a Breakfast with 
Democratic State Committeewomen of California, June 8, 1963, 
p. 451. 

32. Ibid., the President's News Conference of 
August 20, 1963, pp. 632, 635. 
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Kennedy was to live long enough to see House passage 

only, and it was to be February., 19 64/ before action was 

finally consumated on the tax program in spite of the Presi

dent's expectations. Congressional Quarterly Almanac attri

buted the great length of time consumed in producing the 1964 

Revenue Act to three factors: (a) the sheer complexity of 

writing and drafting a long, difficult tax proposal, (b) the 

considerable opposition and debate which centered around 

Administration spending policies and the tax cut, (c) and 

the improved economic picture throughout 1963 which removed 

33 any economic sense of urgency on the part of Congress. 

A second important expectation which the President 

had of the Congress and the Ways and Means Committee was that 

the essentials of a tax cut should be preserved, no matter 

what happened to the more peripheral reforms and revisions. 

The President established policy boundaries, then, and 

expected Congress to at least stay within those boundaries. 

It was clear from the first that this was Kennedy's intention, 

and this intention became an essential part of his private 

and public s'trategems in getting what he wanted from Congress. 

The President's feelings on this matter are found in his 

public statements: "There is the exception, however, on 

reforms. This is a matter about which a good many members of 

Congress and citizens disagree, but the central point is that 

33. Congressional Quarterly Almanac, 1963, p. 470. 
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they are in favor of the $10-1/2 billion tax cut which I am 

in favor of.""^ 

The President's statement before the American Bankers 

Association was perhaps the clearest indication of the policy 

boundaries which he had set and would accept: 

Q. Mr. President, I believe you said that you 
did not predict a recession in 1963, and you say that 
without a tax cut we are liable to have a recession. 
Now, with a tax cut, tied so closely to tax reform, 
isn't it possible that the tax reform angle might 
delay this to the point where the tax cut stimulus 
might be lost? 

The President. Yes, well I would be opposed to 
that"^ What we suggested was a tax cut of over $13 
billion, and reforms which would bring in about $3 
billion, roughly, of revenues, giving us a total tax 
cut of $10 billion tax cut in the length of time 
which we have recommended. 

If we cannot get the reform, then quite obviously 
you are going to have to rewrite the package. . . . 

. . . But I would say the first priority is a 
bill. We have to realize that if we don't get the 
reforms, then, of course, the tax bill would have to 
be rewritten, unless the Congress made a judgment 
that it would accept a tax cut of $13 billion. 

Our concern is that they might take a tax cut of 
less than $10 billion, which would be, I think, a 
mistake. . . . But to answer your question, I would 
say the important thing is to get the bill this year. 
Whatever is necessary to get that bill, I would 
support.35 

34. Public Papers of the Presidents: John F. 
Kennedy, op. cit., the President's News Conference of May 8, 
1963, p. 377. 

35. Ibid., Address and Question and Answer Period 
before the American Bankers Symposium on Economic Growth," 
February 25, 1963, pp. 216-217. 
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The President tried to qualify his hedging on reform in later 

3 6 statements, but the direction of his intentions and expect

ations of Congress was clear: the essential part of the bill 

was the $10 billion tax cut and he wanted at least that much 

from Congress. 

A third expectation, not unrelated to the second, was 

that the President felt that the Congress, but more particu

larly the Ways and Means Committee, should reformulate and 

restructure the bill (within limits, of course) in the inter

est of securing a consensus among competing interests. In 

other words, the President wanted the Congress and its Com

mittees to reformulate as part of a process of securing 

legitimation. 

The President's expectations in this regard are 

obvious in his statements on the matter: 

I think out of the Committee on Ways and Means we 
are going to get a bill for a tax reduction which 
will provide a consensus. It won't be perhaps the 
bill we sent up, but I think it will be a good bill, 
I think the more people look at the alternatives, I 
think the more general support we'll get.37 

And again, a few days later-. 

There is a majority support, in my opinion, among 
those who are closest to the economy who understand 
it the most, there should be a tax cut. 

36. Ibid., the President's News Conference of March 
6, 1963, pp. 236-237. 

37. Ibid., the President's News Conference of 
February 14, 1963, p. 179. 
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What they are arguing about is who should get the 
cut and how it should be divided, but I think the 
Ways and Means Committee and the Senate Finance Com
mittee can deal with that task.38 

The Ways and Means Committee and subsequent units of 

Congress, then, were not only free to range about the pas

tures of political necessity in writing policy within broad 

guidelines, they were expected to by the President. The 

ultimate effect was to structure and support the role of the 

Ways and Means in formulating, reformulating, and legiti

mizing the 1964 Revenue Act. 

The Hearing Process 

In February, 1963, the House Ways and Means Committee 

began hearings on the President's tax proposals. These hear

ings were voluminous in scope, the written record being more 

than 4,00 0 pages in length. The hearings were divided between 

Administration witnesses, witnesses on behalf of some group 

or business, private citizens, and members of Congress. The 

content of the hearings revolved around (a) the spending plans 

of the Administration as reflected in the 1964 fiscal year 

budget, (b) the justification, by the Administration, of the 

proposed cuts and reforms, and (c) a rather long, detailed 

dialogue between private citizens, groups, public officials, 

and the Committee concerning the proposed structural reforms. 

38. Ibid., the President's News Conference of 
February 21, 1963, p. 206. 
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Although not the major part of the Kennedy proposals, 

specific reforms would have had an important effect on par

ticular economic concerns. Lumber and oil interests were 

especially vociferous regarding proposed changes in which 

39 their tax liabilities would have been increased. 

Committee Perceptions and Self-expectations 

As the Ways and Means Committee began consideration, 

it was clear that the members of the Committee were intent on 

taking their task seriously. The sheer amount of time con

sumed and the great volume of documentation produced is 

evidence enough that the Ways and Means Committee perceived 

of and expected itself to perform essential formulating-

reformulating and legitimating functions. Juxtaposed between 

the Congress, the Administration, and the public, the Commit

tee became the key link in the policy process which produced 

the 1964 Revenue Act. The hearing process was the first 

important step which reflected the vital role of the Commit

tee. An exchange early in the hearings between Secretary of 

the Treasury Dillon and Representative Hale Boggs reflects 

the Committee's policy role perception and self-expectations: 

Mr. Boggs. While I find myself in disagreement 
with some of the recommendations you made, and this 
is not unique, the Treasury has always come before 

39. U.S. House, Ways and Means Committee on the 
President's 1963 Tax Proposal, Hearings, 88th Congress, 1st 
Session, 1963, Parts 1-7. 
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this Committee--to both sides of this Committee--over 
a number of years and said to the Committee, "you 
take a look at this, and jointly we will work out 
something." Hasn't that been the practice over the 
years? 

Secretary Dillon. I would hope it continues to 
be the practice and will continue to be the practice 
because it is Congress and this Committee that writes 
the tax laws.40 

House Perceptions and Expectations 

The parent chamber, the House of Representatives, 

also had certain expectations and perceptions of the Ways and 

Means Committee. As developed in Chapter 2 of this thesis, 

there is mutual respect between the House and the Committee. 

The House perceives of the Committee as being a powerful, 

respected voice in developing tax legislation as evidenced in 

the closed rule procedure; at the same time, the House expects 

the Committee to do a thorough job and to respect the ulti

mate control of the House, and, as previously indicated, 

Committee bills are tailored to secure favorable House action. 

The House expectation that the Committee consider ultimate 

House acceptance and tailor bills accordingly is reflected in 

the hearing process. As Representative Abraham J. Multer 

(Democrat of New York) told the Committee: 

I assure you that I do not envy the tremendous 
burden which you must assume in performing the task 
of bringing out a bill that will be acceptable to a 
majority of members of the House.41 

40. Ibid., Part 1, p. 540. 

41. Ibid., Part 3, p. 1,497. 
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House members outside of the Committee were frequent 

witnesses during the Committee's hearings. These members, as 

well as private groups and individuals, perceived of the Com

mittee as an "appeals court" above the Administration. They 

came to the Committee with the expectation that it would 

alter the Administration proposal in line with their own 

wishes. Often the member of Congress was defending an 

important interest in his state that was threatened by tax 

42 law change. The testimony of Representative Walt Horn 

(Republican of Washington) is fairly typical. The Administra

tion had proposed a change in Section 631 of the Internal 

Revenue Code which would lessen a tax write-off for the 

lumber interests. Horan, from a lumber-producing state, 

jumped to the industry's defense in the name of conservation: 

"To allow the weakening of Section 631 I feel would destroy 

existing patterns of constructive conservation practice of 

the past 20 years, and would create economic barriers to the 

growing of timber on a sustained yield basis.' 

As one can see, perceptions and expectations of the 

Executive, the Committee itself, members of the Congress, and 

others served to bolster and structure the role of the Ways 

and Means Committee in the tax legislative process. 

42. For a listing of witnesses see ibid., Part 1, 
pp. v-lvi. 

^3- Ibid., Part 6, p. 2,940. 
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A Committee Divided 

As the hearings progressed, the division and policy 

stands of members on the Committee became more visible. 

Chairman Mills generally stayed in the background as moder

ator during the hearings, rarely speaking. He was desirous 

of hearing everyone out and then using his influence to 

hammer out a proposal in executive session that would enjoy 

Committee and House floor support. 

Three important policy positions became visible on 

the Committee during hearings: (a) The more conservative 

Republicans, although for tax reduction, openly opposed the 

spending policies of the Kennedy Administration and were 

unable to reconcile a budget deficit, a tax cut, and enlarged 

domestic spending at the same time. (b) Generally, Democrats 

on the Committee indicated in hearings that they favored a 

tax cut, even if it meant a budget deficit, and that the 

Administration proposal did not violate sound conservative 

economics. The Democrats were hard pressed to attack the 

Kennedy budget because their interests were bound up in it. 

One must conclude that almost the entire Committee was 

generally on the side of orthodox, conservative economics, 

but most of the Democrats on the Committee were able to 

reconcile that belief with the tax cut by buying the Kennedy-

Dillon argument that the best way to serve orthodox goals, 

especially a balanced budget, was to adopt the tax cut. 

Republicans could not buy the same argument. (c) Finally, 
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opposition to many of the specific changes in the tax laws 

came front all sides. Since our main interest is with the 

thrust of the proposal—the tax cut--the main concern will be 

with points (a) and (b) above. 

(a) The more conservative and essentially Republican 

position was represented during the hearings process by 

Representative Thomas B. Curtis (Republican of Missouri) and 

Representative James Byrnes (Republican of Wisconsin). 

Byrnes, as minority leader of the Committee, seized the ini

tiative in mustering the Republican challenge against the 

Committee Democrats and on the floor of the House later on. 

Byrnes, asserting that both the Congress and the American 

people agreed with him, made his fiscal conservatism quite 

clear: "With respect to the fiscal issue, let me make it 

clear that I am -more of a Puritan than a hellion, and this is 

true both as to personal habits and as to fiscal philoso

phy."^ Byrnes, while not opposed to rate reduction per se, 

thought that spending should be brought in line with revenue 

and that any deficit would turn out to be inflationary, a 

45 view also held by Curtis. 

Curtis was the only member of the Committee who 

openly wanted to debate the philosophical underpinnings of 

the Kennedy proposal. Opposed to the tax cut, Curtis 

44. Ibid., Part 1, p. 534. 

45. Ibid. Part 1, pp. 534, 583, 588. 
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questioned the good faith of the Administration, stating that 

the real issues were being avoided: 

There certainly is a great school of economic 
thinkers, the Keynesian school, and you felt you 
[Budget Director Kermit Gordon] are in accord with 
their thinking generally, that believes deficits and 
expenditures can produce this kind of stimulation of 
the economy and that this is what is needed at this 
time, which is in contrast to the philosophy that 
some of us hold and I hold that we should be trying 
for balanced budgets right away and that means 
expenditure reform beginning right now. 

There has been lip service to that theory and I 
just feel very uncertain when I listen to it. I 
would much prefer if the Administration would come 
forward in what I would say is a forthright manner, 
advance the Keynesian philosophy, stick to it, and 
let those of us who disagree with it have some 
straight forward debate for the benefit of the 
country and let the people decide on which theory 
they want to go on. I think we are not getting very 
far in clarifying the issues.46 

Curtis, of course, never got the full-fledged philosophical 

debate he wanted. The Administration, and ultimately the 

Democrats in the House, never admitted that the proposal 

meant a break with the kind of budget-balancing fiscal policy 

that Curtis had in mind. 

Although Byrnes and Curtis dominated the Republican 

response, other members expressed views during the hearings. 

Representative Howard Baker (Republican of Tennessee) voiced 

the general GOP viewpoint: "I believe that the feelings of 

people of this Nation are, or the great majority of them, 

that they oppose a tax cut unless there is a commensurate 

46. Ibid., Part 2, p. 768. 
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reduction in non-essential spending. That is my own 

47 feeling. Representative Bruce Alger (Republican of Texas) 

was the most vehement in his attack on the Kennedy proposal. 

Alger accused the Administration of having no faith in the 

"market place and indeed a lack of confidence in Capitalism 

48 and the profit motive." "I believe," he said, "this 

Administration is trying to create a new form of society in 

49 the United States based around democratic socialism." 

The Republicans on the Committee could, of course, 

afford the luxury of more open indictment of the tax pro

posal. The Democrats on the Committee and in the Congress 

could ill-afford to openly embarrass the Kennedy Administra

tion. An important election year—1964—was approaching, and 

the Democrats, needless to say, wanted to retain their power. 

And too, the economy had been a big issue in 1960 and was 

likely to be again in 1964. If the tax cut meant a continued 

stable economy with jumps in growth to lower unemployment 

levels, could Democrats fail to support the President's pro

posal? This does not mean to say that every Democrat went 

down the line for the Kennedy tax cut or that every Republi

can opposed it. But the bulk of support in Congress and all 

the support on the Ways and Means Committee came from the 

Ibid. , Part 1, p. 561. 

48- ^id., Part 3, pp. 1,635-1,636. 

49. Ibid., Part 3, p. 1,636. 
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Democrats. As on many issues in Congress, the appeal to 

party loyalty and interest was quite strong. 

(b) The Administration, realizing that it must appeal 

at least to the Democrats on the Ways and Means Committee in 

order to be successful, used the several strategems outlined 

in the previous section of this chapter. The hearing process 

clearly brought out the Administration tactic of wrapping the 

proposal in more conservative/orthodox clothing so as to ease 

the Democratic members' reconciliation of the Keynesian pro

posal with their essentially conservative economics. The 

statements of Secretary of the Treasury Dillon and Budget 

Director Gordon point out their strategy. First Dillon: 

The primary objective is to release our economy 
from the shackles of an overly repressive income tax 
rate structure so that it can move ahead to full 
capacity utilization of its human and physical 
resources and avoid the recurring recessions that 
have characterized the postwar years.50 

Dillon contimied: "By increasing the reward for effort, 

enterprise, risk taking, and investment, the program will 

strengthen individual initiative and stimulate investment, 

thus propelling our economy toward a faster rate of growth 

and a stronger future.Budget Director Gordon tried to 

impress upon the Committee the Administrations' commitment 

to the balanced budget and a tight rein on government 

50. Ibid., Part 1, p. 29. 

51. Ibid., Part 1, p. 29. 
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spending. Maintaining that any budget increase was due to 

space, defense, or interest costs, Gordon stated that many 

52 programs had been cut back or deferred. As the stimulated 

economy brought in more government revenue, Gordon thought, 

"The rise in total expenditures should be held to a rate 

substantially below the rate of increases in revenues. This 

policy will require the maintenance of a stringent budgetary 

53 climate." To Gordon, the long term result was clear: 

"This combination—a sharp increase in Federal revenues 

generated by a rapidly growing economy and strict control 

over Federal expenditures—offers the only true prospect for 

a balanced budget. This is our goal, and we expect to 

V,- -4. 1>54 achieve it." 

If one compared the language of the Administration 

with that of Byrnes, Curtis, and Alger, it would indeed be 

hard to tell who had the greatest commitment to the balanced 

budget! 

With a firm commitment of the Administration to 

conservative economics, Democratic members of the Committee 

could more easily justify their support for the Kennedy tax 

cut. The verbal meanderings of Representative Boggs in the 

hearings indicate that the Democrats were indeed looking for 

52. Ibid., Part 2, pp. 748-750. 

53. Ibid., Part 2, p. 753. 

54. Ibid., Part 2, p. 757. 
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a way out of their problem of trying to accept the Kennedy 

proposal while remaining true to the old doctrines of ortho

dox economics: 

Mr. Boggs. Would not this in the classical sense 
Joe considered good free enterprise economics . . . ? 

Would not that [the tax cut] be considered a 
moderate 20th century capitalistic approach to the 
problem? 

Secretary Dillon. I certainly would think it was. 
I think it is liberal in the true sense of the word 
as applied to a free economy and free enterprise. It 
certainly is in no sense a radical program.55 

By the time the bill got out of executive sessions, Chairman 

Mills had thrown his weight behind the Boggs thesis, if he 

had not already done so. The Administration's tactics were 

working, and a solid phalanx of Democratic support on the 

Ways and Means Committee formed. 

Executive Sessions 

With the hearing process completed, the members of 

the Ways and Means Committee went behind closed doors on 

April 3, 1963, to draft the actual tax bill. Most of the 

reforms were eliminated or changed and rate reduction also 

underwent changes. With Secretary Dillon and his experts 

sitting in until formal voting started, the Committee got 

down to work. The powerful Chairman had not made his firm 

commitments at this point: "We are just now getting down 

55. Ibid., Part 1, p. 540. 
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to bedrock—trying to analyze and understand the Administra

tion proposals in detail. 

The procedure of the Committee was to consider the 

various reforms and then to turn to rate changes last, these 

changes to be based on revenue estimates related to any 

57 reform. As the Committee turned to the various structural 

changes, it became clear that major changes were not going to 

be enacted. The failure to enact major structural changes 

may be attributed to several factors: (a) the lack of 

assertiveness of the Administration on behalf of the reforms 

(The New York Times referred to "the Administration's obvious 

5 8 backsliding" on the reforms ), (b) the effectiveness of 

59 lobbying by the special interests, (c) and finally, the 

lack of a burning desire of either the Committee or Congress 

to become embroiled in reform. On this latter point, the 

Administration reportedly believed Congress would be reluc-

6 0 tant to back extensive reforms, and many in Congress 

believed, along with the President, that a political 

56. The New York Times, April 3, 1963, p. 33. 

57. Congressional Quarterly Almanac, 1963, p. 483. 

58. The New York Times, August 14, 1963, p. 32. 

59. Congressional Quarterly Almanac, 1963, p. 491. 
CQA labeled lobbying activity "intensive," but in line with 
the importance of the measure. It was stated that the Commit
tee met with some "success" in meeting objections to Admini
stration proposals. 

60. The New York Times, August 13, 1963, pp. 1, 16. 
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battle over reforms would wreck an effective tax cut. 

Representative Hale Boggs stated early his belief that reform 

arguments could kill the tax cut: 

Mr. Secretary [speaking to Dillon], the only 
reason I am directing these questions is that I 
frankly think we need a rate adjustment. We need 
it quickly. I would hope, as I said several times 
before, that we wouldn't get bogged down---1 am not 
trying to make a pun—in the so-called structural 
changes when the main thrust should be the thing 
.[economic stimulus! that you have been talking 
about.61 

The result was the failure of the Committee 

to write a bill which involved important reforms and the 

recoupment of extensive revenues. The original Administra

tion proposal called for structural changes which would 

bring in $3.4 billion in revenue to offset some of the 

6 2 
cuts. The final Committee bill contained reforms which 

6 3 recouped only $390 million in revenue on balance. 

After the hearings closed, six weeks of discussion 

ensued in executive session. Tentative decisions were then 

61. U.S. House, Ways and Means Committee on the 
President's 1963 Tax Proposal, op. cit., Part 1, pp. 563-564. 

62. See Public Papers of the Presidents: John F. 
Kennedy, op. cit., Special Message to the Congress on Tax 
Reduction and Reform, January 24, 1963, p. 75. 

63. As stated in the Committee Report (U.S. House, 
House Report 749, 88th Congress, 1st Session [Washington, 
D.C.: Government Printing Office, 1963], pp. 12-13), $1.08 
billion would be regained from structural changes. Actually 
the House bill contained revenue reducing changes in the 
amount of $690 million, leaving a balance of $390 million. 
See Congressional Quarterly Almanac, 1964, p. 538. 
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made on structural reforms, with final votes taken on these 

ft 4 items beginning on July 31, 19 63. On August 12, 196 3 the 

Secretary of the Treasury presented a revised schedule of 

rate reductions. The percentages were revised upward to make 

up for what was not regained from structural reforms. The 

January 1963 proposal had contained a range of 14 to 65 per-

65 . . cent for 1964 to 14 to 70 percent for 1965. The revisions 

in rate reduction were worked out by the Treasury in consul

tation with House Democrats, and Ways and Means Democrats 

indicated they would support the revisions when formally 

6 6 presented to the Committee. The Administration was, in 

fact, getting about what it wanted. The efforts to push 

reform were halfhearted from the start, and the tax cut was 

considered the essential portion of the measure. The Ways 

and Means Committee knocked out, fo.r reasons cited above, the 

following major reforms: (1) limits on itemized deductions 

(to increase revenue by $2.3 billion annually), (2) changes 

in oil and gas taxation (to increase revenue by $30 0 million 

annually), (d) the liberalization of tax treatment of the 

elderly (to lose $320 million annually), (4) the liberaliza

tion of deductions for research and development for business 

(to lose $50 million annually), (5) a new limitation on 

64. Congressional Quarterly Almanac, 1963, p. 483. 

65. Ibid., p. 488; The New York Times, August 13, 
1963, pp. 1,16. 

66. The New York Times, August 9, 19 63, pp. 1, 20. 
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charitable deductions (to increase revenue by $10 million 

annually), (6) changes in deductions for elderly medical 

expenses (to lose $10 million annually), and (7) various 

changes in capital gains taxes (to increase revenue on 

0 *7 balance by $100 million annually). Some provisions were 

later restored by the Senate. 

The Partisan Division 

The important roles of the Committee Chairman and 

ranking minority member were apparent during executive com

mittee sessions as the bill was written as Chairman Wilbur 

Mills assumed leadership of Committee Democrats and as 

ranking minority member John Byrnes led a relatively solid 

block of Republicans. Mills and Byrnes led contending forces 

throughout House consideration, the partisan cleavage was 

clearly visible, and the party division was generally 

"restrained." The verbal accusations did, however, get a 

bit heated at times. The contenders generally disagreed in 

an agreeable fashion. The dialogue which will be described 

below was intense and structured, but both sides pursued 

their viewpoints in a respectful manner. 

The operation of the roles of Chairman and ranking 

minority member served to structure the actual content of 

67. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Special Message to the Congress on Tax 
Revision and Reform, January 24, 1963, pp. 82-91; House 
Report 749, op. cit.; Congressional Quarterly Almanac, 1963, 
p. 484. 
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policy debate on the Committee, and policy decisions made 

reflected the context of these jockeying forces. The major 

question dividing Republicans and Democrats on the Committee 

was the relationship which the bill would establish between 

the tax cut, the level of government spending, and the 

federal deficit and debt. 

As leader of the conservative Republican forces, John 

Byrnes seized the initiative in trying to structure the above 

fiscal relationships. Late in the executive session con

sideration, Byrnes presented a proposal to the Committee 

which would (a) permit the list of 1965 tax cuts to go into 

effect only if the fiscal 1965 budget did not exceed $98 

billion and (b) on condition that the federal debt at the 

end of fiscal year 1964 not exceed $303 billion. Two votes 

were taken on the Byrnes' proposal, and it was defeated both 

times. The first vote was 11-12. W. Pat Jennings (Democrat 

of West Virginia) joined 10 Republicans, while A. Sydney 

Herlong (Democrat of Florida) and John C. Watts (Democrat of 

Kentucky) voted "present." At this point in the delibera

tions, Mills entered the picture with a "sense of the Con

gress resolution" which was designed to allay fears of both 

Republicans and Democrats that the bill would violate fiscal 

responsibility. It was in fact a tactical substitute for the 

6 8 Byrnes' amendment and was to enjoy Presidential support. 

68. Congressional Quarterly Almanac, 1963, p. 483; 
The New York Times, September 11, 1963, pp. 1, 26. 
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The Mills' proposal did not bind the Administration to a hard 

fiscal commitment as the Byrnes' proposal did: 

Section 1 of the bill provides that it is the 
sense of Congress that tax reduction provided by the 
bill, through stimulation of the economy, will, after 
a brief transitional period, raise (rather than lower) 
revenues and that such revenue increases should first 
be used to eliminate the deficits in the administra
tive budgets and then to reduce the public debt. Such 
section also provides that, to further the objectives 
of obtaining balanced budgets in the near future, 
Congress by this action recognizes the importance of 
taking all reasonable means to restrain Government 
spending and urges the President to declare his 
accord with this objective.69 

The Mills' "sense of Congress declaration" represented 

the Chairman's conversion to the Administration's argument 

that the proposal could'be reconciled with and was consistent 

with the principles of fiscal responsibility. The Committee 

accepted the Mills' proposal by a straight party vote of 10-

15, rejecting for a second time the Byrnes' proposal by the 

70 . . same division. This decision by the Committee was a major 

victory for Kennedy, and the President, in fact, exerted 

pressure on the Committee to reject Byrnes' proposals. In a 

"Dear Wilbur" letter to Chairman Mills dated August 21, 196 3, 

the President pressed his case for reduction and expressed 

his continued adherence to fiscal responsibility. The Presi

dent promised "an even tighter rein on Federal expenditures" 

69. House Report 749, op. cit., p. A9. 

70. Congressional Quarterly Almanac, 1963, p. 483; 
The New York Times, September 11, 1963, pp. 1, 26. 
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if the reduction passed, and increased revenue would be applied 

to a reduction of the deficit. He committed himself, barring 

some emergency, to a lower federal deficit for 1965. He closed 

with an attack on Byrnes' proposal: 

In light of these stated policies and considerations, 
I see no reason for placing any conditions or contingen
cies on the effectiveness of the second phase of the tax 
reduction program. On the other hand, any delay or con
tingent feature would substantially reduce the effective
ness of the legislation in stimulating the economy, 
reducing unemployment and increasing incentives. This in 
turn could lead to decreases in revenues below expecta
tions and greater deficits than those now projected.71 

Essentially orthodox and conservative economic thinkers among 

Democrats had accepted Keynesian economics and were prepared to 

back the proposal on the floor. The arguments used, however, 

were conservative and orthodox, not Keynesian. Kennedy had pro

vided the Committee with what appeared to them to be a sound 

rationale based on Administration promises of "fiscal responsi

bility," "frugality," and "free enterprise" commitments. 

Representative Byrnes, stung by Committee defeat, vowed 

to take his proposal to the House floor. He denounced the 

72 "sense of the Congress declaration" as "wishful thinking." 

Kennedy, aware that Byrnes' idea would do severe damage to his 

tax program and spending policies, responded again: 

If it [the bill] is defeated, diluted, or unduly 
delayed, the adverse consequences would be felt by 

71. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Letter to the Chairman, House Ways and Means 
Committee, on Tax Reduction, August, 1963, pp. 637-639. 

72. The New York Times, September 11, 1963, pp. 1, 26. 
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every American family and business in this country. 
It is not a partisan measure, and this is not a 
partisan gathering. It is a bill which, if it is 
to be fully effective, must be passed this year 
without restrictive amendments. . . .73 

The Committee Report 

On September 10, 1963, the House Ways and Means Com

mittee reported out HR 8363, previously voting by a 15-10 

party lineup to have Chairman Hills introduce the bill on the 

74 floor. The lineup on finally recommending the bill be 

reported favorably was 17-8. The 15 Democrats were joined by 

Republicans Howard Baker of Tennessee and Victor A. Knox of 

Michigan. However, Baker and Knox reserved the right to vote 

against the final passage of the bill on the floor, contin

gent upon House approval of the forthcoming Byrnes1 propo-

75 sal. Herman T. Schneebeli of Pennsylvania voted with the 

other seven Republicans in opposing the bill, but he also 

stated in additional views with Knox and Baker a willingness 

to support the bill if the spending and debt restrictions were 

adopted. Baker and A. Sydney Herlong (Democrat of Florida) 

filed a statement of supplementary views, expressing the view 

73. Public Papers of the Presidents: John F. 
Kennedy, op. cit., Remarks at the National Conference of the 
Business Committee for Tax Reduction in 1963, September 10, 
1963, p. 662. 

74. Congressional Quarterly Almanac, 1963, p. 483. 

75. The New York Times, September 11, 1963, pp. 1, 
26. 
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that the bill hit the middle income brackets too heavily. 

7 6 They did say, however, that the tax cuts would be welcome. 

The real clash came between the Democrats in the 

majority report (which was some 216 pages in length) and the 

nine Republicans•signing minority views. In supporting the 

$11.19 billion tax cut, the Democrats accepted the major 

arguments of the Administration that his was the real way to 

support free enterprise and fiscal responsibility. The 

statements cited below reflect the Democratic arguments: 

The principal purpose of this bill is to lower 
tax rates so that our free enterprise system can 
itself generate the higher rate of growth which our 
economy requires. . . . 

As indicated by the first section of this bill 
Ithe "sense of the Congress declaration"], it is 
your committee's opinion that this bill will stimu
late the economy, and—after a brief transitional 
period-—raise revenues, rather than lower them. 
Moreover, it is intended that the additional reve
nues resulting from this bill be used to eliminate 
the deficits which have been consistently plaguing 
the Federal Government's budget for an extended 
period, and then to reduce the public debt. . . . 

lit] is recognized that to many it may seem 
inconsistent to think of cutting taxes as a way of 
increasing revenues. Nevertheless, past experience 
demonstrates that this can happen, in fact, given 
today's conditions it can be expected to happen. 
The events of the period 1954-56 demonstrate how 
this can occur. . . . 

Your Committee's bill will stimulate the economy 
by improving the environment for investment and also 
by increasing consumer purchasing power. 

76. Congressional Quarterly Almanac, 1963, p. 483; 
House Report 749, op. cit., Section D, Additional Views of 
Baker, Knox, and Schneebeli, and Section B, p. 3. Supplement
ary Views of Baker and Herlong. 
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. . . It is to be expected that the Federal 
Government's budget can be balanced sooner than 
would be the case in the absence of a tax cut.77 

The Republicans, with considerable zeal, ripped into 

HR 8363 and the arguments in support of it: 

HR 8363 embarks upon a program of deliberate and 
planned deficits in the guise of tax reform. The 
undersigned members of the Ways and Means Committee 
are in favor of a reduction in both individual and 
corporate tax rates. However, we believe that a tax 
cut of more than $11 billion, with no hope of a 
balanced budget for the forseeable future, is both 
morally and fiscally wrong. 

The administration's fiscal position is clearly 
predicated upon both large Federal expenditures and 
large tax cuts to be paid for with borrowed money.78 

The Republicans reviewed the fiscal history of both parties 

and found the Democrats wanting in several respects: 

In other words, tax reduction should be accompan
ied by a reduction, and not an increase, in the level 
of Government expenditures. This was the Republican 
position in 1947 and again in L954, and it is our 
position today. . . . 

The Democratic Party historically has advocated 
a policy of "tax and spend. ..." 

The Kennedy Administration seeks to embrace both 
the spending philosophy of the New Deal and the tax 
philosophy of the Republicans. It is indeed a 
"novel concept."79 

The Republican minority went on to raise again the basic 

moral and ethical questions as they saw them: 

77. House Report 749, op. cit., Section A, pp. 2, 6, 
7, and 8. 

78. Ibid., Section C, p. 6. 

79. Ibid., pp. 6, 7, 8. 
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Tax reduction financed through additions to the 
public debt is contrary to the Puritan ethic of an 
overwhelming majority of the American people. They 
fully realize that it is morally wrong to mortgage 
the future earnings of their children and their 
grandchildren in order to enjoy presently the 
questionable luxury of grandiose spending and lower 
taxes. 

In recognition of this "moral" concern, the 
Kennedy administration set about to "indoctrinate" 
the people in the New Frontier code of economic 
morality.80 

Expressing the idea that the policy was a fraud, the 

Republicans accused the Democrats of evading the basic issue. 

They should have, the Republicans felt, either accepted or 

rejected Kennedy's economic premise. Stating that the Demo

crats had given in to "extreme administration pressures" on 

81 the Byrnes' proposal, the Republicans asserted that the 

Democrats on Ways and Means had compromised their own ethic: 

Our Democrat colleagues on the committee 
obviously share our concern over the future, spend
ing plans of the Kennedy Administration. Their 
Puritan ethic was aroused. The Democrats wanted to 
do something. Accordingly, the majority added to 
the bill "a hope and a prayer" that any future 
revenue increased would first be used to "eliminate 
the deficit in the administrative budget and then 
to reduce the public debt."82 

It is clear that the Republicans could not accept the Admini

stration's argument that the essentially Keynesian policy was 

also morally right and fiscally sound. The Democrats, while 

80. Ibid., p. 9. 

81. Ibid., p. 16. 

82. Ibid., p. 15 
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maintaining their faith in the same principles of fiscal 

responsibility as the Republicans, could finally accept the 

Administration's argument that no inconsistency did in fact 

exist. 

House Floor Consideration 

After reporting the bill out of committee, Chairman 

Mills had to present his case before the House Rules Commit

tee. Mills displayed another personal letter from Kennedy 

which endorsed the "sense of Congress" statement and promised 

a tight rein on spending. Byrnes, still representing the 

opposition cause, told the Rules Committee that the Kennedy 

Administration's past record was "at odds" with promises to 

8 3 curtail spending. The Chairman of Ways and Means got his 

usual closed rule prohibiting amendments except those offered 

by the House Ways and Means Committee, limiting- debate to 

eight hours, and allowing one motion to recommit with direc

tions to amend. The closed rule was adopted (House Resolu

tion 527) by the House on September 24, 1963, by a 324-67 roll 

n  4 - 8 4  call vote. 

Mills: The Floor Manager 

Chairman Mills was now fully behind the tax proposal 

as it came out of Committee. It was up to him to marshal 

83. The New York Times, September 19, 1963, p. 15. 

84. Congressional Record, Vol. 109, Part 13, 88th 
Congress, 1st Session, 1963, pp. 17900-17905. 
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forces on the I-Iouse floor in favor of the bill, and he has 

85 been greatly credited with the final success of the measure. 

Mills began the big push for floor passage by issuing 

a long public statement in support of the bill on September 

16, 1963. The statement contained the basic arguments in 

support of the bill and reflected the mode of reconciliation 

of the Ways and Means Democrats with the "new economics." 

The same arguments were made later on the House floor. The 

tone of the Mills' statement was definitely conservative. 

His arguments boiled down to three points: (a) the tax cut 

was giving free enterprise and the private economy the oppor

tunity to grow by its own self-determined stimulation—not by 

deliberate spending programs of the national government; (b) 

the proposal was fiscally responsible because it would mean 

a balanced budget in the future: and, finally, (c) the bill 

was indeed designed for the purpose of raising revenue (as 

tax bills should, Mills had said earlier) and not designed 

8 6 for the purpose of government management of the economy. 

Mills concluded by saying that: 

Indeed, failure to provide tax reduction and 
revision at this time would be fiscally irrespons
ible. It would represent the Federal Government's 

85. Congressional Quarterly Almanac, 1963, p. 846; 
Sundquist, op. cit., p. 49. 

86. Ibid., p. 489. This kind of action was con
sidered somewhat unusual for Mills, and it reflects the 
importance which the Chairman attached to the tax proposal. 
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ignoring the adverse impact of its excessive tax 
burdens on the economy and the budget. We must 
remember that tax policy cannot be made in a vacuum. 
If we are to be responsible, we must give the clos
est possible attention to the effects on the economy 
of what we do--or fail to do—in tax policy. 

This bill, therefore, represents a responsible ̂  
discharge of our duties to sound fiscal management. 

The next day after release of the statement, Presi

dent Kennedy sent another "Dear Wilbur" letter to Mills: "I 

thought your Monday release in support of the tax bill was 

excellent. It should be convincing to Members of Congress 

and I subscribe to it."̂  

Forces are Marshalled 

On the same day that Mills issued his statement, 

Secretary of the Treasury Dillon said, publicly that to facili

tate passage of the bill, the Administration would not try to 

89 restore rejected reforms (with one exception) in the Senate. 

Dillon was also pleading with lobbyists not to delay the bill 

 ̂4. -i 90 over details. 

President Kennedy followed on September 18, 19 63 with 

91 a major address to the American people on the tax cut. The 

87. Ibid. 

88. Ibid., p. 486. As with much private correspond
ence, this letter was not included in the Public Papers of 
the Presidents. 

89. The New York Times, September 16, 1963, p. 30. 

90. Congressional Quarterly Almanac, 1963, p. 486. 

91. Public Papers of the Presidents, John F. 
Kennedy, op. cit., Radio and Television Address to the Nation 
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importance he attached to the House vote is clear: 

No more important legislation will come before 
the Congress this year than the bill before the House 
next week to reduce Federal taxes. In fact, no more 
important domestic economic legislation has come 
before the Congress in some 15 years. It is urgently 
needed and I hope you will support it in the national 
interest.92 

Kennedy said the bill was needed for a number of reasons: 

(a) the cut would create more jobs by stimulating buying and 

investing, (b) the tax cut would prevent another "tragic" 

recession, (c) the tax cut would mean "new markets for 

American business," (d) a tax exit would mean "higher family 

income and higher business profits and a balanced Federal 

budget," and, finally, (e) a tax cut would mean "new strength 

around the world for the American dollar and for freedom." 

Kennedy particularly stressed the impact of unemployment on 

life and related the ta-x cut most of all to the creation of 

more jobs. He again asked that no reservation be attached 

to the bill: "It must not be sent back to the House Ways and 

Means Committee." Finally, sounding like a true conservative, 

Kennedy endorsed Mills' thinking? 

Section 1 of this bill, as Chairman Mills of the 
House Ways and Means Committee pointed out, makes 
clear that voting for this bill is a choice of tax 
reduction, instead of deliberate deficits, as the 
principal means of boosting the economy and finding 
jobs for our people. No wasteful, inefficient or 
unnecessary Government activity will be tolerated. 

on the Test Ban Treaty and the Tax Reduction Bill, September 
18, 1963, pp. 687-691. 

92. Ibid., p. 688. 
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We are pledged to a course of true fiscal responsi
bility, leading to a balanced budget in a balanced, 
full-employment economy.93 

John Byrnes and Thomas Curtis (Missouri), the Repub

lican spokesmen from the Ways and Means Committee, followed 

Kennedy's speech with their own television and radio replies. 

Byrnes accused Kennedy of "playing Russian roulette with our 

destiny." "If this long shot does not come through," he 

said, "what surely lies ahead is an unending parade of huge 

deficits." These deficits would lead to "exploding infla

tion" according to Byrnes and that the Administration's com

mitment to reduce spending ran directly counter to promises 

94 of more programs and more spending. 

Floor Debate 

On September 24 and 25, 1963, the tax proposal was 

brought to the House floor for consideration. Two decisions 

had to be made: (a) a vote had to be taken on the Republi

can's one motion to recommit with specific instructions to 

accept Byrnes' amendment relating to the federal budget, and 

(b) if the Byrnes' motion failed, a vote would be taken on 

final passage. Failure of the Byrnes' motion would really 

insure passage. 

House floor debate was led by Mills and Byrnes, with 

Mills making the opening statement. Thomas Curtis was also 

93. Ibid., pp. 688-691 

94. The New York Times, September 21, 1963, p. 1. 
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very active in the debate and presented one of the more lucid 

arguments of the opposition. Almost the entire eight hours 

of debate was directed at the general effect of the bill on 

the economy, its relationship to the "Administration's spend

ing policies, and the tax cut's relationship to the debt and 

deficit. Specific reforms (the bulk of the bill's language) 

were rarely alluded to. 

The respected Chairman Mills took the floor on the 

first day of debate and repeated most of the arguments which 

he had made in his September 16 statement to the public. His 

appeal was to free enterprise, a free economy, the balanced 

budget, lower government spending, and a rejection of compen

satory government spending to balance the economy (as, in 

fact, many Kennedy advisers and some on Capitol Hill had 

95 wanted to do). The following statements reflect the tone 

and essence of Mills' arguments: 

Frankly, I do not think of it [the tax cut] as 
a gamble, it is one with the free enterprise system, 
and I for one would not be afraid to place my confi
dence in the private sector of our economy. . . . 

We are taking a step toward a freer economy. 
Perhaps most important of all, we are taking a step 
away from big central government. . . . 

I have reached the conclusion that this bill 
will provide a sufficient increase in the gross 
national product so that larger revenues derived 
from this additional income will result in the 
Federal budget being balanced sooner than would be 
the case in the absence of this cut. . . . 

95. Congressional Record, Vol. 109, Part 13, 88th 
Congress, list Session, 1963, pp. 17906-17908. 
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I can assure you that there is no one more 
interested in holding down government spending than 
I and the other members of the Committee on Ways 
and Means who reported this bill. . . . 

Many believe that we can spend our way to pros
perity. On the other hand, I am firmly convinced 
that if Congress adopts a tax reduction and revi
sion bill of the type before this body today, we 
can also achieve this more prosperous economy by 
loosening the constraints which the present Federal 
tax system imposes on our free enterprise system.96 

Much of Mills' defense was directed at Section 1 of 

the bill in which assurances were given concerning government 

spending. Mills appealed to the honor of the House in stick

ing to any commitment to hold down future spending: 

If what we have in the bill is nothing but a 
pious hope---and it has been so described, Mr. Chair
man, by some-—it is a pious hope because the people 
who say it have not confidence in the membership of 
the House to carry cut what undoubtedly must be a ^ 
moral obligation if you vote for this tax reduction. 

Mills wanted to assure the House membership that the Presi

dent's commitments to fiscal frugality were sound, but if 

they were not, the Congress should exercise its duty. Mills 

believed firmly that the government should not cut taxes and 

spend more at the same time. He believed, however, that the 

way to insure a limitation on spending in the future was not 

by Byrnes' concept of prior budgetary ceilings but by act of 

Congress in the appropriations process. Mills and most of 

the Democrats agreed that the Byrnes' motion would in fact 

96. 

97. 

Ibid., pp. 17906-17908. 

Ibid., p. 17909. 
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amount to an abdication of the Congressional power of the 

purse. George Mahon (Democrat of Texas), Chairman of the 

Defense Appropriations Subcommittee, stated that the Byrnes' 

9 8 motion was "only a vote of no confidence in the Congress." 

Mills concluded his attack on Byrnes' motion and his defense 

of Section 1 by saying that the prior setting of budgetary 

ceilings would not have "one iota of effect" on the appropri-

99 ations process. 

Thomas Curtis followed Mills with a philosophical 

attack on the tax cut proposal. As with both sides, attempts 

to malign each other personally were avoided. To Curtis, the 

real issues of economic philosophy were being avoided and the 

fiscally irresponsible people who presented the "novel" 

policy were in fact hypocritically hiding behind Mills' con

servative endorsement: 

I would say that it would be the most important 
matter that this Congress has passed -upon economic
ally in its history, if we are actually adopting the 
novel and untried principle that I see involved in 
this proposal, as it was originally presented to the 
Congress by the President of the United States. 

I know the gentleman from Arkansas does not share 
the economic theory which lies behind the Presiden
tial presentation of this bill to the House. His 
statements here on the floor clearly demonstrate that 
he does not adhere to this theory nor does the Ways 
and Means Committee majority. 

The economic theory expressed by the gentleman 
from Arkansas, Chairman Mills, is no different from 

98. Ibid. , p. 18093. 

99. Ibid., p. 18117. 
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my own. In other words, we both believe we have to 
have expenditure reform Icuts in spending and a 
balanced budget to Curtis] if we are to make the 
tax cut economically meaningful.100 

Curtis went on to accuse the Administration of hypocrisy in 

couching the Keynesian proposal in conservative and orthodox 

terms: 

The difficulty in debating this novel economic 
and fiscal policy publicly and here on the floor of 
the House lies in the fact that those who originated 
the tax cut were not originating it on the same 
philosophy advanced by the gentleman from Arkansas 
who is here defending it. None of the advocates of 
this dangerous fiscal theory are here to support 
this theory and engage in straight-forward debate;: 
they hide behind the strength and character of the 
gentleman from Arkansas. 

Let me remind my colleagues of the efforts being 
made to disarm the fears of our people in regard to 
debts and deficits. This attack has been going on 
for months and is part of the overall war being waged 
against the people's Puritan ethic.101 

Curtis properly gave credit to Dr. Heller for the development 

and advocacy of what in fact was a new economic policy—at 

least for the Congress; 

Dr. Heller's theory is that we have to view total 
expenditures, which means Government expenditure and 
private. To move the economy forward the total 
expenditure must continue to increase. So, it is 
argued if you simply shift allocation of expenditures 
from the governmental sector to the private sector 
through tax reduction, thus increasing private ex
penditures, you water down the effect if you cut 
Federal expenditures. This is the theory which the 
gentleman from Arkansas (Mr. Mills) described, of 
trying to travel both roads [tax cutting and more 

100. 

101. 

Ibid., p. 17912. 

Ibid., p. 17913. 
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government spending or at least a budget deficit] at 
the same time and which he says he rejects and which 
he warns the Congress to reject. 

This is the fiscal policy which underlies the 
President's budget. The President to this very day 
has not altered this policy of tax cuts in context 
of increased expenditures.-^-®2 

Curtis went on to accuse the Administration of falsely 

falling back on the same philosophy that they had earlier 

attacked: 

It is the novel theory of planned deficit 
financing I wish we had a national debate on. This 
theory was first presented to the Joint Economic 
Committee in July a year ago. It was around the same 
time the President made his speech at Yale and said 
we should have a national debate on what he termed 
"the worn out shibboleths" our people adhere to and 
Dr. Heller later referred to as our Puritan ethic. 
This fiscal theory, or popular ethic, is simply 
that we have to live within our budgets. But then 
when those of us wanted to join the debate, the Pres
ident called for, found the bold New Frontiersmen 
falling back on these so-called shibboleths of the 
maligned Puritan ethic. President Kennedy now mouths 
the words that he too is for expenditure reform and 
balanced budgets. But what is the impact of decreas
ing taxes in context with increasing expenditures, 
what are the problems in debt management? To this 
day the President has avoided the issue and not taken 
it up.103 

Curtis was indeed right. Everyone was so busy com

mitting themselves to "fiscal responsibility" and orthodox 

economics that the novelty of the Heller approach was buried 

in language. What Kennedy tried to hide, what the Congres

sional Democrats tried to ignore, and what Curtis pointed out 

102. Ibid. 

103. Ibid. 
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was that the success of the tax cut was predicated on a 

planned, compensatory deficit. What the Democrats termed a 

"short term transitional debt" was the most objectionable 

feature to those opposing the bill. 

Byrnes closed the Republican argument by praising the 

bipartisan co-operation in producing the bill up to the last 

days of executive session. The reforms, he said, had been 

altered in order to make the bill acceptable. Finally he 

spoke for his motion, warning against inflation and the need 

104 to tie the tax cut to a cut in spending plans. 

The Vote is Taken 

The arguments were made and the time had come for a 

decision. On the recommittal motion there were 199 yeas, 226 

nays, and 7 not voting. Chairman Mills then moved for pas-

105 sage. There were 271 yeas, 155 nays, and 6 not- voting. 

The tax cut had passed its second most important barrier. 

The passage of the bill and the defeat of the Byrnes' 

motion was in large part attributed to Wills assertive leader

ship and co-operation from other key Southerners which led 

to the breakdown of the conservative Southern Democratic-

106 Republican coalition. Mills, A. Sydney Herlong, Jr. 

104. Ibid., p. 18113. 

105. Ibid., pp. 18118-18119. 

106. Congressional Quarterly Almanac, 19 63, p. 486; 
Sundquist, op. cit., pp. 49-50. 
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(Democrat of Florida) and John C. Watts (Democrat of Kentucky), 

all three conservative members of Ways and Means, pressed 

Southerners to remain loyal. They were joined by George 

Mahon of Texas, a ranking and respected member on Appropria-

107 tions, The New York Times reported that Mills spent many 

hours on the phone with his Southern colleagues during the 

108 week before voting and his efforts meant eventual victory. 

There was also intense Administration lobbying among Southern 

109 Democrats. 

Before debate began, the Southern Democrats (referred 

to as the "Boll Weevils"), led by Omar Burleson of Texas, 

caucused to plan their approach to the bill. According to 

Sundquist, a conservative member of the Ways and Means Commit

tee was there to represent Mills' and the Administration's 

cause.The 50 or so Southern Democrats adjourned in "ami

able disagreement" over what to do. Burleson stated that a 

way to curb spending was sought by the Southern group but 

that many felt the Byrnes' proposal was "phoney." He stated . 

that the bill as presented held out a possibility for cur

tailed spending.'1'"'''1' The leadership of Mills and the others 

107. Congressional Quarterly Almanac, 1963, p. 486. 

108. The New York Times, September 27, 1963, p. 28. 

109. Ibid., September 29, 1963, Section IV, p. 29. 

110. Sundquist, op. cit., p. 49. 

111. The New York Times, September 25, 1963, p. 1. 
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had won out. Most Democrats could chant along with Ways and 

Means member Keogh (Democrat of New York): "It is with a 

sense of complete comfort that those of us on the majority 

side follow in the glowing, lighted, learned way of our dis-

112 tmguished Chairman." 

The vote was very close to a partisan division. 

Alvin E. O'Konski (Republican of Wisconsin) was the only 

Republican vote against recommittal. Only 26 Democrats 

voted for recommittal, all but two from the South. On the 

final vote, the 223 Democrats were joined by 48 Republicans 

in favor, while 12 6 Republicans and 29 Democrats voted 

113 against the bill. The bill was then passed on to the 

Senate. 

Senate Consideration 

As past experience has indicated, House approval of 

important tax legislation generally means final passage in a 

form not much different from that reported out by the House 

Ways and Means Committee. Nevertheless, the Senate does have 

the power to change what the Plouse does and more often than 

not is an important element in the political equation sur

rounding setting of tax policy. As we shall see, the Senate 

became very important in the politics of the 196 8 Revenue Act. 

112. Congressional Record, Vol. 109, Part 13, 88th 
Congress, 1st Session, 1963, p. 17915. 

113. Congressional Quarterly Almanac, 1963, p. 486. 
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Senate Finance Committee Deliberation 

The first big hurdle in the Senate was the Senate 

Finance Committee, chaired by Harry F. Byrd (Democrat of 

Virginia). Byrd was a well-known exponent of frugality in 

government and the major principles of fiscal responsibility. 

It was clear that Byrd was in "no hurry" to consider the bill 

and that final passage probably would not come until 1964. 

Indications were that Byrd would not co-operate in expediting 

the measure until the 1965 fiscal year budget was firmed 

114 up. Of course, Senator Byrd was never converted to the 

Administration's cause as Wilbur Mills and been. 

After House passage, the Senate Finance Committee 

spent two weeks with experts of the Joint Committee on Inter-

115 nal Revenue Taxation "examining the bxll." Paul Douglas 

(Democrat of Illinois) attempted to get the Finance Committee 

to hold early, shortened hearings by proposing that such 

hearings begin on October 7 and end on November 1, 19 63. The 

motion was rejected by a 4-11 vote. The administration was 

116 trying to pressure Byrd into quick action on the measure. 

Hearings finally began on October 15, 1963, and ran through 

December 10, 1963. There were 132 witnesses and much written 

114. Congressional Quarterly Almanac, 1963, p. 526: 
The New York Times, November 5, 19 63, p. 16. 

115. Congressional Quarterly Almanac, 1963, p. 497. 

116. Ibid.; The New York Times, October 2, 1963, p. 
1. 
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testimony. The Senate hearings were 2,7 35 pages in length 

• <=• 4-m five parts. 

The most important witness was Douglas Dillon, the 

Secretary of the Treasury. Dillon asked that the Committee 

approve the House version with the exception of the substan

tial exit in the capital gains area voted by the House. 

Dillon himself was scored by the members of the Committee 

for being timid in fighting for the reforms. Senator Doug

las said that the Administration had allowed the reforms to 

become "gutted." Senator Byrd criticized the Administration 

for financing the cut through an increase in the debt and 

deficit. Representative Curtis, it will be recalled, 

attacked the proposal for much the same reason. Senator Gore 

(Democrat of Tennessee) criticized the Administration for not 

stimulating the economy through deliberate program spend-

118 ing. The remainder of the testimony was divided between 

statements in general support or opposition to the bill and 

the expression of disagreement with the House version with 

respect to the many structural changes. Just as the House 

Ways and Means Committee had been an "appeals court" from the 

Administration, the Senate Finance Committee was now serving 

117. U.S. Senate, Finance Committee on the Presi
dent's 1963 Tax Proposal, Hearings, 88th Congress, 1st Ses
sion, 1963, Parts 1-5. 

118. Ibid., Part 1. 
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the same role with respect to both the Administration and the 

119 House of Representatives. 

Presidential Transition 

While the Senate Finance Committee was holding hear

ings on the measure, President Kennedy was assassinated and 

Lyndon Johnson became President. The effect of the transi

tion from one President to another meant essentially three 

things: (a) There were to be some changes in Executive 

tactics in trying to get the tax bill through. These tacti

cal changes reflected the style of Johnson, one of the most 

capable legislative leaders of recent history. (b) The 

transition did not mean that President Johnson was any less 

committed to the tax proposal just because it had been Ken

nedy's. (c) Finally, the transition from Kennedy to Johnson 

did not insure that the bill would now pass, having faced 

doom under Kennedy. A discussion of these points follows. 

(a) When Johnson became President, he acted on the 

advice of Senators Humphrey (Democrat of Minnesota) and 

Smathers (Democrat of Florida) in deciding not to push for 

action on the bill in the First Session of the Eighty-eighth 

120 Congress (1963). Instead Johnson made a "deal" over lunch 

with Senator Byrd that insured action early in January of 

119. Ibid., Parts 2-5. 

120. The New York Times, November 28, 1963, p. 18. 
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1964. The deal was that (a) Johnson promised to keep the 

administrative budget for fiscal year 1965 below the $98 

billion level and (b) the budget would be sent to the Con-

121 gress before final Senate action on the tax bill. 

Johnson had, in effect, initiated a well-publicized economy 

drive in order to hold the budget down to a level that was 

even lower than that suggested in the Byrnes' recommittal 

motion. The effect of Johnson's move was to secure a pro

mise from Byrd that, although he would not support the mea

sure, neither would he hold it up in committee. Byrd did 

step aside to permit Russell B. Long (Democrat of Louisiana), 

the second-ranking Democrat on the Senate Finance Committee, 

122 to become the floor manager of the bill. Long later com

plimented Byrd on his "constructive" efforts in expediting 

123 the measure. President Johnson .also met three or four 

times with other Congressional leaders during this period 

and got promises of prompt action on the bill. Everett Dirk-

sen (Republican of Illinois), Senate Republican Leader, 

124 joined in this commitment. 

121. Ibid., December 6, 1963, p. 1. 

12 2. Jack Bell, The Johnson Treatment (New York* 
Harper & Row, 1965), pp. 90-94? Roland Evans and Jack Novak, 
Lyndon B. Johnson: The Exercise of Power (New York: New 
American Library, 1966), pp. 369-376; Sundquist, op. cit., 
p. 52. 

12 3. Congressional Record, Vol. 110, Part 3, 88th 
Congress, 2nd Session, 1964, Part 3, p. 3514. 

12 4. Public Papers of the Presidents; Lyndon B. 
Johnson (Washington, D.C.: Government Printing Office, 
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(b) As the above discussion implies, President 

Johnson became committed to the tax cut proposal upon taking 

office. Although Johnson had some early doubts about the 

new economics, he finally "bought Heller's theories and 

12 5 Iieller." Johnson has later stated that he considered 

himself a "trustee" of Kennedy's proposals and should push 

that program to completion before developing his own "Great 

Society. 11 On November 27, 1963, only two days after 

Kennedy was buried, Johnson went before Congress to plea for 

n a t i o n a l  u n i t y  a n d  a c t i o n  o n  t h e  K e n n e d y  p r o g r a m :  .  . n o  

act of ours could more fittingly continue the work of Presi

dent Kennedy than the early passage of the tax bill for 

127 which he fought all this long year." Johnson supported 

his plea with promises of the "utmost thrift and frugality" 

in government spending and he asserted that the tax cut was 

128 
our insurance against recession. 

(c) Finally, did Johnson's assumption of the Presi

dency insure the passage of an otherwise doomed tax bill? 

Probably not. What it did mean was earlier passage, but, 

1963-1969), the President's News Conference of December 7, 
1963, p. 37. 

125. Bell, op. cit., pp. 90-94. 

126. Lyndon B. Johnson, "Tragedy and Transition," a 
nationally televised interview conducted by Walter Cronkite, 
CBS Television Network, May 2, 19 70. 

127. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Address Before a Joint Session of Con
gress, November 27, 1963, p. 9. 

128. Ibid., p. 10. 
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given past experience in the taxing process and the statements 

of Congressional leaders at the time, the bill would have 

passed had Kennedy remained in office. Arthur M. Schlesinger, 

Jr., an early biographer of Kennedy, addressed this very 

question: 

In the summer of 1964 Richard Wilson of Look 
asked Congressional leaders whether Kennedy would 
have got his legislative programs, especially the 
civil rights and tax reduction bills, if he had 
lived. He received the following answers. Everett 
Dirksen: "This program was on its way before Novem
ber 22, 1963. Its time had come." Carl Albert: 
"The pressure behind this program had become so great 
that it would have been adopted in essentially the 
same form whether Kennedy lived or died." Charles 
Kalleck: "The assassination made no difference. The 
program was already made." Mike Mansfield: "The 
assassination made no real difference. Adoption of 
the tax bill and the civil-rights bill might have 
taken a little longer, but they would have been 
adopted."129 

The Senate Finance Committee Acts 

With Senator Byrd's decision not to delay the bill 

having been made, the Senate Finance Committee began voting 

on amendments to HR 8363 shortly before Christmas 1963. The 

Committee finished "the bulk" of its work in the first two 

weeks of January 1964. As finally reported out on January 

29, 1964 (SR 830) the bill contained 153 amendments to the 

original House version. However the Senate Finance Committee 

bill has been viewed as being "strikingly similar" to the 

130 House version. Table 5-1 compares the House and Senate 

532. 

129. Schlesinger, op. cit., pp. 939-940. 

130. Congressional Quarterly Almanac, 1964, pp. 526-



Table 5-1 

House and Finance Committee Tax Cuts 

House Finance Committee 

1964 1965 1964 1965 

(in millions of dollars) 

Individual Rate Reduction -6, 310 -9,470 -6.310 -9, 470 

Corporate Rate Reduction -lr 320 -2,190 -1,320 -2, 190 

Revenue Raising Structural 
Reforms + 900 +1,080 + 560 4- 740 

Revenue Losing Structural 
Reforms - 655 - 690 - 895 - 785 

Capital Gains Revisions + 215 +
 

CO
 
o
 

+ 115 + 120 

Net Tax Reduction - 1 ,  170 -11,190 -7,850 -11, 585 

Source: Congressional Quarterly Almanac, 1964, p. 530-
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Finance Committee versions of the tax bill. The Senate 

Finance Committee voted to cut taxes $395 million more than 

the House. Three relatively important changes were enacted 

in Committee, two of which were backed by the Administration. 

Both the Kennedy and Johnson Administrations requested that 

the Senate Finance Committee strike out a House provision 

which would have cut capital gains rates in certain respects. 

The Senate committee approved by a 12-5 vote on January 17, 

1964, in what was described as a major Administration victory. 

President Johnson also requested that the withholding rate be 

dropped to 14 percent beginning in 1964 instead of the 16 

131 percent suggested by the House. Thirdly, the Senate 

Finance Committee dropped the "sense of the Congress declara

tion" which had been an important tactical maneuver devised 

by Chairman Mills. The majority report stated that Congres

sional intent could best be expressed by action rather than 

by the declaration. Moreover, the provision, it was felt, 

was unnecessary in view of the many Administration promises 

132 . . to hold down spending. A number of other provisions were 

also altered by the Committee. 

The Committee report enjoyed bipartisan support in 

the 12-5 division. Democratic Senators Russell B. Long 

131. Ibid., pp. 530-531. 

132. U.S. Senate, Senate Report 830, 88th Congress, 
2nd Session, 1964 (Washington, D.C.: Government Printing 
Office), p. 8. 
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(Louisiana), George A. Smathers (Florida), Clinton P. 

Anderson (New Mexico), Paul A. Douglas (Illinois), Herman E. 

Talmadge (Georgia) , Eugene McCarthy (Minnesota) , Vance Ilartke 

(Indiana), J. W. Fulbright (Arkansas), and Abraham Ribicoff 

(Connecticut) supported the measure. Republicans Everett M. 

Dirksen (Illinois), Frank Carlson (Kansas), and Thurston B. 

Morton (Kentucky) joined the Democrats. Democrats Harry Byrd 

(Virginia) and Albert Gore (Tennessee) were joined by Repub

licans John J. Williams (Delaware), Wallace F. Bennett (Utah), 

and Carl Curtis (Nebraska) in opposing the measure. Senators 

Douglas and Ribicoff issued separate minority views, express-

133 ing a desire for broader reforms. Gore, a liberal Demo

crat, opposed the bill in no uncertain terms: 

Born of ineptitude in economic forecasting, 
sired by political considerations, and nurtured by 
the greed of special interests,. it creates more 
inequity in many respects and bears no resemblance 
to true tax reform. 

Those who are so enamored of aggregates and 
macroeconomics fail to recognize that specific 
solutions are needed for very specific and pointed 
problems.... 

Political democracy can hardly survive without 
economic democracy.134 

Gore was sympathetic to the view that government spending 

should be increased to attack specific structural problems 

133. Ibid., pp. 164, 171. 

134. Ibid., pp. 173-174. 
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such as ghetto unemployment and lay-offs due to technological 

advances in industry. 

Senate Floor Action 

With pressure from President Johnson to pass the bill 

without crippling amendments, a promise of support from 

Everett Dir'ksen, Republican Minority Leader, and approval 

from the Senate Republican Conference to speed passage of the 

bill, HR 8363 was sent to the Senate floor from the Finance 

1 35 Committee. ' Debate began on January 30, 1964 and ended on 

X 3 6 February 7, 1964 with final passage of the bill. The 

bulk of debate centered around specific amendments, most of 

which were successfully beaten back by forces in support of 

the bill and which were led by Senator Long. 

Senator John B. McClellan (Democrat of Arkansas) 

introduced an amendment similar to the Byrnes' recommittal 

motion. The proposal would force tax rates back to pre-KR 

8363 rates if the administrative budget exceeded $10 0 billion 

for fiscal year 1965. Although defeated, the proposal enjoyed 

137 considerable Republican support m the 34-61 vote. 

135. The Hew York Times, January 25, 1964, p. 1;-
January 26, 1964, p. 1; January 30, 1964, p. 1. 

136. Congressional Record, Vol. 110, Part 2, 88th 
Congress, 2nd Session, 1964, pp. 1435-2393. 

137. Ibid. , p. 2346 
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Senate Republicans had, in effect, decided not to 

138 "fight the measure to the end." The Johnson influence was 

evident in gaining support among more conservative elements 

in the Senate (and even in the House when action was taken on 

the conference report). Johnson had started the economy 

drive (turning off lights in the White House was widely pub

licized) and unveiled a much-reduced budget deficit forecast 

for fiscal year 1965—$4.9 billion. The deficit was to be 

about half of what Kennedy had forecast for 1965. Whether or 

not Johnson felt that the reduced deficit would dilute the 

planned impact of the tax cut was not reflected in the public 

record. It will be recalled that Heller had told the Joint 

Economic Committee that a reduction of the deficit in the 

amount of the tax cut would, in effect, damage the overall 

impact of the cut. There was certainly no criticism of the 

deficit cut on the floor of the Senate on the grounds that 

the economic impact of the tax cut would be lessened. In 

fact, the tenor of debate seemed to indicate that most were 

highly pleased that Johnson was willing to make a hard com

mitment where Kennedy had made only verbal promises. State

ments of Senator Talmadge reflect the feelings concerning 

Johnson's budgetary moves: 

But I am encouraged by indications that the 
budgetary reins of this nation are being pulled in, 

138. Sundquist, op. cit., p. 52. 
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and that we seem to be taking positive steps toward 
fiscal soundness and solvency. 

I am convinced that we can now vote for the tax 
bill in good conscience—and according to the severe 
dictates of prudence and frugality.139 

Because of Johnson's promise to reduce spending and the defi

cit, one could easily conclude that neither he nor the Con

gress, which supported the moves, fully understood the 

relationship between the tax cut, the budget deficit, the 

level of spending, and the intended stimulative impact of the 

measure on the economy. 

Due to the Senate's attention to amendments, the 

general nature of the bill was debated less than in the 

House. When the general philosophy behind the bill was 

debated, there seemed to be a greater understanding of the 

bill's philosophy than in the House of Representatives. For 

instance, some of those opposing the measure appeared to 

recognize the validity of Keynesian theory; however, they 

opposed its application at that time. Gore, for example, 

opposed this type of stimulation when we were at the "peak" of 

prosperity. Senator Frank Lausche (Democrat of Ohio) said 

much the same thing, while chastising the Administration for 

140 using the recession "scare" as a method of justification. 

139. Congressional Record, Vol. 110, Part 2, 88th 
Congress, 2nd Session, 1S64, p. 1745. 

140. Ibid., pp. 1858-1859, 2163. 
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The implication was certainly there that the viewpoint 

expressed by Gore and Lausche would support compensatory 

stimulation through tax cuts with a deficit in times of 

recession or depression. There were many, however, who 

advocated a balanced budget without consideration for the 

concept of a "balanced economy." Senator McClellan, for 

example, stated that point of view: "Let us reduce expendi-

141 tures to the level of taxes, and then cut both." Senator 

Long, who demonstrated a good knowledge of what the impact 

of the tax cut was supposed to be, stuck to an argument that 

was very similar to that of Wilbur Mills. Long thought that 

a tax cut would mean a balanced budget, more jobs, and the 

prevention of a recession: 

Those of us who support this bill subscribe to 
the theory that if the bill is enacted, we shall have 
a balanced budget, and then a budget surplus by 1967 
or 196 8; but that if the bill is not enacted, not 
only will there not be a balanced budget but--even 
worse—a recession.1^2 

After extensive debate, especially on the many amend

ments, the bill was finally passed on February 7, 19 64, in 

the Senate. The vote was a 77-21 roll call vote with 21 

Republicans joining 56 Democrats in support of the measure 

and 10 Republicans joining 11 Democrats (over half from the 

143 South) in opposing it. The bill as sent to the conference 

141. 

142. 

143. 

Ibid., Part 3, p. 3522. 

Ibid., Part 2, p. 1501. 

Ibid., p. 2393. 
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committee would have reduced tax liabilities by $280 million 

144 more than the Senate Finance Committee version. However, 

the bill had, in essence, survived the Senate's amending pro

cess and was still remarkably similar to the House version. 

This accounts for the ease in reaching a conference committee 

agreement. 

The Conference Action 

House and Senate Conferees (13 in all) held four 

meetings on February 10, 17, 18, and 19, 1964 in order to 

145 reconcile House and Senate versions. Representatives 

Mills, King, O'Brien, Boggs, Byrnes, and Knox represented the 

House (from the House Ways and Means Committee). Senators 

Byrd, Long, Smathers, Anderson, Williams, Carlson, and 

Bennett represented the Senate (from the Senate Finance 

Committee). 

The conference report (House Report 1149) was filed 

on February 24, 1964. The final total tax cut approved was 

$11.48 billion, less than the Senate amount but more than the 

original House amount. The House conceded on the deletion of 

144. Congressional Quarterly Almanac, 1964, p. 535. 

145. The New York Times, February 11, 1964, p. 1; 
February 18, 1964, p. 22; February 19, 1964, p. 1; February 
20, 1964, p. 1. 

146. U.S. House, House Report 1149, 88th Congress, 
2nd Session (Washington, D~.C.: Government Printing Office, 
1964), p. 18. 
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its cut in capital gains rates. This move had been pushed by 

the Administration. The House, however, succeeded in putting 

the "sense of the Congress declaration" back into the bill. 

There were numerous other compromises between the Senate and 

House conferees in at least fourteen areas of tax law. In 

addition, several Senate and one House provision was dropped 

entirely,The bill certainly reflected the earlier House 

version, with numerous smaller concessions to the Senate. 

One would have to consider Senate modification minimal in 

light of the over-all tax cut stimulus provided. 

On February 25, 1964, after some debate, the House 

adopted the conference report by a margin of 326-83, with 23 

not voting. Republican opposition had greatly lessened, 

perhaps as a result of Johnson's leadership with respect to 

the budget. A total of 108 Republi-cans joined 218 Democrats 

in support of the measure. Only 63 Republicans and 20 Demo

crats opposed the bill. 

The House Ways and Means Committee had successfully 

148 completed its work. The Senate approved of the measure 

147. Congressional Quarterly Almanac, 1964, pp. 539-
540. 

148. Congressional Record, Vol. 110, Part 3, 88th 
Congress, 2nd Session, i964, p. 3582. Discussion on the con
ference began on p. 3541. The effect of Johnson's leadership 
is in part reflected in a statement by Wilbur Mills: "I com
mend him for the leadership he has shown in the preparation 
of his budget and the efforts that he has made to hold dov/n 
the spending. It gives me a great deal of confidence about 
the future, even if we pass this tax cut." P. 3563. 
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the next day by a margin of 74-19, with seven not voting. 

149 Nine of the no votes v/ere from the South. 

On February 26, 1964 President Johnson signed HR 8363 

into law (Public Law 88-272) before a national radio and 

television audience. He was surrounded by those in the 

150 government who had worked long and hard on the bill. The 

President characterized the bill as "the single most import

ant step that we have taken to strengthen our economy since 

151 World War II." President Johnson added a special note of 

thanks to the Congress: 

I especially want to congratulate tonight 
Congressman Wilbur Mills from the great State of 
Arkansas for his leadership in the House Ways and 
Means Committee in piloting the bill through the 
House of Representatives. I want to especially con
gratulate Senator Russell Long of Louisiana for his 
able leadership in the Senate. I also want to thank 
Senator Harry Byrd of Virginia who, though he was 
very much against the bill, cooperated to the full
est extent and saw to it that the majority was 
allowed to work its will and this bill get a fair 
hearing and a prompt hearing in his committee.152 

Johnson went on to explain the mechanics of the tax 

cut and to elaborate on how much extra money this would place 

in the hands of Americans (around $8 billion in 1964 alone). 

149. Ibid., p. 3692. 

150. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Radio and Television Remarks Upon Signing 
the Tax Bill, February 26, 1964, pp. 311-314. 

151. Ibid., p. 311. 

152. Ibid., p. 312. 



218 

The consumption and capital investment picture, he said, 

153 would be affected almost immediately. He went on to 

accept the basic argument advanced by Wilbur Mills on the 

House floor: 

So this response and this responsibility is what 
makes the American system work. This is a bold 
approach to the problems of the American economy. 
We could have chosen to stimulate the economy through 
a higher level of Government spending. We doubted 
the wisdom of following that course. Instead we 
chose tax reduction and at the same time we made con
scientious and earnest attempts to reduce Government 
expenditures and we are constantly looking at those 
expenditures.... 

From time to time we are going to carefully study 
each department and agency and try to bring those 
expenditures down further. We have been encouraged 
in that move by the Chairman of the Ways and Means 
Committee and the Chairman of the Finance Committee; 
they have proven their faith in us by passing this 
tax bill, and we are trying to-—going to keep faith 
with them by cutting expenditures. By taking this 
course we have made this bill an expression of faith 
in our system of free enterprise.154 

Even with Johnson's promise of frugality and good 

faith, the national government had committed itself to a 

planned tax cut, a planned budget deficit, and had taken 

another step toward a nationally "planned economy." In only 

two short years, the Johnson Administration was to face 

another but very different economic challenge—inflation. 

How well would government institutions and government 

153. Ibid., p. 313. 

154. Ibid. 
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planning of the economy meet this new threat that demanded a 

different and more difficult approach? 

Conclusions 

It can be concluded that the House Ways and Means 

Committee performed important formulating, reformulating, and 

legitimating policy roles in the development of the 19 64 Reve

nue Act. Perceptions and expectations which the Executive 

held of the Committee, House perceptions and expectations of 

the Committee, and the self-expectations and perceptions of 

the Committee structured and supported this policy role. The 

Executive wanted a bill, in line with its policy suggestions; 

therefore, the Administration pressured the Committee to con

form to policy criteria within certain limits. On the other 

hand, the Executive appreciated the formidable task of 

securing Congressional approval of a complex and innovative 

tax bill. For this reason, the Executive supported the 

legitimating activities of the Ways and Means Committee—that 

is, activities which involved making the bill politically 

acceptable by means of policy formulation and reformulation, 

especially in regard to the multiplicity of reforms. The 

House, at the same time, expected much the same out of the 

Committee—a bill similar to what it wanted and one that had 

been tailored to political necessities. Finally, the Com

mittee wanted to write not only a politically acceptable bill 

but a bill that had been thoroughly researched and considered 
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Of course, one would be hard-pressed to separate the 

formulating-reformulating activities from legitimating activ

ities. Ways and Means was formulating-reformulating when the 

important reforms were knocked out of the bill; however, the 

reforms were deleted in order to build a majority behind the 

bill in other units of Congress. Majority building is, of 

course, the very heart of legitimation. 

Secondly, it can be concluded that the double roles 

of Chairman and ranking minority member were evident through

out the I-Iouse consideration of the bill. Wilbur Mills and 

John Byrnes led contending forces of Democrats and Republi

cans. The operation of these roles structured debate, 

directed policy, and finally influenced the outcome of the 

process. Mills successfully led the Democrats in support of 

the measure, tailoring the bill so as to overcome conserva

tive objections. Byrnes and the Republicans he led, while 

finally losing the important votes, did influence the process 

by forcing the Democrats to assume a more conservative stance 

than they might otherwise have done. The "sense of the Con

gress declaration" and subsequent Administration restrictions 

on the budget were visible attempts to take the appeal out of 

the type of changes pushed by Byrnes and McClellan in the 

Senate. While the partisan division was clear, it was 

restrained in the sense that (a) members of the Committee 

tried to avoid becoming personally vituperative, and (b) the 
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Republicans v/ere allowed a viable voice in writing the bill 

in executive session. And, of course,, the right of the 

Republicans to oppose the measure on the floor of the House 

in the form of the recormnittal motion was respected by the 

Democrats. 

Finally, the Ways and Means Committee, by and large, 

accepted the principles of orthodox economics—that budgets 

should be balanced, that government spending should be cut 

where possible, that a firm commitment to free enterprise 

should be made, and that taxation should be used for the 

purpose of raising revenue and not for purposes of control

ling the economy. How then could the Committee (at least the 

Democrats) accept the tax cut proposal which really meant a 

planned budget deficit, a steady if not increasing level of 

government spending, a visible role of the government in 

free enterprise operations, and the use of taxation for pur

poses other than revenue? Essentially, the Administration— 

and eventually the Ways and Means majority—clothed the inno

vative measure in conservative, orthodox economic thought. 

The planned budget deficit feature of the bill was de-

emphasized, and the fostering of conservative goals was 

stressed. The bill was justified on a long-term basis by 

the Democrats because, they asserted, the measure would 

finally produce a balanced budget along with a balanced 

economy. The Republicans condemned the measure on a 
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short-run basis because of the planned budget deficit 

feature. The Administration's recurrent promises to hold 

down spending became an important political tactic, but the 

deficit for 1964 and 1965 was viewed as an essential element 

in the success of the tax cut—at least by the original pro

ponents of the measure from the Council of Economic Advisers. 

One must conclude that the Congress did not vote for 

the measure because it was Keynesian. It was supported 

because it was reconciled with conservative, orthodox 

economics that more than likely is still supported on Capitol 

Hill. While the reluctance of the Democrats to attempt to 

justify the measure on the basis of its Keynesian qualities 

p'robably insured the success of the measure in the short run, 

this same reluctance may have damaged the acceptance of the 

idea that tax policy is an economic- tool and should be used 

accordingly—regardless of old shibboleths which may still be 

shared by many. We shall now proceed to a consideration of 

the 1968 Revenue Act to see exactly how willing Congress was 

to use tax policy as an economic tool on a continuing basis 

and for a different effect. 



CHAPTER 6 

THE 196 8 REVENUE AND EXPENDITURE CONTROL 
ACT: PROBLEM IDENTIFICATION-FORMULATION 

Introduction 

The old saying that "the only thing permanent in this 

world is change" certainly characterizes developments pertain

ing to the American economy during the latter half of the 

1960's. The economic situation took a new turn after 1964, 

and different solutions to different problems became neces

sary. The object of concern in the development of the 1964 

Revenue Act was a lagging economy which had leveled off at 

something less than an acceptable level of employment and 

production. However, as the years of relative peace merged 

into years of war and further economic expansion after 19 65, 

the concern came to be inflation and an economy that was 

expanding perhaps too rapidly. 

The subject of concern in this and the following 

chapter will be the development of an economic-tax policy by 

the federal government designed to cope with the problems of 

inflation and economic overheating in a way not to cause 

unemployment. As we have seen, the "new economics" developed 

policies to cope with this type of economic situation as well 

223 
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as the problem of recession, depression, and lagging growth, 

although the latter concern was the most important. The 

application of the "new economics" to the problems of infla

tion and boom involves political hurdles of the first magni

tude, as the next two chapters will demonstrate. 

Chapter 6 focuses on the problem identification and 

policy formulation stages of the 196 8 Revenue and Expenditure 

Control Act."'' The time period under consideration will be 

roughly early 1964 to January 1967. These years saw the 

emergence of a new economic problem and the development of a 

policy alternative to cope with that problem. January 1967 

represents the date when the Johnson Administration became 

publicly committed to the passage of a six percent surcharge 

. . 2 on individual and corporate income taxes. 

A series of questions simil-ar to those in Chapter 4 

will be probed here: What and how was the problem perceived, 

defined, and placed on the agenda of government? What was 

the background of the organization and representation of 

forces which placed the problem on government's agenda? Who 

1. As finally passed, the legislation was called the 
1968 Revenue and Expenditure Control Act. It will be refer
red to here as simply the 1968 Revenue Act. As the next two 
chapters will demonstrate, the inclusion of "expenditure con
trol" in the law was the focal point of policy bargaining 
between Congress and the Executive. 

2. See Public Papers of the Presidents: Lyndon B. 
Johnson (Washington, D.C.: Government Printing Office, 1963-
1969), Annual Message to the Congress on the State of the 
Union, January 10, 1967, p. 8. 
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were the major participants in the problem identification 

stage? What was the characterization of the evaluation, bar

gaining, and formulation process, out of which came a course 

of action announced by President Johnson on January 10, 1967? 

What, if any, was the role of the House Ways and Means Com

mittee in the problem identification and policy formulation 

stages during this period? 

Problem Identification 

The 19 64 Revenue Act has been credited by many with 

the continuation of economic prosperity and the acceleration 

3 of economic growth during the months following its passage. 

But much as World War II entered the picture in 1940-41 to 

obscure the long-range impact of New Deal policies on econ

omic correction, so did the massive Vietnam build-up of 1965 

and after enter to obscure the impact of the 1964 tax cut. 

The economic problems of the mid and late 1960's which beset 

the Johnson Administration were inextricably connected to the 

4 Vietnam War. This section will focus on: (a) the trends in 

3. See figures from speeches by Gardner Ackley, 
chairman, and Arthur M. Okun, member, Council of Economic 
Advisers, before the American Statistical Association, Phila
delphia, September 9 and 10, 1965, as quoted in James L. 
Sundquist, Politics and Policy: The Eisenhower, Kennedy and 
Johnson Years (Washingto~n^ D.C. : Brookings Institution, 
1968) , p. 53. 

4. See "The National Economy and the Vietnam War," 
a Statement by the Research and Policy Committee of the 
Committee for Economic Development, April 1968. 
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the national economy from 1964 to 1967, (b) the relationship 

between the Vietnam War and economic developments and prob

lems, (c) and the process and direction of problem identifi

cation which emanated from economic trend analysis. 

Economic Trends: 1964-1967 

The months between the signing of the 1964 Revenue 

Act and shortly before the proposal for a six percent sur

charge in January 1967 saw the period of uninterrupted 

economic expansion continue. The economic expansion had 

5 begun rather slowly m February 1961. 

The economic indicators prepared for the Joint 

Economic Committee of Congress by the President's Council of 

Economic Advisers document the continued upward swing of the 

economy during this period. Let us look briefly at (a) 

gross national product or expenditure, (b) gross private 

domestic investment, (c) expenditures for new plant and 

equipment, and (d) employment-unemployment. 

(a) Gross national product is the total value of all 

goods and services produced for a specified period of time. 

As indicated in Figure 6-1, the GNP took a dip during the 

recession of 1958, declining by $5.2 billion. Climbing 

slowly out of the recession and leveling off during 1960 at 

5. Public Papers of the President: Lyndon B. 
Johnson, op. cit., Economic Report of the President, January 
26, 1967,"p. 73. 
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around an annual rate of $500 billion, the GNP began to rise 

at a more rapid rate in the second quarter of 1961. This 

expansion continued throughout the policy period under con

sideration, and io depicted in Figure 6-2. After getting off 

to a slow start in 1961, the expansion of the GNP occurred at 

an accelerating rate with the exception of 1963 and 1966. 

Percentages of expansion were as follows: 1961, 1.9 percent; 

1962, 6.5 percent; 1963, 4 percent; 1964, 5 percent; 1965, 

6.3 percent; 1966, 6.3 percent; and 1967, 8.9 percent. The 

greatest rate of expansion was between 1966 and 1967—the 

period in which pressures to slow down the economy reached a 

high point.® 

(b) Gross private domestic investment is the entire 

amount which the private sector of the economy chooses to 

invest for a given period of time. -Investment is a good 

indicator of prevailing business psychology. If investment 

is on the rise, the economic trend is being viewed in opti

mistic terms. Growth in investment is an essential ingredi

ent for economic health and expansion. Figure 6-3 depicts 

gross private domestic investment for the 1962-1968 period. 

After actually declining in 19 60 and 1961 and leveling off in 

1962, investment began to rise in the first quarter of 19 63, 

finally picking up speed in 1964 and more particularly in 

6. Council of Economic Advisers, Economic Indicators, 
prepared for the Joint Economic Committee (Washington, D.C.: 
Government Printing Office, 1957-1968.). 
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1965. In 1961, gross private domestic investment declined by 

$3.1 billion. In both 1965 and 1966, such investment showed 

gains of over $12 billion. As the figure indicates, invest

ment continued its upward expansion until the last quarter of 

1966, when the economic boom cooled somewhat (this trend as 

related to policy will be developed fully in the following 

7 chapter). 

(c) Expenditures for new plant and equipment, like 

gross private domestic investment, is another excellent 

indication of growth and boom in the economy. Like the pre

vious indicator, spending for new plant and equipment was on 

the rise during the period under consideration as depicted 

in Figure 4. Actually declining in 1961 and leveling off in 

1962, expenditures for new plant and equipment began to rise 

rather sharply in the second quarter of 1963, with more 

acceleration in mid-1964 and mid-1965. This upward expansion 

continued unabated until the last quarter of 196 6 and the 

first three quarters of 196 7. The greatest expansion occur

red in 1965 (with an increase of $7.06 billion) and 1966 

(with an increase of $8.67 billion). This compares with 1961 

(a decline of $1.31 billion), 1962 (an increase of $2.94 

billion), 1963 (an increase of $1.9 billion), and 1964 (an 
g 

increase of $5.63 billion). 

7. Ibid. 

8. Ibid. 
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(d) Finally, figures for employment, unemployment and 

total labor force show steady economic expansion up through 

mid-1967. These trends are depicted in Figure 6-5. The level 

of unemployment, perhaps the best indicator of expansion, 

dropped sharply after 1964 to its lowest point in years. The 

percent of unemployment of the civilian labor force ran as 

follows: 1963, 5.7 percent; 1964, 5.2 percent; 19 65, 4.5 

percent; 1966, 3.8 percent; and 1967, 3.8 percent. The rate 

for May 1967 was as low as 3.2 percent. However, the slight 

economic decline in the first two quarters of 1967 and the 

last of 1966 pushed unemployment up to 4.6 percent in June 

9 
1967. 

Signs of Trouble 

The economic indicators cited above depict a picture 

of a healthy, growing economy. A look at other indicators, 

however, show signs of trouble and deep stress in the economy 

during the 1965-1967 period. Economic growth must be stable 

and orderly before it can be labeled healthy. When one looks 

at wholesale prices, consumer prices, the balance of payments 

picture, and the rising interest rate, the stresses in the 

economy become clearly visible. 

A look at wholesale prices during the period under 

consideration shows a clear threat of inflationary pressures. 

9. Ibid. 
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The increase in the wholesale price index is depicted in 

Figure 6-6. Using 1957-1959 as a base period index of 100, 

the figure shows relative stability up until the last half of 

1964. After June 1964 wholesale prices took jumps which 

accelerated in 1965 and 196 6. The exact increments are as 

follows (with 1958-59 = 100): 1958, 100.4; 1959, 100.6; 

1960, 100.7; 1961, 100.3; 1962, 100.6; 1963, 100.3; 1964, 

100.5; 1965, 102.5; 1966, 105.9; and 1967, 106.1. As with 

the other indicators, the last quarter of 19 66 and the first 

half of 1967 showed a slight decline in the index. 

As with wholesale prices, consumer prices show sharp 

increases during the mid and latter 1960's. The growth in 

consumer prices is depicted in Figure 6-7. Prices had 

been growing for some time, but at a more acceptable rate of 

a little over one percent a year. Many economists and policy

makers had, in fact, come to accept some inflation as the 

price of economic growth. Consumer prices began to acceler

ate in the second quarter of 1965, however, and showed 

generally accelerated growth until January 1967. Even as 

prices leveled in 1967, they continued to grow at a compara

tively steady pace of 2.5 percent to 2.8 percent a year. By 

the end of 1967, consumer prices began to accelerate in 

growth and continued to do so through most of 196 8. By June 

of 1968, consumer prices were increasing at an average annual 

10. Ibid. 
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rate of 4.2 percent, having accelerated steadily from Novem

ber 1967.11 

Another problem, the United States' balance of 

international payments, although more erratic in movement 

than other indicators, showed a continued deficit during most 

of the period under consideration. The continued deficit in 

our balance of payments placed new stress on the dollar 

abroad, as federal expenditures overseas increased and a 

burgeoning consumer demand pushed up imports. Figure 6-8 

depicts the movement in the balance of international payments 

from 19 62 to 1968. Improvement in the balance of payments 

occurred in the last quarter of 1964 and the first half of 

1965, producing a surplus in the second quarter of 1965 for 

the first time in several months. However, the last half of 

1965 saw the decline in the balance of payments resume, 

becoming rather steady in its downward spiral in the last 

half of 1966.12 

Finally, the trend in interest rates is another good 

indicator of stresses in the economy. The interest rate is 

simply the price of money in the economic system. Interest 

rates generally go up during periods of expansionary stress, 

causinq dislocations in the economy, especially in such 

11. Ibid.; See also U.S. Department of Labor, Bureau 
of Labor Statistics, Consumer Price Index (Washington, D.C.: 
Government Printing Office, 1963-1968). 

12. Economic Indicators, op. cit. 
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sectors as housing. The mid-19 60's saw interest rates climb 

rather sharply, as depicted in Figure 6-9, to their highest 

13 level in over 20 years. 

Economic Troubles: Possible Causes 

The stresses in the American economy which developed 

in 1965 and 1966, especially the increases in wholesale and 

consumer prices, have a complex of causal factors. These 

causal factors have generally been reduced to the following: 

(a) the increase in federal defense spending as a result of 

the Vietnam build-up in 1965 and 1966, (b) the steady increase 

of other federal outlays as a response to the Great Society 

programs, (c) continued federal fiscal and monetary conditions 

during 1965 and 1966 that were stimulatory in nature, (d) 

federal deficit financing as a result of increased federal 

expenditures, and (e) lack of restraint on the part of busi

ness and labor, producing some cost-push inflation. Each of 

these factors will now be explored. 

Economists generally agree that the Vietnam war was 

the root cause of most of our economic troubles in the 1960's. 

Under President Johnson's leadership in the mid-1960's, Ameri

can involvement in Vietnam increased tremendously, with sharp 

rises in activity beginning in 1965. This increase in defense 

outlays is depicted in Figure 6-10. Defense expenditures 

13. Ibid. 
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increased by nearly $30 billion from 1965 to 1968, ranging 

from $46.2 billion for military outlays of the Department of 

Defense in 1965 to $73.7 for 1968."^ 

What was the overall impact of the Vietnam build-up 

and the continued heavy pace of the war after the build-up? 

According to the 19 6 8 report of the Committee for Economic 

Development, "the defense build-up immediately accentuated 

15 inflationary tendencies." The rapid increase in defense 

spending was "superimposed on an economy in which there was 

16 little slack in early 1965." The result was a rise in 

prices due to the fact that aggregate supply (real output) 

v/as unable to keep pace with the rapid increase in aggregate 

demand (total spending) brought on by increased government 

17 spending. Moreover, as the Committee pointed out, the 

expansionary impact of the war went-above a simple increase 

in outlay; 

The statistics on defense purchases understate 
the direct impact on the economy of the rising defense 
program. They lag behind the actual increase of in
ventories of materials and good-in-process in the 
hands of defense suppliers, and do not reflect the 
effect on business expectations of further inflation. 

14. Ibid. 

15. Research and Policy Committee of the Committee 
for Economic Development, op. cit., p. 18. 

16. Ibid., p. 17. 

17. Ibid., p. 10. 
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Also, the increased production and incomes resulting 
from the defense expansion caused further expansion 
of private investment in plant and equipment and of 
consumption expenditures. 

Other factors in federal fiscal and monetary policy 

were added to increased spending for defense to further 

exacerbate expansionary/inflationary pressures in 1965 and 

1966. As Figure 6-10 indicates, nondefense spending increased 

along with defense spending during the Vietnam build-up. 

President Johnson had determined to pursue both a I:guns and 

butter" policy with respect to balancing expenditures between 

the Great Society here at home and the Vietnam war (although 

late in 1966, the President announced proposed budget cut

backs) . In January 1966 after inflationary pressures had 

already developed, the President stated his approach: ,:This 

nation is mighty enough, its society is healthy enough, the 

people are strong enough, to pursue our goals in the rest of 

19 the world while building a Great Society here at home." 

As we shall see, Johnson finally began taking restric

tive moves in 1966; however, in 1965, a number of excise taxes 

were actually cut, as the Executive and Congress sought to 

20 continue the stimulation achieved by the 1964 Revenue Act. 

18. Ibid., p. 18. 

19. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Annual Message to the Congress of the 
State of the Union, January 12, 1966, p. 3. 

20. See the Congressional Quarterly Almanac, 1965, 
p. 125. 
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The increased government spending, coupled with tax cuts in 

1965, produced federal deficits during this period, which 

further added to expansionary pressures. Looking at receipts, 

expenditures, and net lending of the national government, the 

federal deficit jumped dramatically between fiscal year 1966 

21 and 1967-—from $3.7 billion to $8.8 billion. The increase 

in the deficit, accompanied by an increase in the available 

22 money supply, fed the excess in total demand. A federal 

deficit, under certain circumstances, can be quite inflation

ary. This is especially so if the debt is funded by central 

and commercial banks during periods of little economic 

i i 23 
slack. 

Finally, a number of other factors contributed to 

inflationary pressures, and they are again tied to the Viet

nam war. Just as war and a boom period place stress on the 

economy by buoying up demand, similar stresses can be placed 

on the supply side. As full employment and plant productive 

capacities are reached, the productivity of labor generally 

does not rise but the per unit cost of labor does. As labor 

gets scarce (by perhaps being siphoned off to fight on the 

field of battle), less productive units are put to work which 

21. Economic Indicators, op. cit., July 1968, p. 35. 

22. Research and Policy Committee of the Committee 
for Economic Development, op. cit., pp. 10, 19. 

23. Robert A. Gordon, Business Fluctuations (New 
York: Harper & Row, 1961), p. 616. 
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become consumers but less able producers. Also, during a 

period of a relative expansion, unions can more easily attain 

excessive wage demands, as business finds it relatively 

easier to pass the rise in labor costs on to the consumer in 

the form of higher prices. The Committee for Economic 

Development has labeled the rise in unit labor costs during 

1966 and 1967 as a "major factor in inflation," as wages con-

24 tinued to rise. Total private unit labor cost rose by 3.7 

percent from 1965 to 1966 and by 4.5 percent from 1966 to 

1967. This compares to a .5 percent increase from 1961 to 

1965. Unit labor costs in manufacturing rose by 2.7 percent 

from 1965 to 1966 and by 5.1 percent from 1966 to 1967. 

This compares to an actual decline in such costs of 1.0 per

cent from 1961 to 1965. The rate of increase for output per 

25 man hour also declined during this period. 

A distinction should perhaps be made at this point 

between "demand pull" and "cost push" inflation. As we 

shall see later, this distinction was used by some, including 

Wilbur Mills, to argue against a tax increase. Gordon makes 

the distinction between the two types of inflation in the 

following way: 

24. Research and Policy Committee of the Committee 
for Economic Development, op. cit., p. 20. The Committee 
reported that about one million civilians were employed as a 
result of the war by 1967. 

25. Ibid. Data is from the Council of Economic 
Advisers, Annual Report (Washington, D.C.: Government Print
ing Office, January, 1968). 
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If the initial stimulus [for a price increase] 
is a rise in aggregate demand that leads output to 
press on capacity, so that we reach the steeply 
rising part of the aggregate supply curve where 
prices must rise, this is a case of "demand pull." 
The tight labor market may drive up wages and lead 
to a shift in the supply curve, but this results 
from the initial increase in demand. In contrast, 
we may have the "cost push" case. Here, the initial 
stimulus is either an increase in wages or an 
increase in prices by sellers in markets that are 
not perfectly competitive, even though there is not 
an antecedent expansion in aggregate demand. But 
. . . and increase in the price level arising in 
this way---that is from the supply side-—will lead to 
a decline in output unless monetary conditions per
mit a corresponding increase in total spending, i.e., 
in aggregate demand.26 

Looking at the period under consideration, it is extremely 

difficult to say where each type of inflationary stimulus 

fits into the picture. The argument often turns on the "hen 

or the egg" concept. Both forces were operating to drive up 

prices in the mid-1960's, however. 

Looking at the balance of payments problem, we can 

again see a complex of forces at work, some of which are 

related to the war. The balance of payments picture worsened 

during the period under consideration, as indicated in Figure 

6-8. The inflationary pressures heretofore documented led to 

an expansion of our demand for imports and a lessening of our 

ability to produce goods cheaply enough to compete in foreign 

markets, thus hurting our exports. This weakening in our 

favorable balance of trade picture combined with increased 

26. Gordon, op. cit., p. 75. 
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government spending in Vietnam and increased American tourist 

spending abroad to create the balance of payments problem. 

In 1967 alone, the Vietnam war contributed more than $500 

27 million to our foreign exchange costs. 

Finally, interest rates proved to be a considerable 

problem during the last half of the 1960's. During periods 

of economic expansion, especially growth in investment and 

consumer borrowing, interest rates tend to go up as money 

becomes more scarce. In periods of slack, banks have excess 

2 8 reserves, and interest rates tend to go down. Federal fis

cal and monetary policy can also affect the interest rate. 

The size and manner in which the federal deficit is funded 

can have various effects on interest rates. If the federal 

treasury is in the market for capital in exchange for securi

ties, the demand for money is increased and the possibility 

29 for driving up interest rates exists. Of course, federal 

monetary policy, controlled in large part by the Federal 

Reserve System, is designed to deliberately control interest 

30 rates in a more deliberate fashion. 

27. Research and Policy Committee of the Committee 
for Economic Development, op. cit., pp. 23-24. 

28. Gordon, op. cit., pp. 294-296. 

29. See ibid., pp. 615-623 for a discussion of the 
effects of deficit financing. 

30. Ibid., pp. 555, 566, 567-590, 615-623. 
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Economic Problems: Possible Solutions 

The long-range problem identification and policy 

formulation system which operated after the Great Depression 

began, developed a number of possible solutions to economic 

overheating and inflationary pressures. As we shall see, the 

1968 Revenue Act represents the acceptance and legitimation 

of a specific policy as applied to a specific situation. 

What various courses of policy action could have been 

followed in attempting to cope with the economic situation 

in the mid-19 60's? The following possible approaches will be 

discussed: (a) a decrease in government expenditures, (b) 

an increase in the tax load, (c) wage and price controls, 

(d) wage and price restraints, (e). the operation of the auto

matic stabilizers, and (f) federal monetary policy. 

(a) A decrease in government spending could possibly 

cool a boom and ease inflationary pressures. In the first 

place, such reductions would decrease the amount of deficit 

financing necessary, thus easing inflationary pressures 

caused by the deficit. Secondly, a reduction in government 

spending could have a deflationary effect on aggregate demand, 

since government is a major element in the spending-demand 

31 picture. Of course, it is often difficult to reduce govern

ment spending because of prior program and budgetary commit

ments and because of political necessities. 

31- Ibid-; PP. 48-50, 596-612. 
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(b) A second alternative is to increase tlie tax 

burden of the public. This action could again ameliorate the 

effects of a federal deficit by reducing the total deficit 

and thus ease its inflationary impact. A tax increase could 

also serve to decrease the aggregate demand of the public, 

both consumer and investment demand. The question often 

arises as to whether it is better to lower government spend

ing or increase taxes to ease an expansionary economy. The 

choice would revolve around the possible multiplier effects 

of either, "questions of timing and flexibility," and the 

32 "indirect" effect on private spending of each approach. 

As we shall see, the tax increase approach to easing economic 

expansion/inflation has its own set of difficulties in addi

tion to the problems of choice cited above. Perhaps the most 

important problems pertain to time.lags due to the operation 

of the political process. As Chapter 4 indicated, proposals 

designed to alleviate these time lags through the establish

ment of discretionary Presidential authority over tax rates 

have never been considered seriously by the Congress. 

(c) Wage and price controls have been used in the 

past, especially during the Second World War and Korean War 

periods. Wage and price controls simply amount to a legal 

attempt to structure and limit the level of wages and the 

level of prices. The major drawbacks to the use of such 

32. Ibid., pp. 605-607. 
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controls lie in the difficulty of their administration and in 

their politically distasteful nature. These controls are 

often cited, however, as the least price which the civilian 

economy should pay during a time of foreign war. 

(d) A corollary to wage and price controls is the 

establishment of wage and price guidelines. This approach to 

controlling inflation is predicated on voluntary restraint of 

private economic forces within boundaries established by some 

unit of government, perhaps the President himself. Such 

guidelines (or guideposts) have been often used but rarely 

very successfully. Both President Johnson and President 

Kennedy have resorted to such guidelines, but inflation con

tinued under both Presidents. 

(e) Another possible approach to overexpansion is to 

let the so-called "automatic stabilizers" operate to level 

off the economy. These stabilizers amount to "built-in 

budget flexibility," and operate without any deliberate 

decision of policy-makers. The automatic stabilizers are 

tax revenues, social security contributions, insurance pay

ments to the unemployed, agricultural and other subsidies, 

and relief payments. These factors vary inversely with the 

business cycle so as to ease expansionary pressures (tax 

revenues go up during the boom, for example) and stimulate a 

recessionary economy (tax revenues go down, stimulating 

demand by leaving more money in the hands of consumers and 
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investors). The development of the automatic stabilizers 

was non-deliberate, and they were formed along with the 

increasing role of the national government in the American 

economy which really began in earnest during the 1930's. 

There are a number of advantages to letting such stabilizers 

do the trick in controlling the economy: their operation 

does not rely on forecasting, such stabilizers operate 

"promptly," they do not create business uncertainty as other 

actions often do, and such stabilizers also present the 

"simplest way of integrating short-run and long-run fiscal 

policy." While the operation of these stabilizers is viewed 

with favor by most economists, they would consider them as 

only a "first line of defense" and not the answer to all 

33 fiscal problems. 

(f) Finally, the use of monetary policy as a method 

of restraining an overheated economy should be mentioned, 

although our basic concern here is with fiscal policy. The 

revolution in economic thought during the 1930's and 194 0's 

placed a major emphasis on fiscal policy as a method of 

restraining demand. That is, policies which relate to the 

receiving and expenditure of money by the government. How

ever, the late 1940's and 1950's saw a renewed interest in 

monetary policy as it related to aggregate demand and the 

threat of inflation. Monetary policy relates to manipulation 

33. Ibid., pp. 602-603. 
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of credit and money supply and is handled primarily by the 

Federal Reserve System. The most important tools of monetary 

policy are: (a) alteration of the rediscount rate of the 

central bank, (b) open market operations, and (c) the appli

cation of certain credit controls. The most effective of 

these controls is the open market operation—the purchase and 

sale of government securities by the Federal Reserve System. 

Monetary policy can be effective in controlling a boom by 

34 affecting the supply of money and loanable funds. Gordon 

points out, however, that "monetary action strong enough to 

stop the boom is almost certain to be too strong to keep the 

35 economy at the full-employment level." An additional prob

lem with the use of monetary policy is the fact that it is 

often not coordinated with fiscal policy, and may be actually 

pulling in the opposite direction. . The structural separation 

of the Federal Reserve System and the makers of fiscal policy 

has often been cited as the cause of the lack of coordinated 

monetary and fiscal policy. For instance, in late 19.65, 

there was a public dispute between President Johnson and the 

Federal Reserve Board over the decision of the latter to 

3 6 follow a more restrictive monetary policy. It should be 

34. Ibid., pp. 572-578. 

35. Ibid., p. 578. 

36. See Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Statement by the President on the Raising 
of the Discount Rate by the Federal Reserve Board, December 
5, 1965, pp. 1137-1138. 
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pointed out here, however, that fiscal and monetary policy 

are not entirely separate. Besides political co-operation 

between the makers of these policies, the decisions of the 

Executive regarding fiscal policy can have an effect on mone

tary policy "since fiscal policy is concerned with money flows 

37 into and out of the treasury." 

One should mention that another approach—which is 

generally followed—is to use a combination of the various 

approaches above. For instance, there could be cuts in the 

federal budget, a tax increase, wage and price control or 

restraint, and monetary restrictions at the same time. As 

we shall see, the national government tried to follow a mul

tiple approach in the 1960's, but the major emphasis was on 

the use of tax increases. The multiple approach has problems 

which relate to co-ordination, timing, and dosage. 

Problem Identification: 
Perception and Definition 

What was the characterization of the various forces 

which perceived and defined the economic problems of the mid-

1960' s? How was the problem as defined placed on the agenda 

of government? 

Although many economists, public officials, and 

others disagreed on the causes and cures of the economic 

problems which developed in 1965 and 1966, there was eventual 

37. Gordon, op. cit., p. 615. 
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general agreement on exactly what the problem was—an overly 

expansionary economy as reflected in inflation, high interest 

rates, rising labor costs, and balance of payments difficul

ties. There were some, including those in the Johnson Admin

istration, who had short-run fears that the boom might level 

off and dive into a recession, but the long-run fear became 

inflation and overexpansion. It was this fear--a fear that 

proved to be justified—which dominated policy during this 

period. 

Problem perception and definition were essentially 

"built-in," as the objective economic indicators could be 

studied by everyone—in and out of government. The statisti

cal services of the national government, some of which are 

lodged in the Departments of Commerce and Labor, laid the 

objective facts of economic life be.fore anyone who cared to 

look. Some were slower in perceiving that the problems 

existed (or perhaps they were unwilling to admit that they 

existed), but by late 1966 it would have been extremely dif

ficult to find anyone who was not concerned about inflation 

38 and other ill effects of overexpansion. The price increases 

which developed in 1965 and 1966, comparatively speaking, 

became more and more unacceptable. It will be recalled that 

38. The New York Times, March 13, 1966, Section III, 
p. 1. As early as March 1966 the Times reported that senti
ment in favor of a tax increase to slow inflation was fairly 
widespread among experts. 
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the debates which produced the 1964 Revenue Act reflected a 

different definition of the real economic problem. The more 

conservative and generally Republican forces feared inflation. 

The more liberal and generally Democratic forces feared a 

slow pace of economic growth—the problem was a slack economy. 

This cleavage in problem perception and definition had faded 

away by the end of 196 6, as even the forces which had criti

cized the previous conservative fear of inflation began to 

39 voice concern. 

The individuals who perceived and defined the problem 

were many and varied, but the main differences of opinion 

revolved around when the threat came into being and what 

should be done about it. The main difference did not turn on 

the nature of the threat. Indications are that the Johnson 

Administration came to an awareness of the problem at a 

rather late point in time. There were others, both in and 

out of government, who pressed for policies which would ease 

inflation and expansion before the Administration recognized 

4 0 publicly that a threat existed. The Committee for Economic 

Development blames the late recognition of the problem by the 

Administration on failures in predicting the economic impact 

39. The New York Times, March 9, 1966, p. 5; March 
17, 1966, p. 1. Walter Heller was among those who voiced 
concern over inflation. 

40. Ibid., December 17, 1965, p. 6; December 16, 
1965, p. 26. 
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of Vietnam build-ups, errors in short-term forecasting, and a 

tendency to "prefer the risks of inflation to the risks of 

41 unemployment in the short-run." 

It was not until early 196 6 that the Administration 

began openly talking about the economic threats of inflation 

and overexpansion, and most of 1965 saw spokesmen for the 

Administration continue to talk about keeping the boom alive 

4 2  . . .  by means of further fiscal stimulation. The Administration, 

along with the Congress, went further than talk in the first 

half of 1965, as a large $3.5 billion cut in excise taxes was 

43 enacted into law. This legislation followed an earlier 

Johnson commitment to cut taxes in order to "sustain prosper-

44 ity without inflationary pressures." Johnson promised a 

push for more cuts than those proposed if they proved to be 

inadequate: "Should unfavorable developments in the private 

economy during 1965 unexpectedly make this budgetary stimulus 

41. Research and Policy Committee of the Committee 
for Economic Development, op. cit., pp. 10-11. 

42. The New York Times, July 16, 1965, pi 1; July 
22, 1965, p. T. 

43. For the politics behind this move, see the 
Congressional Quarterly Almanac, 1965, pp. 1125ff. The 
excise tax cuts were proposed by Johnson in January 19 65 in 
order to "promote continued economic expansion." See Public 
Papers of the Presidents: Lyndon B. Johnson, op. cit., 
Annual Budget Message to the Congress, Fiscal Year 196 6, 
January 25, 1965, pp. 83-85. 

44. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Presidential Statement No. 5 on Economic 
Issues: Further Tax Reduction, October 27, 1964, p. 1463. 
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inadequate to maintain a strong pace of expansion, I shall be 

45 prepared to consider additional fiscal action." 

It was not until August 1965 that the first indication 

came that the Administration was considering taking anti-

46 inflation action, and as late as December 16, 196 5 White 

House spokesmen were labeling speculation about a possible 

tax increase as "premature."^''' 

By the time the President delivered his major messages 

in 196 6, however, it was clear that the threats to the economy 

had been perceived and defined at the highest levels of 

government. Johnson stated that the country was now in a 

"new economic environment," and that the Vietnam war was 

adding "to the usual problems of maintaining balanced pros-

48 perity." The President proposed several measures to ease 

inflationary pressures and the economic burdens of Vietnam, 

the most important being the reinstatement of selected excise 

taxes.^ 

45. Ibid., Annual Message to the Congress: The 
Economic Report of the President, January 28, 1965, p. 108. 

46. The New York Times, August 17, 1965, p. 15. 

47. Ibid., December 16, 1965, p. 26. 

48. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Annual Message to the Congress: the 
Economic Report of the President, January 27, 196 6, pp. 96-97. 

49. Ibid., Annual Message to the Congress on the 
State of the Union, January 12, 1966, p. 4. 
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Economic Problems: Agenda Setting 

If the problems of the economy were perceived and 

defined in a specific way in 1965 and 1966, how were these 

problems placed on the agenda of government? Given the 

nature of economic policy planning over the last few decades, 

it would be safe to say that the agents of government are 

continually watching trends in the economy for possible 

changes or signs of impending danger; therefore, the problem 

of economic stability has a permanent place on government's 

policy agenda. In the short-run under consideration here, it 

would appear that the problems of inflation and overexpansion 

were placed on government's agenda by means of (a) the con

tinuing analysis of economic trends by agencies of the 

national government (like the Council of Economic Advisers, 

and the Departments of Commerce and Labor) and (b) forces 

outside of the Executive branch who articulated their views 

about the economy to the government. Those outside of govern

ment included private business, labor, and economists. 

Government sources included the Federal Reserve Board and the 

50 Congress, especially the Joint Economic Committee. 

It is very difficult to point to a specific time and 

say "this is when inflation and overexpansion as a problem 

50. See, for example, The New York Times, March 17, 
1966, pi 1; April 27, 1966, p. 63; May 4, 1966, p. 65; May 5, 
1966, p. 1; May 11, 1966, p. 28; May 14, 1966, p. 30; May 15, 
1966, Section III, p. 1; June 22, 1966, p. 20; July 12, 1966, 
p. 1. 
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was placed on the agenda of the national government in the 

latter half of the 196O's." It is also difficult to say who 

had the most important role in perceiving and defining the 

problem and placing that problem on government's agenda, 

mainly because of the diffused nature of the policy input 

process during this period. What can be said is that between 

1965 and the beginning of 1966, the Johnson Administration 

had reversed positions and was publicly warning against the 

dangers of inflation and specific remedies were proposed. To 

the extent that economic stability is always on the agenda 

for government's consideration nowadays, it took only a hard 

look at economic indicators and expressions of concern in and 

out of government to turn economic policy concerns around by 

1966. 

Policy Formulation 

Problem perception, definition, and agenda setting 

phase into the formulation of possible alternatives just as 

the formulation process phases into the legitimation process. 

As the economic facts of life became increasingly clear in 

1965 and 1966, suggested remedies came from a number of 

sources, culminating in the adoption of a specific course of 

action by the Executive—the point of cut-off for this 

chapter. 

The proposals for change in fiscal policy to deal 

with the economic problems of the country ran in two basic 
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directions: (a) to cut non-essential federal spending, and 

(b) to alter the tax burdens of the American people so as to 

increase federal revenues and siphon off aggregate demand. 

Selected measures by the Executive to correct the balance of 

payments problem, the development of monetary policy by the 

Federal Reserve System, and the reliance on wage-price guide-

posts to curb inflation also entered into policy calculations, 

but in a more peripheral sense. 

The best word one could use to describe the process 

of eventual adoption of the income tax increase proposed by 

the Executive in the first half of 1967 would be "gradual." 

By the end of 1965 and the beginning of 1966, the Administra

tion had publicly admitted that the economic expansion was 

threatening, and a number of limited steps were proposed and 

legitimized during 1966 to halt the inflationary excesses. 

But whether or not the Administration would ask for a general 

income tax increase became a perennial question throughout 

1966. The Administration was reluctant (or at least pro

ceeded gradually) to ask for an across-the-board tax increase 

for several reasons: (1) there was some uncertainty about 

51 the future direction of the economy; (2) there was uncer

tainty about the budgetary needs due to Vietnam spending and 

51. The New York Times, November 2, 1966, p. 59. 
Johnson was afraid of doing too much to brake the economy and 
thus cause a recession. 
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52 appropriations actions by Congress; (3) there were 

political reasons—would it be politically unwise for the 

Administration to ask for a tax increase in an election year, 

especially since Congressional and public acceptance was 

53 questionable? Thus did the January 1967 proposal to ask 

for the tax surcharge come slowly and reluctantly from the 

Johnson Administration. But when the proposal did come, it 

was recognized as the most important and dramatic measure 

thus far to cope with the twin problems of economic over-

expansion and financing a long and painful war. 

Economic Problems: Formulation 
of Other Solutions 

During 1966, the Johnson Administration, with the 

cooperation of the Congress, took a number of limited steps 

to deal with the economic and financial situation in addition 

to repeated Administration pleas for wage and price restraint 

in line with certain guideposts. In the first half of 1966, 

Johnson proposed and the Congress adopted measures to reimpose 

54 selected excise taxes and to accelerate income tax payments. 

52. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of Septem
ber 21, 1966, pp. 1045-1046; the President's News Conference 
of October 6, 1966, pp. 1123-1124. 

53. The New York Times, September 1, 1966, p. 1; 
December 23, 1966, p. 13. A UPI poll of members of the House 
(with 160 replying) indicated that 66 percent of those reply
ing would oppose any tax increase. 

54. Ibid., January 13, 1966, p. 1; March 16, 1966, p. 
1. 
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In asking for these limited measures, Johnson displayed a 

flexibility with respect to the dual use of the "new econo

mics": "The basic economic policy that justified tax cuts in 

recent years must be set aside until the uncertain but in

creasingly high demands of hostilities in Vietnam are no 

55 longer with us." 

President Johnson also proposed selected reductions 

56 m the federal budget for fiscal year 1967. As our pre

vious figures indicate, however, both defense and non-defense 

spending continued to increase during the period under con

sideration. There was some question as to the sincerity of 

the Johnson moves to reduce "low priority" government spend

ing. Some in Congress, including some members of the Ways 

and Means Committee, thought that Johnson was asking for cuts 

in those areas where Congress v/as unlikely to cut and asking 

for increases in those areas where Congress would be reluc-

57 tant to increase spending. As one Democrat on Ways and 

Means stated: "That appears to make it the fault of Congress 

55. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Letter to the Chairman, House Committee on 
Ways and Means, Urging Prompt Action on Pending Tax Proposals, 
January 19, 1966, p. 31. 

56. Ibid., the President's News Conference at the LBJ 
Ranch, November 25, 1966, p. 1399; Special Message to the Con
gress on Fiscal Policy, September 8, 1966, p. 985. 

57. United States News and World Report, Vol. 60, 
Part 2 (May 23, 1966), p. 102; The New York Times, September 
9, 1966, p. 19. 
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for spending increases. This does not help provide a disposi-

5 8 tion to vote a tax increase at the President's request." 

Another Ways and Means Democrat felt the same way: "Take the 

rent-subsidies program. It's a new program. Yet you get all 

this White House pressure on Congress to appropriate money 

59 
for it."3J 

Johnson did, in fact, end up accusing the Congress of 

adding too much to the budget during 19 66, and he stated that 

such increases added to his consideration of a possible tax 

increase.^ In light of the facts, however, it would be dif

ficult to deny that the Vietnam war—a real Johnson policy— 

was at the root cause of the economic and budgetary squeeze. 

Secretary of the Treasury Henry Fowler admitted himself that 

the war had created the inflationary pressures,^ and Johnson 

continually referred to the rising costs of Vietnam as a 

factor in his policy considerations. 

Finally, in September 1966, President Johnson proposed 

and the Congress adopted a temporary suspension of the seven 

percent business investment credit which had been enacted as 

58. United States News and World Report, Vol. 60, 
Part 2 (May 23, 1966), p. 102. 

59. Ibid. 

60. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of October 
6, 1966, pp. 1123-1124; The New York Times, September 9, 
1966, p. 19. 

61. The New York Times, November 17, 1966, p. 1. 
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6 2 a stimulatory device for business in 1962. The Mew York 

Times asserted that this was the first time in American 

history that a change in tax policy was justified solely on 

the basis of stopping inflation. Thus was the move hailed as 

a victory for the use of the "new economics" on a flexible 

6 3 basis (in both booms and recessions). The suspension of 

the investment credit was designed primarily to slow invest

ment expansion by business and not to raise revenue for the 

war. The moves earlier in the year and the surcharge pro

posal which followed had justifications other than simply 

64 slowing a boom. Despite criticism to the contrary, Presi

dent Johnson stated at the end of 1966 that the proper 

restraint had been applied by his Administration and that an 

"adequate" amount of spending push had been taken from the 

economy.^ Despite these actions and statements, however, it 

was pretty clear that a tax increase request was coming in 

1967, especially as the Vietnam war costs continued to rise. 

62. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Special Message to the Congress on Fiscal 
Policy, September 8, 19 66, p. 990. A minor part of this pro
posal was also to ask for suspension of accelerated deprecia
tion for buildings. 

63. The New York Times, September 10, 1966, p. 13. 

64. Ibid., December 14, 1966, p. 67. 

65. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference at the LBJ 
Ranch, December 31, 1966, p. 1461. 



265 

Formulation: The Opposition's Case 

President Johnson, then, met with relative success in 

taking the limited and selective action he wanted during 196 6. 

But the President met with heated opposition from different 

sources, including the Republican leadership. Those who dis

agreed with President Johnson had their own answers to the 

fiscal crisis, and the answer generally was in the direction 

of spending cuts in the federal budget. Republican Congres

sional leaders Everett Dirksen and Gerald Ford replied to 

Johnson's State of the Union Address with their own. They 

recommended then their position that was to be long held— 

the Vietnam war should be paid for by cuts in civilian pro

grams and not an increase in taxes.^ The Republican leader

ship on Ways and Means, Tom Curtis and John Byrnes, scored 

the Administration spending program in opposing the excise 

tax increases of the late winter of 196 6, and most Republicans 

6 7 voted against the bill on the Kouse floor. Later on, Melvin 

Laird (Republican of Wisconsin), the Chairman of the House 

Republican Conference, accused the Administration of deliber

ately juggling Vietnam expenses so as to squeeze the tax 

increase out of Congress. He called for reductions in domes-

6 8 tic spending before consideration of a tax increase. 

66. The New York Times, January 18, 1966, p. 1. 

67. Ibid., February 24, 1966, p. 1. 

68. Ibid., March 27, 1966, p. 1. 
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Two days after Laird made those comments, a meeting 

of the high-level Republican Coordinating Committee (Govern

ors, Mayors, Congressional leaders, and former Presidents and 

Presidential candidates) urged spending cuts, charging that 

the Administration had brought the nation to the "threshold 

6 9 of dangerous inflation." Needless to say, the cuts that 

Johnson did propose were considered token, and, as pointed 

out above, some considered them as being made in bad faith. 

Surcharge Request: 
Formulation Participants 

How did President Johnson go about the business of 

making his decision to ask for a tax increase in January 1967, 

and what was the role of the House Ways and Means Committee 

(if any) in that process? 

President Johnson constructed a decisional input pro

cess that could perhaps be compared to a funnel. That is, at 

the early stages of trying to make a decision, the President 

involved a wide variety of individuals from the Congress, 

business, labor, and the academic community. This approach 

was typical of the "consensus politics" strategy of Johnson 

during his earlier years in the White House. As the time 

approached to make a decision, indications were that Johnson 

narrowed the input process and made his decision along with a 

relative few of his top advisers. 

69. Ibid., March 29, 1966, p. 17. 
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A reading of the Public Papers of the Presidents 

points up the President's expressed approach of involving a 

large number of participants early in the decisional process. 

With respect to a possible tax increase, Johnson stated his 

approach early in 1966: 

Q. What is your reaction to Senator Dirksen's 
statement earlier this week that a 5 percent tax 
increase is in the offing? 

The President. I have no information about it. 
I have said all along that when and if we felt addi
tional taxes were necessary, we would confer with the 
business and labor communities, the legislative 
leadership of both parties, and particularly the 
Chairman of Ways and Means and Congressman Byrnes, 
and Senator Long and Senator Williams [Chairman and 
ranking minority member of the Senate Finance Commit
tee respectively], and make such proposals. . . . 

We don't want to put the brakes on too fast. 
There are some encouraging signs and some discourag
ing signs every day. ... We just can't speak with 
complete, cool authority at this moment on the neces
sity of tax increases, but we are watching it closely, 
it will be high on our priority agenda.70 

He restated his approach again in March 1966: "Now, if more 

restraint is needed, I have said that so far as the Federal 

Government is concerned, we will exert it. When? When the 

fiscal advisers and the men in the administration and the 

Congress whose prudent judgment I respect consider we need 

71 it." And in September, 1966, when the decision on the 

70. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of 
February 26, 1966, p. 224. 

71. Ibid., Remarks before the National Legislative 
Conference of the National League of Cities, March 31, 1966, 
p. 377. 
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investment credit was made, Johnson again explicated his 

approach: 

Q. Mr. President, did you touch base with busi
ness and get businessmen's opinions before making 
this recommendation on investment? 

The President. Yes. As I have said, we have 
talked to the employers and the employees, the busi
ness community and economists in and out of govern
ment. We met with them frequently. We talked to 
Congressmen and Senators, young ones, old ones; and 
to chairmen of the committees: Appropriations, Ways 
and Means, Finance; and the leadership. 

I went around the table the other night with 
some 30 of them and asked each one what they found 
and what they would recommend. I let them play 
President for a while just like they were working 
for some newspaper (laughter). 

After this wide variety of input, indications are 

that President Johnson would surround himself with a relatively 

few people, most of whom were his trusted advisers in the 

government. Those Johnson listened to most were probably 

Gardner Ackely, the Chairman of the Council of Economic 

Advisers; Henry Fowler, the Secretary of the Treasury; and 

George Schultze, the Director of the Budget. William M. 

Martin, the long-time Chairman of the Federal Reserve Board 

often joined the previous three advisers, and this group 

formed what came to be called the "quadriad" by the news-

73 papers. During the crucial months of November and December 

1966, President Johnson awaited recommendations from Martin, 

72. Ibid., the President's News Conference of Septem
ber 8, 1966, p. 997. 

73. The New York Times, May 5, 1966, p. 1. 
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Ackley (and others on the Council of Economic Advisers, 

especially Arthur Okun, the sometimes acting Chairman during 

74 this period), Fowler, and Schultze before making a decision. 

Newsweek reported that Walter Heller's advice was also highly 

regarded in Washington on the tax matter, and that the Secre

taries of Commerce (John Connor), Labor (Willard Wirtz), and 

Defense (Robert McNamara) threw their weight behind the final 

. . . 75 decision to request a tax rise. 

The House Ways and Means Committee and its leadership 

fit into policy development in two ways. First, the Committee 

was part of the over-all Congressional sentiment against 

raising income taxes throughout 1966. Both Democrats and 

Republicans on the Committee indicated that they would not be 

receptive to a tax increase unless substantial cuts in spend-
*7 C 

ing were made. Chairman Mills had stated earlier his idea 

77 that spending cuts should precede a tax hike consideration. 

The Committee, therefore, was part of an over-all political 

equation that was part of President Johnson's decision to 

delay proposing a tax increase. 

74. Ibid., November 17, 1966, p. 1; November 18, 
1966, p. 24. 

75. Newsweek, Vol. 69 (January 23, 1967), pp. 69-70. 

76. United States News and World Report, Vol. 60, 
Part 2 (May 23, 1966), p. 102. 

77. The New York Times, February 24, 1966, p. 1. 



270 

Secondly, the leadership of the Ways and Means 

Committee was consulted by Johnson before any decision was 

made on the tax proposal. But Johnson never made the making 

of the proposal contingent upon support from Mills or others 

on the Ways and Means Committee. In fact, as we shall see, 

the Committee remained intransigent long after the President 

had made his commitments to raise taxes. Before Johnson pro

posed the surcharge in January 1967, he met "eyeball to eye

ball" with both Chairman Mills of Ways and Means and Senator 

Long of Senate Finance for four and a half hours for the 

purpose of discussing his fiscal policy intentions. The 

meeting was arranged some five days in advance. No minds 

7 8 were changed, as later events bear out amply. As with the 

1964 Revenue Act, the Ways and Means Committee was to play a 

more important role after the Executive initiated a specific 

proposal. 

Conclusions 

By January 10, 1967, President Johnson had made his 

choice and went before Congress to propose an across-the-

79 board tax increase. Behind the Presidential policy formu

lation lay a year of indecision, delay, and harsh criticism. 

78. Newsweek, Vol. 68 (December 26, 1966), p. 61. 

79. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's Message to the Congress 
on the State of the Union, January 10, 19 67, p. 8. 
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Ahead of the President lay a year and a half of indecision, 

delay, and even harsher criticism and recriminations. 

The Ways and Means Committee and its leadership was 

involved in the decision process during the period leading up 

to the President's surcharge proposal. The Committee co

operated with the President in enacting the limited measures 

he suggested during 1966. But the Committee also figured in 

the forces which led President Johnson to delay an early tax 

increase—an increase that many thought should have come at 

the beginning of 1966 instead of 1967. The Committee, more 

particularly its leadership, was also part of the sought-

after informational input which fed into President Johnson's 

decisional process. But, as noted, the President made his 

final commitment independently of any promise of support 

from Ways and Means. The real political battle and sweaty 

political bargaining was about to begin, as the Executive and 

Congress sparred over the tax proposal for the next eighteen 

months. 



CHAPTER 7 

THE 196 8 REVENUE ACT: FORMULATION-LEGITIMATION 

Introduction 

"It seems to me, frankly, that the new economics is 

running into the old politics.""'" Congresswoman Martha Grif

fiths (Democrat of Michigan) thus aptly described the politics 

behind the final acceptance of a tax increase in June 1968. 

This chapter focuses on the formulation and legitimation pro

cesses which produced that tax increase, and the January 1967 

to June 196 8 period establishes useful time boundaries. The 

vital role of the House Ways and Means Committee will be of 

central concern. 

A number of questions will .serve to direct inquiry in 

Chapter 7: What were Executive expectations of the House Ways 

and Means Committee? What were Executive perceptions of the 

Committee with respect to its role in policy development? 

What were the expectations and perceptions which other units 

of Gbngress had of the House Ways and Means Committee? What 

were the internal expectations and perceptions which the 

1. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President Contained in His Message Trans
mitted to the Congress August 3, 1967, Hearings, 89th Con
gress, 1st Session, 1967, Part 1, p. 167. 

272 
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Committee had of itself during the development of this 

legislation? Given these sets of expectations and percep

tions, what was the role of the Committee in the development 

of the 196 8 Act? What effect did the operation of internal 

roles and norms have on the policy role of the Committee, if 

any? What was the impact of the Committee's "finance ortho

doxy" on the role of the Committee in policy development? 

How was the Committee's "finance orthodoxy" reconciled with 

the "new economics" proposals as presented by the Johnson 

Administration? 

The Johnson Proposal 

On January 10, 1967, President Johnson went before a 

joint session of Congress to propose an across-the-board tax 

increase: 

I recommend to the Congress a surcharge of 6 
percent on both corporate and individual income 
taxes—to last for 2 years or for so long as the 
unusual expenditures associated with our efforts in 
Vietnam continue. I will promptly recommend an 
earlier termination date if a reduction of these 
expenditures permits it. This surcharge will raise 
revenues by some $4.5 billion in the first year.2 

Although the President recognized that the Vietnam war was 

related to the state of the economy, he used primarily an 

economic justification for the tax increase. He singled out 

2. Public Papers of the Presidents: Lyndon B. 
Johnson (Washington, D.C.: Government Printing Office, 1963-
1969), the President's Annual Message to the Congress on the 
State of the Union, January 10, 1967, p. 8. A surcharge is 
simply a percentage of one's computed tax. 
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3 for concern the growth m prices and interest rates. The 

President followed up the State of the Union Message with the 

4 annual budget message and the economic reports. These mes

sages contained refinements in the President's proposal and 

reasoning. The President said, 

In the year ahead, defense expenditures will 
continue to rise as we carry out our obligations in 
Vietnam. After a rigorous review of civilian pro
grams and a sharp paring of spending requests, a 
modest increase in domestic expenditures will be 
required as we press forward to meet our obligations 
at home.5 

President Johnson was proposing an increase in the administra 

tive budget from an estimated $126 billion in fiscal 1967 to 

$135 billion for fiscal 1968. The administrative budget 

deficit for fiscal 1968 was forecast at $8.1 billion. The 

budgetary increase was largely attributable to new military 

spending for Vietnam ($9.6 billion)-, but the budget also 

reflected increases in the domestic programs of the govern

ment. This included an increase of $3.6 billion in aid to 

the poor. 

3. Ibid., p. 7. 

4. Ibid., Annual Budget Message to the Congress, 
January 24, 1967, pp. 39-61; Annual Message to the Congress: 
the Economic Report of the President, January 26, 1967, pp. 
72-89. 

5. Ibid., Annual Budget Message to the Congress, 
January 24, 1967, p. 41. 

6. Ibid., pp. 43, 45, 54. 
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Delay and Revision 

It was clear when President Johnson presented his tax 

increases that the Administration was not yet ready to give 

the tax increase the push that would be necessary for Con

gressional approval. The lack of Executive assertiveness is 

clearly reflected in President Johnson's statements: 

Q. Is the Ways and Means Committee going ahead 
with social security ahead of the tax bill? 

The President. They have not told me. That 
was their plan, though, before we ever decided on a 
tax item. I think the best announcement on that 
would be from Mr. Mills.7 

The Administration sent neither recommendations nor a drafted 

bill to the House Ways and Means Committee until the summer 

of 1967. 

Why the delay? If the President had gone through 

considerable political torture in finally deciding to unveil 

a proposed tax increase, why would he then let months go by 

before pressing his program? The major reason may be seen in 

the economic indicators of late 196 6 and the first half of 

1967. The economy was slowing down during this period, as 

a glance at the figures in Chapter 6 indicate. Consumer 

prices leveled off slightly, wholesale prices showed a slight 

decline, seasonally adjusted unemployment increased slightly, 

gross private domestic investment showed a sharp decline 

7. Ibid., the President's News Conference of January 
17, 1967, pp. 25-26. 
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through the first two quarters of 1967, and expenditures for 

new plant and equipment declined slightly through much of 

1967. The Johnson Administration delayed submitting a 
g 

request as a result of this economic uncertainty. There 

was some speculation that the President was attempting to 

stand on both sides of the fence. That is, if the economic 

situation continued to slacJcen, he would simply let the bill 

die but take credit for having made a courageous proposal. 

If the economic situation picked up speed again, he would 

9 already have the bill m the works and push hard for passage. 

One think was certain: the President had not made a commit

ment along with the proposal. 

By August 1967 the situation was changing, not only 

with respect to the economy but also with respect to the 

Vietnam war. The President's economic advisers had concluded 

by August 1967 that the "economic growth has resumed and the 

economy is picking up speed.At the same time, the Presi

dent initiated increases in the Vietnam outlays, deciding to 

send 45,000 more troops to Vietnam in 1967. These actions 

would increase defense spending over the January 1967 budget 

8. Congressional Quarterly Almanac, 1967, p. 643; 
The New York Times, April 18, 1967, p. 20. 

9. Newsweek, Vol. 68 (December 26, 1966), p. 61. 

10. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President Contained in Kis Message Trans
mitted to the Congress August 3, 1967, op. cit., Part 1, p. 
49. 
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estimates by at least $4 billion, according to President 

Johnson."1'"'" The corresponding result was the possibility of 

an increased federal economic stimulus through increased 

spending and deficit financing at the same time the private 

economy was picking up speed. The conclusion was that we 

needed the "movement of fiscal policy toward restraint in 

12 order to safeguard prosperity." 

In a special message to the Congress on August 3, 

1967, the President referred to "the hard and inescapable 

facts," as he asked for fiscal policy revisions in the name 

13 of our obligations m Vietnam and at home. He cast a 

picture of spending going up and revenues going down. This 

could produce, he warned, an administrative budget deficit of 

around $28 billion, whereas the January 1967 estimate had 

been only $8.1 billion. The results could be disastrous: 

If left untended, this deficit could cause: 
—A spiral or ruinous inflation which would 
rob the poor, the elderly, the millions with 
fixed incomes. 

—Brutally higher interest rates and tight money 
which would cripple the home builders and home 
buyers, as well as the businessman. Interest 

11. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Special Message to the Congress: The State 
of the Budget and the Economy, August 3, 19 67, p. 736. 

12. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, p. 49. 

13. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Special Message to the Congress: The State 
of the Budget and the Economy, August 3, 1967, p. 733. 
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rates have already turned up sharply despite 
the relatively easy money policy of the 
Federal Reserve System. 

--An unequal and unjust distribution of the 
cost of supporting our men in Vietnam. 

—A deterioration in our balance-of-payments 
by increasing imports and decreasing exports. 

This Congress and this Administration must not 
accept so large a deficit.14 

The President's fiscal action was two-pronged: some 

reductions of federal spending coupled with a tax increase. 

Stating that the budget left him only $12 billion over which 

he had any discretion, the President nevertheless pledged 

spending reductions: 

Reductions in spending will not be easy, for the 
budget submitted in January was already lean. But I 
pledge to the country and the Congress that I will 
make every possible expenditure reduction—civilian 
and military—short of jeopardizing the Nation's 
security and well-being.15 

The President ordered each department to review their budgets 

and make all possible reductions. At the same time, he 

pressed Congress not to appropriate more money than he was 

asking. On the revenue side, the President asked for tax 

measures that would bring in an additional $7.4 billion for 

fiscal 196 8. These revenue measures were three in number: 

(a) "a speed-up in corporate tax collections" (this has been 

recommended earlier), (b) the "continuation of excise taxes 

for the immediate future," and (c) a "temporary" surcharge of 

14. Ibid., pp. 733-734. 

15. Ibid., p. 735. 
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10% on individuals and corporations (an increase of 4% over 

16 the January 1967 proposal). 

What about the "Great Society"? President Johnson 

made it pretty clear that he thought the march should 

continue: 

All actions we take to reduce Federal spending 
must—and will—be carefully and compassionately 
weighed. For we cannot turn our backs on the great 
programs that have been begun, with such promise, 
in the last three and one-half years. And we cannot 
now postpone—at a much higher economic and human 
cost later—the urgent task of making the streets 
of America safe from crime and chaos and rooting out 
the underlying causes of unrest and injustice in our 
land.17 

The President closed his arguments for a tax increase with a 

call to sacrifice and obligation in order to support our 

boys in Vietnam and social programs at home: 

Some may hear in this message a call to 
sacrifice. 

In truth, it is a call to the sense of obliga
tion felt by all Americans. 

Americans in Vietnam stand in, and brighten, 
the light of a proud tradition.. They give their 
service, and some give their lives, for their 
country—and for us. . . . 

The inconveniences this demand imposes are small 
when measured against the contribution of a Marine 
on patrol in a sweltering jungle or an airman flying 
through perilous skies, or a soldier ten thousand 
miles from home, waiting to join his outfit on the 
line. 

16. Ibid., pp. 736-737. 

17. Ibid., p. 736. 
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There are times in a Nation's life when the 
armies must be equipped and fielded, and the Nation's 
business must still go on. For America that time is 
now. 

The Nation's unfinished agenda here at home must 
be pursued as well. The poor must be lifted from 
the prisons of poverty, cities must be made safe and 
livable, sick and undernourished bodies must be 
restored, our air and water must be kept clean, and 
every hour of our future must see new opportunities 
unfold. -1-8 

Executive Perceptions and Expectations 

Despite the President's call to sacrifice, almost a 

year would pass before the 10 percent surcharge would be 

written into law. From August 1967 to June 1968 some of the 

most heated, bitter, and drawn-out bargaining of the decade 

took place between Congress and the President. The House 

Ways and Means Committee, and more particularly its assertive 

chairman, was in the very center of. this struggle, forcing 

extensive concessions from the Johnson Administration before 

approving any tax increase. 

President Johnson and his Administration had important 

perceptions and expectations of the House Ways and Means Com

mittee as the big push for a tax increase was begun. The 

characterization of these perceptions and expectations 

structured the nature of debate and the role of the Committee 

in the policy process. 

18. Ibid., pp. 739-740. 
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First and foremost, the Administration perceived that 

the Committee had an important role to play in the develop

ment of this tax policy, and a serious attempt was made to 

involve the Committee-—generally by way of the Committee's 

leadership—in the process by which proposals were made. 

There were extensive consultations between the President, his 

advisers, and the leadership of the Ways and Means Committee 

both before the six percent surcharge proposal was made and 

19 before the policy revisions were made in August 19 67 The 

statements of Secretary of the Treasury Fowler also support 

the idea that the Johnson Administration perceived of the 

Ways and Means Committee as having important policy func

tions, both formulating and legitimating: "Members of this 

committee share with the Secretary of the Treasury the special 

responsibility of seeing to it that the bills of the Govern-

20 ment are paid—whether out of borrowed money or revenues." 

President Johnson, like President Kennedy before him, 

perceived of the Ways and Means Committee as assuming for 

itself important policy-making functions which should and 

had to be respected. And Johnson, like Kennedy, knew that 

without the ultimate support of Chairman Mills and the Ways 

19. Ibid., the President's News Conference of January 
17, 1967, p. 24; the President's News Conference on the Tax 
Message, August 3, 1967, p. 744. 

20. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, p. 30. 
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and Means majority, the tax bill would be dead. This 

perception is indicated by the great lengths to which Johnson 

went to plead with and placate the Committee. Unlike the 

politics behind the 1964 Revenue Act, however, the Executive's 

respect for the policy role of the Ways and Means Committee 

changed during the long months of disagreement and bargaining 

over fiscal policy during 1967 and 1968. As will be indicated 

at a later point, the Administration became willing to by-pass 

the Ways and Means Committee as the first step in the legiti

mating process and to go along with the use of the Senate as 

a device for prying action out of the House Committee. 

The very nature of the lengthy tax package in 1964 

gave the Ways and Means Committee "more to chew on" as far as 

formulation and reformulation was concerned, and President 

Kennedy, it will be recalled, both perceived that the Commit

tee would and expected the Committee to do a considerable bit 

of reshuffling to make the 1964 tax package politically pala

table to Congress and outside forces. The tax proposal pre

sented by President Johnson in August 1967 was comparatively 

very short, being only a little over four pages in length as 

21 presented to the Ways and Means Committee. The Johnson 

Administration, therefore, expected the Ways and Means Com

mittee to stick rather closely to the recommended package, 

and the Administration was not inclined to encourage the 

21. Ibid., pp. 32-36. 
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Committee to alter (or reformulate) the proposal for any 

purpose. Although there was a feeling on the part of the 

Administration that the proposal would be altered by the 

Committee, the greatest expectation was that quick action be 

22 rendered on the measure as introduced. President Kennedy 

had tried to avoid an open fight with the Committee by pad

ding the tax bill with items that were considered negotiable, 

especially the structural reforms. Johnson and his represen

tatives had no such lee-way in 1967, and as a consequence, 

Executive expectations were much more stringent. This 

stringency is indicated by the fact that the Treasury Depart

ment presented a draft bill to the Committee when hearings 

23 began m August 1967 instead of recommendations. 

The Administration's expectations of the Committee 

obviously conflicted with the Committee's own self-perceptions 

and expectations as to what the Committee should do in the 

taxing process. This lack of congruence between Executive 

and Committee expectations and perceptions caused the great 

open debate over expenditure control and the tax increase. 

The reluctance with which the Administration gave in to 

policy changes pushed by the Ways and Means Committee clearly 

22. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference on the 
Tax Message, August 3, 1967, pp. 741, 744. 

23. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, pp. 32-
36. 
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indicates that this congruence did not exist. The process 

by which these resultant differences were overcome is the 

sum and substance of this chapter. 

The Policy Debate Begins 

The Ways and Means Committee, in compliance with the 

President's request, began hearings on the tax proposal on 

August 14, 1967. The hearings ran from August 14-15 and 21-

28 to September 12-14. The most important witnesses were 

Secretary of the Treasury Henry Fowler, the Director of the 

Bureau of the Budget Charles Schultze, the Chairman of the 

Council of Economic Advisers Gardner Ackley, and, to join 

later, William M. Martin, the long-time Chairman of the 

24 Federal Reserve Board. These four men made up President 

Johnson's "quadriad" of economic advisers, and they carried 

most of the burden in the long struggle to get a tax 

increase. 

The lead-off witness was Fowler, and he repeated the 

basic arguments of President Johnson's August message: 

The imposition of the tax surcharge is prompted 
by these hard facts of the current cost levels of 
the hostilities in Vietnam, the current level of 
budgetary deficit that is being incurred, and the 
current levels of interest rates and credit condi
tions in both the long and short-term areas. This 
conclusion does not involve guesswork. 

24. Ibid., Part 1. 

25. Ibid., Part 1, p. 15. 
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The Secretary outlined five arguments for the imposition of 

the tax: (a) to meet the costs of Vietnam, (b) to hold down 

the deficit, (c) to avoid high interest rates and tight 

money, (d) to protect economic growth and price stability, 

and (e) to protect our balance of international payments 

2 6 posture. Ackley and Schultze followed Fowler in an elabora

tion of the economic and budgetary arguments for the tax 

increase. 

The Committee's View 

As the hearings progressed, the deep division between 

the Administration and the Ways and Means Committee became 

clear. Most importantly, the leadership of the Committee, 

Chairman Mills and ranking minority member Byrnes, joined the 

same side of the policy fence in pressing for expenditure 

reduction before acting on any tax increase. 

Mills and Byrnes had expressed their reservations 

about the direction of expenditure policy earlier in the 

year, and these reservations were about to have an important 

bearing on the direction of policy. Mills' position was 

27 stated in detail as early as May 22, 1967. Mills had 

26. Ibid., Part 1, pp. 16-24. 

27. Wilbur D. Mills, Chairman of the Committee on 
Ways and Means, United States House of Representatives, 
Remarks at the 75th Anniversary Celebration, Security Trust 
Company, Rochester, New York, May 22, 1967. 



286 

finally accepted Thomas B. Curtis' 1963-64 argument that tax 

policy should be predicated on what the latter had called 

"expenditure reform": 

My purpose tonight is to talk about the role which 
expenditure control plays in the shaping of tax policy. 
All too little has been said about expenditure control 
and in my judgment, insufficient attention has been 
paid to it. It is, in fact, one of the most influen
tial factors of all in the shaping of tax policy, 
whether many like to admit it or not.2̂  

The Chairman went on to express deep concern over continued 

long-term growth in government spending. This growth, he 

asserted, placed the development of sound tax-economic policy 

in a "strait jacket." Mills expressed the belief that 

repeated reductions in tax rates should be enacted to give 

29 the private economy a chance to grow on its own. This was 

the same approach which he took in arguing for the 1964 Reve

nue Act. In essence, Mills had taken very seriously the 

arguments advanced by Kennedy and Johnson in 1963 and 1964 

that the approach to economic growth was through the private 

economy. What he saw now was a violation of that pledge, as 

evidenced by the increase in government spending and activity, 

the Vietnam war not withstanding. It was pretty clear that 

the conservative rhetoric of Kennedy and Johnson during 1963 

and 1964 was catching up with Johnson's desire to spend more 

and more for the "Great Society." Mills, along with others 

28. Ibid. 

29. Ibid. 
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on the Committee, took the pledge of Section 1 of the 1964 

Revenue Act seriously. In Mills' own words: 

A few years ago, it appeared that we were commit
ted to this course. As some of you may recall, in 
connection with the tax reduction act of 1964, I 
stated that: "There are two roads the Government 
could follow toward a larger, more prosperous 
economy—the tax reduction road or the Government 
expenditure increase road. There is a difference--
a vitally important difference—between them. The 
increase in Government expenditure road g,^ts us to a 
higher level of economic activity with larger and 
larger shares of that activity initiating in Govern
ment—with more labor and capital being used 
directly by the Government in its activities and 
with more labor and capital in the private sector of 
the economy being used to produce goods and services 
on Government orders. The tax reduction road, on 
the other hand, gets us to a higher level of economic 
activity—to a bigger, more prosperous, more effi
cient economy—with' a larger and larger share of that 
enlarged activity initiating in the private sector of 
the economy—in the decision of individuals to 
increase and diversify their private consumption and 
in the decisions of business concerns to increase 
their productive capacity—to acquire more plants and 
machines, to hire more labor, to expand their inven
tories—and to diversify and increase the efficiency 
of their production. 

"Section 1 of the bill is a firm, positive 
assertion of the preference of the United States for 
the tax reduction road to a bigger, more progressive 
economy. When we, as a Nation, choose this road we 
are at the same time rejecting the other road, and we 
want it understood that we do not intend to try to go 
along both roads at the same time." 

Following the enactment of the Revenue Act of 
1964, for a period of time I was encouraged to 
believe that the rate of Federal expenditures had 
moderated, but this very encouraging development did 
not last long. Some time around September 1965, the 
rate of Federal spending began to ascend quite 
rapidly and there has been no discernible or substan
tial abatement in the rate since then. Defense costs 
due to Vietnam, of course, account for a part of 
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expanding Federal expenditures, but another part of 
the increase is due to non-defense spending. This 
latter is what discourages me. . . . 

For the basic question which we must all ask 
ourselves is this: "Where are we going?" It appears 
obvious to me that there is a limit to the size and 
number of Federal programs which our economy can 
support in the furture without ever-increasing pub
lic debt, balance of payments problems and possible 
loss of confidence in the dollar by holders abroad. 
On the-other hand, with reduced rates of taxation, 
our free enterprise system can be depended upon more 
and more to help solve many of the problems which 
many people are urging that the Government solve 
directly. A key to the efforts of the private enter
prise system in these endeavors and under these con
ditions lies with the banking community and with^Q 
institutions such as the Security Trust Company. 

These same views were stated throughout the hearing 

process by Chairman Mills: 

I remember back not too long ago we all sort of 
committed ourselves to the idea that we got ahead in 
the long run by reducing taxes and letting the pri
vate sector solve some of our problems rather than 
for us here in Washington to try to solve all of 
them. The big concern I have about the whole pro
position is not the effect it has on fiscal 1968 
because we know that is bad, and if the war contin
ues it will be just as bad if not worse in fiscal 
1969, but I hate to reverse myself. 

In other words, back in the earlier years of 
this decade we undertook a program of trying to 
bring about economic growth through the private 
sector, and it partly worked from what all of you 
say, but somewhere along the line we stumbled off 
the track. Actually we have undertaken to do two 
things at once, something which we served notice at 
that time could not be done simultaneously without 
trouble. If we do not get to the point of real
izing that we can't have guns and butter at the 
same time within our revenue system, we are going 

30. Ibid. 
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to continue to have deficits of a greater magnitude 
than that which we are projecting for 1968. 

What I am getting at is this. Would it not be 
better if we outlined a periodic tax reduction 
rather than to go in one direction one day and 
another direction the next? Would it not be better 
to attempt to hold down these projected or automa
tic increases in Government spending that we say 
have to occur.31 

Mills had concluded that tax rates should not be 

periodically tampered with, but that reductions should be 

planned, steady, and long-range. Mills was reluctant to 

agree to the various Administration requests on taxes, in 

large part because he had lost faith in the accuracy of 

economic forecasting. Earlier in the year Mills had refer

red to the alteration of the seven percent investment credit 

as not "a very happy chapter in the nation's history." 

"Taxes," he said, "should not be raised and lowered from 

season to season like the hemlines of women's skirts and 

dresses." He continued: "It is also to be hoped that those 

who have so enthusiastically advocated frequent, short-term 

tax rate changes have been sobered by the turn in economic 

indicators and the question as to whether they have properly 

32 discerned the major tendencies in the economy.' 

A final basis for Mills' reluctance to support a tax 

increase rested on a fine point of economic analysis. The 

31. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 2, p. 580. 

32. The New York Times, April 21, 1967, p. 20. 
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Administration maintained that the inflation was essentially 

"demand-pull"; that prices were going up because of too much 

aggregate demand. A policy of increased taxes would ease 

33 this aggregate demand, the Administration argued. Mills, 

on the other hand, believed that much of the inflation was of 

the "cost-push" variety—the source was increased cost admin-

34 istered by labor or business. Such inflation would not be 

35 stopped by attacking aggregate demand. These, then, were 

Chairman Mills' basic arguments, and he stuck with them 

throughout most of the long process of bargaining. It was 

not until the middle of 196 8 that Mills began to accept the 

"demand-pull" thesis of inflation. 

The leading Republican spokesmen on the Committee, 

James Byrnes and Thomas Curtis, joined Mills in his concern 

for expenditure control and reduction. These spokesmen, it 

will be recalled, championed the establishment of a legal 

ceiling on spending during the development of the 1964 Reve

nue Act. During the first stages of the hearing, Byrnes 

questioned the good faith of the Johnson Administration in 

attempting to keep the lid on federal spending. The country, 

33. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, p. 158. 

34. Wilbur D. Mills, Chairman of the Committee on 
Ways and Means, United States House of Representatives, 
Address at a Convention of the Arkansas Farm Bureau Federa
tion, Hot Springs, Arkansas, November 20, 1967. 

35. Congressional Quarterly Almanac, 1967, p. 643. 
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3 6 Byrnes asserted, was in a "fiscal mess." After the hear

ings, Byrnes made his position clear to the public. He was 

not unlike Mills in tone: 

The public is understandably confused. 

That is why I say the President must square with 
the American people. 

He must also begin to lead. He must tell the 
American people we can no longer afford "guns and 
butter." He must recognize that a $29 billion defi
cit requires different spending policies than the $8 
billion deficit he announced in January. 

Above all, the President must act. Priorities 
of national need must be established. There must be 
prompt, credible action to ensure substantial reduc
tion in spending immediately. 

In addition to spending cuts of substantial pro
portions, we cannot avoid, in my judgment, the need 
for a tax increase. 

A meaningful moderation of the deficit requires 
action on both spending and taxes. 

We will not get a tax increase from Congress, ̂  
however, until a reduction in spending is assured. 

Curtis, the other "good half" of the Republican side, 

expressed a similar concern over spending policy: 

I agree with time and season, but I want to get 
this other question first. The area where there is 
discipline is expenditure. This for some reason or 

36. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, p. 172. 

37. John W. Byrnes, Member, United States House of 
Representatives, Remarks before the Annual Meeting of the 
National Bank Division, American Bankers Association, New 
York, New York, September 25, 1967. 
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other doesn't seem to be part of this tax exercise as 
far as the administration is concerned.38 

Curtis, in a heated exchange with Budget Director Schultze, 

challenged the Administration to take the initiative in 

cutting spending. Like Mills, Curtis referred to the obliga

tions of the 19 64 Revenue Act. He woundup by saying that 

the "new economics" was at fault in 1964 in asking for 

larger deficits and that the Administration, as representa

tives of the "new economics" school in 1967, was attacking 

the wrong problem—aggregate demand instead of the planned 

government deficit: 

Mr. Schultze. Mr. Curtis, I have gone through, 
both yesterday with Mr. Byrnes, and today with you 
the reasons for having presented the expenditure 
cuts the way we have. I would make one theoretical 
point about the need for expenditure reduction. 
There is no question of that need. But it isn't 
the expenditure reduction in and of itself which 
makes the tax increase get you more or less reve
nues. That is the point I wanted to make. 

Mr. Curtis. I think it does. There is our 
difference, possibly. That is what I argued on the 
1964 tax cut. I said in order for the tax cut to 
produce more revenue, which it did, at lower rates 
we had to hold expenditures down, and that is why 
I am trying to get the dialog back to where I think 
the disagreement lies. The new economists keep 
talking about aggregate demand and I argue that 
aggregate demand isn't the problem. 

Mr. Schultze. The new economists at this table, 
at least—I am not going to designate which of the 
three of us are new economists--

38. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, pp. 143-
144. 
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Secretary Fowler. I am not an economist, period. 

Mr. Curtis. No one wants to admit it these days, 
I am trying to find out who they are now.39 

The hearings drew to a close in September 1967, 

after extensive testimony which was generally in favor of 

the tax bill. The direction of Committee thinking was clear\ 

however: no spending reduction initiated by the Administra

tion, no tax increase. After hearings closed, three days of 

executive sessions were held. Fowler and Schultze met with 

the Committee during that period, but no agreement was 

4 0  . . . .  reached. These spokesmen for the Administration, m 

Byrnes' description of the confrontation, did not meet Com

mittee expectations: 

All we could learn in our sessions with the 
administration officials was that it was very dif
ficult to reduce the planned programs, that they 
wanted favorable action by the Congress on these 
matters and they would examine the programs later 
with a view toward making reductions, and that 
they would try to cut about $2 billion but they 
couldn't tell us where until Congress finished the 
appropriation bills. 

Let me repeat. Until this attitude is changed, 
the Ways and Means Committee will not act to 
increase taxes, and no amount of political lectur
ing by the Secretary of the Treasury—such as took 
place last Thursday before the Washington Press 
Club, is going to move the committee.2*! 

39. 

40. 

41. 

Ibid., p. 158. 

Byrnes, op. cit. 

Ibid. 
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On October 3, 1967, the Committee formalized its 

position by adopting a resolution which laid the tax program 

on the table. The motion was offered by John G. Watts 

(Democrat of Kentucky): 

I move that the committee temporarily lay this 
matter on the table and that further consideration 
of the tax increase be deferred until such time as 
the President and the Congress reach an understand
ing on a means of implementing more effective 
expenditure reduction and controls as an essential 
corollary to further consideration of a tax increase, 
and that at such time this matter will again be ^ 
given priority in the Committee's order of business. 

The motion was adopted by a bipartisan vote of 20-5. All 10 

Republicans joined 10 Democrats, including Chairman Mills, 

43 in support of the motion. What had happened was obvious. 

Between 1964 and 1967 the majority of the Democrats on the 

Committee had accepted the Republican perception of the situ

ation and had become concerned with government spending. 

The usual partisan cleavage on the Committee had been bridged 

by the hard turn of fiscal, economic, and political events in 

the last half of the 1960's. 

Chairman Mills, with this solid support behind him, 

began to personally lead the battle with the Administration 

42. U.S. House, Ways and Means Committee on the 
President's 1967 Surtax Proposal: Continuation of Hearings 
to Receive Further Administration Proposal Concerning Expend
iture Cuts, 90th Congress, 1st Session, 1967 (Washington, 
D.C.: Government Printing Office), p. 1. 

43. Congressional Quarterly Almanac, 1967, p. 653. 
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over the future direction of fiscal policy. On October 6, 

1967 Mills issued a lengthy statement to the public, stating 

that the "tax bill is dead for now." His (and the Commit

tee's) expectation of the Administration was clear: the 

"control of spending is a prerequisite for my even consider

ing a tax increase." "We want to pause," he said, "in this 

44 headlong rush toward bigger government." Contrary to what 

45 the Administration had been saying all along, the burden 

of initiative on the spending cuts was with the Administra

tion as far as Mills was concerned: 

Only the Administration is in a position to 
undertake this chore efficiently and expiditiously. 
The Congress's job then would be to evaluate and 
to act upon these recommendations, modifying them^g 
where this is deemed to be desirable or feasible. 

Mills accused Johnson of "buckpassing," asserting that the 

President has missed the point with respect to the impasse 

over spending. Mills said that, contrary to critics, the 

Committee's action was not "irresponsible, bullheaded, or 

47 spiteful." Later on, the President stated that Mills and 

Gerald Ford (the Minority Leader of the House, Republican of 

Michigan), who joined the Ways and Means Committee in support 

44. The New York Times, October 7, 1967, p. 12. 

45. See Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of Octo
ber 5, 1967, p. 896. 

46* The New York Times, October 7, 1967, p. 12. 

47. Ibid. 
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of its action, would "live to rue the day" they decided to 

4 8 table the bill. John Byrnes, in a display of bipartisan 

attitude, mirrored Chairman Mills' feelings: 

The committee's "show me" attitude, therefore, 
does not stem from stubborness. I know that spending 
reductions are plainly called for if we are to move 
toward sound fiscal policy. It knows that no tax 
increase can be enacted without support of the Ameri
can people, and the American people cannot believe a 
President who talks about the need for a tax increase, 
on the one hand, and, on the other, almost directly 
whets the public appetite and pressures Congress for 
more and bigger spending programs. This credibility 
gap must be removed.49 

Committee Expectations and Perceptions 
t 
The expectations which the Committee had of the 

Executive were clear—cut spending before you get any tax 

increase. This expectation clashed head-on with Executive 

expectations of the Committee—give us a quick tax increase 

to meet the needs of the economy and the war. The Committee 

both perceived itself as performing and expected itself to 

perform the function of delay in order to force the Executive 

to reformulate policy proposals. As indicated, the leader

ship of the Committee, especially Chairman 24ills, thought 

that the Administration had violated the solemn obligations 

of the 1964 Revenue Act, Section I. The Ways and Means 

48. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of Novem
ber 7, 1967, p. 1050. 

49. Byrnes, op. cit. 
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Committee now expected itself to force the Administration to 

live up to that obligation. 

The Ways and Means Committee's perception of the 

House of Representatives and the public in the matter of the 

tax increase bolstered the adamant position taken by the 

Committee's majority. The Committee perceived that the House 

and the public supported the position that long-range spend

ing reductions should be made by the Administration. The 

statements of Mills clearly show that he, and most likely the 

Committee, figured that the House would not accept a tax 

increase without reductions. In rationalizing a House rejec

tion of the 1967 debt ceiling increase Mills said, 

Last year we lost the debt ceiling bill because 
the committee hadn't reduced the Administration's 
figure the way we did every time before. 

They told me downtown that they couldn't take a 
lower figure; so I brought the bill to the floor 
because I wanted to show those people [the Admini
stration] downtown what the feeling about Government 
spending was up here. I knew what would happen to 
that bill. I visit with the members. Remember you 
can always do more in the cloakrooms around here 
than on the floor. 

One can be sure that Mills was not going to give in on the 

matter of the tax increase until he was sure that he had 

satisfied the majority he would need in the House. 

50. The New York Times, February 25, 1968, Section 
IV, pp. 30ff. This was a lengthy interview of Mills con
ducted by James Duscha for The New York Times. 



298 

The Committee also perceived that the public wanted 

spending reductions, and the members of the Committee often 

displayed a sensitivity to constituent feelings. Mills 

expressed this perception clearly in his October 6, 1967 

statement: 

They are [Committee actions in delaying a tax 
increase], on the contrary, an expression of the 
anxiety which many members of Congress feel— 
fortified by the uneasiness they found in their 
constituencies over the recent Labor Day recess— 
about the recent sharp rise in federal outlays and 
the proliferation of Federal Government activity.51 

The Committee could hardly fail to appreciate the clear indi

cations that the public was overwhelmingly opposed to a tax 

52 increase. 

The Committee thus carved out an important policy 

role for itself in response to strong self-expectations and 

perceptions and perceptual readings, of its two most important 

constituencies—the House of Representatives and the folks 

back home. The policy role which the Committee was perform

ing was reformulation; this time, however, the Committee was 

using the delaying tactic to force the Executive to reformu

late. In 1963 and 1964, the Committee did the reformulation 

itself with Executive encouragement. This forced 

51. Ibid., October 7, 1967, p. 12. 

52. Ibid., January 24, 1968, p. 25. The Gallup Poll 
found that 8 out of 10 Americans opposed a tax hike, with 
opposition about equally divided between Republicans and 
Democrats. The same poll found that 9 4 percent of the pub
lic expected Congress to enact a tax increase. 
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reformulation in 1967 was in the interests of legitimation, 

as most of the membership of the Committee saw it, because 

the road to majority building for a tax increase in the 

House was through Executive initiated expenditure reductions. 

The Committee's Position and 
the "New Economics" 

Where did the "new economics" fit into the Commit

tee's position? Essentially, the Committee majority was 

expressing the same conservative, orthodox outlook in 1967 

that it was in 1963-64. In 1967 and 1968 Mills reiterated 

his view that the policy that was needed was long-range tax 

reduction—a continuation of the 1964 policy. This reduc

tion should be coupled, he thought, with restraint in govern

ment spending in order to achieve balanced budgets. The 

private economy, in Mill's view, should carry the burden of 

growth. Mills thought that the "new economists" had empha

sized spending more to initiate new programs. He said, "now 

I've been accused of having bought the new economics, but I 

53 haven't changed my ideas about government spending." 

Indications are that Byrnes and Curtis shared this same per

ception of the "new economics." In his September 25, 1967 

speech, Congressman Byrnes went out of his way to hurl a 

barb at Walter Heller, one of the most important proponents 

of the "new economics." B/mes criticized Heller for the 

53. The New York Times, February 25, 1968, Section 
VI, p. 76. 
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latter1s indictment of the Ways and Means Committee's delay 

in passing the surcharge. Byrnes implied that Heller and 

those like him were erring in not asking for spending re-

54 straint along with the tax increase. Thomas Curtis scored 

the "new economics in the hearings, stating that the "new 

economists" were applying the same medicines (deficits) to 

"chills" and "fevers" alike.^ 

But where the "new economics" clashed with Committee 

adherence to financial orthodoxy in producing the 1964 Revenue 

Act, there was no actual and necessary cleavage between what 

the Committee wanted in 1967-6 8 and what the theory of the 

"new economics" called for. As Chapter 6 pointed out, one of 

the possible approaches to an overly expansionary economy is 

to reduce the government's sector of the spending-demand 

cycle. This would have been especially true during the period 

under consideration because the increase in government spend

ing was the major cause of the economic difficulty. The Com

mittee members, in hurling charges at the "new economics" 

should have properly indicated instead the spokesmen for the 

theory. The "new economics" did not necessarily say that the 

way to attack the fiscal-economic situation after 1965 was 

through revenue but not expenditure policy. The Johnson 

54. Byrnes, op. cit. 

55. U.S. House, Ways and Means Committee on the Tax 
Proposals of the President . . ., op. cit., Part 1, p. 158. 
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Administration itself conceded, in the August 3, 1967 policy 

statement, that restraint in government spending would play a 

part in its policy. The crux of the problem was that the 

proponents of the "new economics" were generally more liberal, 

and they were reluctant to give up expansion of government 

activity because of their interests in social programming. 

The result was a greater emphasis on revenue than expenditure 

policy. The Ways and Means Committee, especially its Chair

man and the Republican membership, were more conservative in 

outlook, desiring a lesser role in society for government. 

Therefore, when it came time to restrain the economy in 1965-

68, it was entirely logical and predictable that the Committee 

would turn to expenditure policy rather than revenue policy 

exclusively. 

In essence, the Ways and Means Committee had remained 

fairly consistent in its assumptions of finance orthodoxy. 

The consistency of these assumptions, however, caused the 

Committee to run with and against basic "new economics" 

theory, depending upon the fiscal situation at hand. In 1963-

64, the Committee was really running against the theory, and 

a conservative, orthodox rationalization was developed before 

the Committee would accept the tax cut. In 19 67-6 8, the 

assumptions of the Committee, although still conservative, 

did not run counter to what the "new economics" called for 

under those circumstances. The political delays caused by 
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intense bargaining between Executive and Congress caused 

problems in timing as far as the application of restraint was 

concerned. One could not say, however, that only the Johnson 

Administration was consistent with "new economics" theory in 

calling for a tax increase while Congress and the Ways and 

Means Committee was not consistent with the theory in calling 

for reductions in spending and government activity. The dif

ferences were over timing, emphasis, and rationalizations. 

Openly, of course, the Administration had pretty well accepted 

the "new economics," and its arguments for a tax increase were 

consistent with the theory. The Ways and Means Committee had 

adopted an approach not inconsistent with the theory, but its 

justification was conservative and orthodox just the same. 

Executive-Congressional Bargaining: 1967 

The remainder of 1967 saw the struggle between the 

Ways and Means Committee, but more especially its Chairman, 

intensify, as the Committee held up action in order to 

squeeze unspecified cuts from the Administration. 

The Administration only very reluctantly fell in line 

with Committee expectations, and the "tug of war" which 

ensued was often frustrating and bitter. Shortly after the 

Committee tabled the proposal in October 1967, the spokesman 

for the Administration expressed their feelings. Charles J. 

Zwick, the Assistant Director of the Bureau of the Budget and 

soon-to-be Director, hurled a challenge at the Congress: 
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The Congress "has established procedures for modifying his 

[Johnson'sj request. If Congress really believes that it can 

substitute additional expenditure reductions for part or all 
r  / *  

of the surtax, it should take the necessary action." One 

gets the distinct impression, however, that the Administra

tion did not want reductions at all, since the budget as 

presented was defended all along the line: 

That budget was carefully drawn, fiscally respon
sible and prudent. It represented a reduction by the 
President of $27 billion from the requests made by 
the civilian agencies and the military services. I 
believe then and I believe now that at that time the 
administration's budget represented the best alloca- ̂  
tion of Federal resources to meet the Nation's needs. 

Nevertheless, if reduction had to come—as the Ways and Means 

Committee and Mills demanded—the Executive expected the Con

gress to do the unpopular slashing. In Johnson's words: 

The historic power of the Congress over the 
appropriations process is a sound tradition. The 
appropriations process is far preferable to a pro
cedure which imposes an over-all expenditure limita
tion inconsistent with prior subsequent appropriations 
action which explicitly assigns to the President blank 
check power to make wholesale reductions in expendi
tures without the approval or checks of the Congress. 
• • • 

The President cannot take over the appropriations 
process. The executive branch cannot impound appro
priations until both Houses of the Congress are in 
agreement and have passed the appropriations to be 
impounded.58 

56. Congressional Quarterly Almanac, 1967, p. 653. 

57. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of October 
5, 1967, pp. 894-895. 

58. Ibid., pp. 896-897. 
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The Resumption of Hearings 

The October motion of the Ways and Means Committee to 

lay the tax proposal on the table implied that hearings would 

be resumed if the Administration had anything new to offer by 

way of spending reductions. Despite President Johnson's 

desire to lay the burden of cutting the budget on Congress, 

his Administration had revised the earlier proposal by the 

last of November 1967. The Ways and Means Committee agreed 

to meet on November 29, 1967 to hear testimony from Fowler, 

59 Schultze, and Martin. The hearings took on added signxfi-

cance because of the British devaluation of the pound ster

ling on November 18, 1967. This devaluation placed new 

stress on the dollar, thus adding to Administration arguments 

for the surtax proposal.^ 

Secretary of the Treasury Powler led off the testi

mony on November 29, 1967. The Administration plan was un

veiled: the tax increase proposals of August were repeated 

but a second section with statutory reductions in spending 

were included. The proposed reductions amounted to: 

A 2-percent reduction in the January budget 
estimates for personnel compensation and benefits, 
plus a 10-percent reduction in such estimates for 
controllable programs other than personnel compensa
tion and benefits. . . . 

59. U.S. House, Ways and Means Committee on the 
President's 1967 Surtax Proposal: Continuation . . ., op. 
cit. (in one part). 

60. Congressional Quarterly Almanac, 1967, 653. 
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For the Defense Department, the reduction is 10-
percent of the new obligational authority requests in 
the January budget excluding special Vietnam costs.61 

The overall impact of the proposal would be to reduce spend

ing by over $4 billion in fiscal year 196 8. Combined with 

the proposed tax increase of $7.4 billion for fiscal 1968, 

the reduction in the deficit would be $11.5 billion. "The 

plan that we have before you today," Fowler said, "is our 

best answer to resolving the procedural dilemma that has con-

6 2 fronted all of us since August 14." Secretary Fowler 

stressed the necessity of action because of the international 

financial crisis. The dollar, Fowler warned would be weak

ened unless Congress restored some confidence by enacting the 

fiscal program suggested. Budget Director Schultze stuck 

mainly to an explanation of the budgetary impact of the pro-

6 3 posal. Schultze asserted that the Administration was 

indeed trying to meet the expectations which the Committee 

had of the Executive: 

What the President—what we are proposing now, 
is a move for the Congress to join with the Execu
tive in reducing expenditures. You recall that the 
language which this committee adopted recessing the 
earlier tax hearings looked toward the development 

61. U.S. House, Ways and Means Committee on the 
President's 1967 Surtax Proposal: Continuation . . ., op. 
cit., pp. 8-9. 

62. Ibid., p. 9. 

63. Ibid., pp. 15-16, 30-35. 
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of a joint congressional-administration approach to 
this. This is what we are doing.64 

William Martin, the Chairman of the Federal Reserve Board, 

followed Fowler and Schultze, stating that the large deficit 

would have further deleterious effects on interest rates and 

prices; therefore, the tax increase and budget reduction 

65 package shpuld be enacted, he said. 

The Ways and Means Committee, through the action of 

Chairman Mills with the concurrence of Byrnes, adjourned the 

hearing without taking any action. The Committee's leader

ship was not satisfied with the amount of spending reduction 

suggested. Byrnes stated that the President should go ahead 

with as many expenditure cuts as possible, but the new pro

posal, he said, was simply a "re-run" and not a meaningful 

6 6 reduction. Chairman Mills, the real power on the Committee, 

concluded the hearings by saying that the proposal was in

adequate but showed some progress: 

It seems to me that the position we are in shows 
an increasing awareness on the part of the admini
stration of the need for expenditure cuts. I think 
we are making progress, but I feel that we still 
have some distance to go. 

I would hope we could have a larger reduction in 
fiscal year 196 8 than has been outlined here. I am 

64. 

65. 

66. 

Ibid., p. 56. 

Ibid., pp. 38-41. 

Ibid.., pp. 55-60, 80. 
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just as concerned about expenditure levels in the 
fiscal year 1969.67 

Mills indicated that he was still not convinced that the 

inflation was "demand-pull" instead of "cost-push" (due to 

6 8 increases in per unit labor costs). The Chairman was care

ful not to state exactly what would please him so as to pro

tect his ability to bargain with the Administration. 

In proposing specific budget reductions, both the 

Administration and the Committee realized that such a pro

posal was also a direct concern of the House Appropirations 

Committee. Mills said he would be "very, very loath to get 

69 into the jurisdiction of any other committee." For this 

reason, Mills suggested that the Administration propose the 

70 package to the House Appropriations Committee. The 

Administration did so, and the second section of the proposal 

which contained the spending reductions became law in 

71 December 1967. This action had no bearing on the Ways and 

Means Committee's adamant stand, however. As we shall see, 

the role of the House Appropriations Committee as an agent of 

67. Ibid., p. 199. 

68. Ibid., p. 200. 

69. Ibid., p. 190. 

70. Ibid., p. 200. 

71. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Statement of the President after Signing 
Joint Resolution Providing for Continuing Appropriations 
Fiscal Year 1968, December 19, 1967, p. 1174. 
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compromise between the Ways and Means Committee and the 

Administration became crucial to final acceptance of the sur

charge. The statements of the Ways and Means leadership in 

November 1967 hearings served to presage the acceptance of 

such a role for the Appropriations Committee by Ways and 

Means. 

As 1967 came to an end, the impasse between the 

Administration and the Ways and Means Committee had not been 

broached. President Johnson expressed the belief that the 

passage of the $4 billion plus reduction in December 1967 was 

enough to justify the tax increase and to satisfy the demands 

72 of the Ways and Means Committee. Chairman Mills, however, 

indicated that he would not end the drive to enact further 

spending reductions. His one concession to the Administra

tion was to promise that the Committee would again consider 

the tax proposal in January 196 8. This concession came only 

after a meeting between Fowler and Mills in Mills' office. 

The Secretary wanted assurances that the Chairman was not 

going to let the bill die in the interests of international 

73 financial security. 

72- Ibid., p. 1175. 

73. The New York Times, December 16, 1967, p. 1. 
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Congressional-Executive 
Bargaining: 19 6 8 

The first half of 1968 was a period in which the 

major differences between the Administration and Congress 

over fiscal policy were resolved. The Ways and Means Com

mittee, under the stern personal direction of Mills, held 

out until the very last, thus helping to force reductions in 

government spending. In January, 196 8, President Johnson 

outlined fiscal policy for fiscal year 1969. As war spend

ing and economic expansion continued unabated and the balance 

of payments problem worsened, the President called the anti-

inflation tax surcharge the most "urgent" busines before the 

74 Second Session of the Ninetieth Congress. The President 

warned of dangerous consequences if Congress failed to pass 

the surcharge bill: 

Prices are rising. Interest rates have passed 
the peak of 1966; and if there is continued inaction 
on the tax bill, they will climb even higher. 

I warn the Congress and the Nation tonight that 
this failure to act on the tax bill will sweep up 
into an accelerating spiral of price increases, a 
slump in home-building, and a continuing erosion of 
the American dollar.'5 

74. Public Papers of the President, Lyndon B. 
Johnson, op. cit., Statement by the President Outlining a 
Program to Deal with the Balance of Payments Problem, January 
1, 1968, p. 9. 

75. Ibid., Annual Message to the Congress on the 
State of the Union, January 17, 1968, p. 31. 
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Hearings Resume 

Pursuant to Mills' promise of December 1967 to hold 

additional hearings in January 1968, the Ways and Means Com

mittee met to hear Administration testimony on January 22 and 

23, 196 8. The "quadriad" (Fowler, Schultze, Ackley, and 

Martin) went before the Committee to carry President Johnson's 

general appeal through specific arguments. 

Although President Johnson would not present the 

7 6 
fiscal 1969 budget until January 29, 1969, Fowler and 

Schultze gave the Committee an advanced look at the new bud

get. Secretary Fowler outlined spending for controllable 

civilian programs which was only "slightly higher" than the 

"already tight" outlays for fiscal 1968. The Secretary pro

jected a budget deficit lower than that in fiscal 1968, but 

he thought that the tax increase would still be necessary to 

keep the deficit to an acceptable level of $11.8 billion 

under the older Administrative budget concept. Fowler 

alluded to reductions already made in the fiscal 1968 budget 

77 of $4.3 billion. Finally, he struck out at the budget 

slashers: "It is not realistic from a standpoint of timing 

76. Ibid., Annual Budget Message to the Congress, 
Fiscal Year 1969, January 29, 1968, pp. 39-41. 

77. U.S. House, Ways and Means Committee on the 
President's 1967 Surtax Proposal: Continuation of Hearing, 
90th Congress, 2nd Session, 1968 (Washington, D.C.: Govern
ment Printing Office), p. 3. 
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or amounts to expect to achieve this scale of deficit 

reductions by cutting expenditures—as long as military ac-

7 8 tivities at their present level persist in South Vietnam. 

The Secretary presented a draft bill to the Committee, but 

79 the proposal contained only new dates for the tax surcharge. 

The second section that had been presented in November 1967 

to enact expenditure control had been deleted because of its 

earlier passage. The Administration was obviously not going 

to present a package for mandatory reduction according to 

some percentage figure. 

Schultze, Ackley, and Martin followed Fowler in 

pushing the tax surcharge. Inflation, interest rates, and 

the soundness of the dollar was of major concern to the Pres

ident's spokesmen. Martin outlined a deteriorating balance 

of trade picture which was weakening confidence in the dollar 

abroad. This confidence could be restored, he asserted, if 

inflation were tempered at home by the tax increase. Gardner 

Ackley, the Chairman of the Council of Economic Advisers, 

forecast faster growth in demand followed by higher prices 

and a possible future recession of the tax increase were not 

.  j  80 enacted. 

78. 

79. 

80. 

Ibid. 

Ibid., pp. 13-22. 

Ibid., pp. 22-40. 
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The Committee, after hearing these prepared statements, 

questioned the spokesmen extensively. It was clear that the 

Committee was not yet willing to give in. Byrnes, who had 

joined forces with Mills in opposing the tax without fiscal 

restraint, expressed his disenchantment with the Administra

tion : 

Frankly, I am beginning to get a feeling that 
this is becoming an exercise in frustration. We 
specifically considered this matter three times last 
year and the committee went into it a number of other 
times.... 

I am searching but I have not been able to find 
any change in either the attitude or the atmosphere 
in which this matter is being presented. 

Neither the tenor of the President's State of the 
Union Message nor the figures in your budget show 
much change in attitude that I can find. They give 
no real sense of urgency nor certainly any sense of 
real restraint. They reflect an attitude of spend 
and spend and tax and tax and elect and elect.°1 

Byrnes wondered out loud why the two-edged sword of spending 

reduction and taxation had not been used on the reduction 

side. Fowler replied that "the knife has come down" and that 

8 2 the "cut has been made." Thomas Curtis followed with a 

lengthy discussion of the budget figures. He disagreed with 

Schultze when the latter referred to the expenditure content 

of the budget as "rigorous." Curtis was of the opinion that 

the Administration was placing all of the emphasis on Con-

8 3 gressional action and not action by the Administration. 

81. Ibid., p. 51. 

82. Ibid., pp. 52-53. 

83. Ibid., p. 109. 



313 

After permitting the other members of the Committee to 

question the Administration's spokesmen, Mills concluded the 

hearing with extensive probes of his own. Mills' position had 

tempered slightly, especially in his appreciation of the econ

omic hazards outlined by the Administration. It appeared that 

the Chairman was beginning to accept the thesis that the 

threat could be "demand-pull" inflation instead of "cost-

push." Mills' change in tone was clear: 

Let me congratulate all of you first, if I may, 
on the manner of your presentation of these arguments 
that you have made. Very frankly, I think you pre
sented more of a case of existing dangers without a 
tax bill on this occasion than you have on some past 

84 occasions.04 

The Chairman, however, was not ready to give in. Mills per

ceived of the Ways and Means Committee as a court in a trial, 

with himself as the people's attorney, in which the "federal 

8 5 government versus the taxpayer." After going over economic 

and budgetary facts, it was clear that the Chairman considered 

the Administration's case inadequate on its merits: "Then 

the question arises—it has in my mind repeatedly—whether or 

not the plaintiff in this case comes to the court with hands 

8 6 as clean as they ought to be." Mills stated that he did 

not feel that taxation could be increased solely on the basis 

84. 

85. 

86. 

Ibid., p. 129. 

Ibid. 

Ibid., p. 152. 
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of predictions. The American people, he asserted, did not 

like tax increases, especially if the government did not have 

8 7 its "house in order." Mills continued with the court 

analogy: "... I am the attorney now for the taxpayers in 

this case, and I am just trying to find out whether or not 

you and I have done the best job we can do to go to that tax

payer and say, 'Here, we want more money out of your pocket.1" 

The Chairman restated his position that he was trying to be 

consistent with the pledge of the 1964 Revenue Act in reducing 

the role of government and easing the heavy burden of taxa-

89 tion. In the final analysis, the "attorney for the people" 

was not satisfied with "plaintiff's" case presentation. Mills 

concluded his probe with the verdict: 

Now, I believe very strongly that we must guard 
against, in our rapid desires to solve problems, the 
creation of a monstrous system of taxation that serves 
to kill the goose that lays the golden egg, or serves 
to skin the lamb that we can shear every year, if we 
care, but can skin only once. 

Maybe that is old fashioned, maybe it is ridicu
lously out of date. I am sure it is. But I hope that 
you will take another look at this situation as we 
look at other legislative matters here for a few 
days, and tell us whether or not some additional 
amount of this increment of revenues under existing 
taxes might be used to reduce this deficit as we go 
into 1969. 

87. 

8 8 .  

89. 

Ibid.., p. 153. 

Ibid., p. 156. 

Ibid., pp. 157-159. 
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I think if we make a more diligent effort in this 
area that the taxpayer, even though he may be very 
reluctant to have the decision against him in this 
case, would set out to strike or do something else in 
the process of having it done to him. 

But I do not believe that we have yet established 
a case that we have done the best we can. I am very 
frank.90 

The reaction of the "Plaintiff" was predictable: "Mr. 

Schultze clenched his jaw and softly threw his pencil down on 

the writing table. For just an instant, Secretary of the 

91 Treasury Henry Fowler buried his face in his hands." 

The Chairman, however, did not deny the case for the 

"plaintiff" in its entirety. He stated that it would be pos

sible for the Committee to proceed with consideration of that 

part of the proposal which sought to continue excise taxes at 

existing rates and accelerate selected income tax payments. 

The effect of committee inaction wo.uld have been to actually 

reduce taxes, since certain excise taxes were slated to go 

down on April 1, 1968. The Committee's main concern was to 

be the Administration's balance of payments program after the 

January hearings, and the implication was that it would be 

March 1968 before the surcharge proposal would be reconsi-

92 dered. As we shall see, however, the simple move to con

tinue excise taxes at existing rates took on new importance, 

90. Ibid., p. 162. 

91. The New York Times, January 24, 1968, p. 25. 

92. Ibid., p. 1. 
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as the Senate amended the measure to include the surtax 

request and spending reduction. 

The House Acts 

On February 23, 1968, the Ways and Means Committee 

reported out HR 15414 on a bipartisan basis—both Mills and 

93 Byrnes sponsored the bill on the floor. The bill, which 

would raise $1.1 billion in revenue for 1968 and $3.1 billion 

in 1969, continued until December 31, 1969, existing excise 

taxes on cars and telephones and placed corporations on more 

94 of a pay-as-you-go basis. 

The Committee concluded that it would be "inappropri

ate" to permit tax reduction in the face of a huge federal 

95 • • deficit. However, the Committee made clear that its action 

did not assure the death of the tax surcharge: "While your 

committee is limiting its action in this bill to these pro

posals of the administration, this is not intended to preju

dice possible further action with respect to other tax 

recommendations which have been proposed by the administra-

96 tion." With no opposition voiced on the floor and 

93. Congressional Quarterly Almanac, 1968, p. 267. 

94. U.S. House, House Report 1104 (to accompany HR 
15414, Tax Adjustment Act of 1968), 90th Congress, 2nd Ses
sion, 1968 (Washington, D.C.: Government Printing Office), 
p. 1. 

95. Ibid., p. 2. 

96. Ibid. 
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very little discussion, the House passed the bill by voice 

97 vote on February 29, 19 68. 

The leadership of the Ways and Means Committee took 

this as an occasion to further elaborate their stand on the 

surtax proposal. Chairman Mills stated that this action did 

not foreclose further consideration of the surtax, but that 

when a decision would be reached was "uncertain." Mills 

called again for "action evidencing firm control over the 

expenditure side of the budget in both spirit and deed." He 

mentioned some "improvements" but not enough to justify the 

tax increase. Finally, the Chairman mentioned three factors 

which could influence his decision to delay the surcharge or 

act on the measure: (a) an acceleration of Vietnam expendi

tures, (b) the development of "demand-pull" rather than "cost-

push" inflation, and (c) a worsening of the international 

financial situation. Mills stated that a "tax increase not 

accompanied by rigorous expenditure control in my view is of 

questionable value." He cited economic indicators in trying 

to stress that demand was still slack, and price increases 

98 were due to "cost-push." 

The Republican view, in harmony with the majority of 

Ways and Means Democrats, was stated by Byrnes and Curtis. 

97. Congressional Record, Vol. 114, Part 4, 90th 
Congress, 2nd Session, 1968, p. 4713. 

98. Ibid., pp. 4704-4705, 4709. 
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Byrnes asserted that we were in a "fiscal mess" but that the 

legislation had to be passed because of impending deficits 

which were "not only intolerable" but "irresponsible." Thomas 

Curtis attacked those who were accusing Chairman Mills of 

being "obstinate" in holding up the surtax. Mills, he said, 

was supported by the "heavy majority" of the Ways and Means 

Committee and the House which accuratley reflected the Ameri

can poeple. To Curtis, the Administration was the one in 

"error" in not reducing the deficit through expenditure cuts. 

Curtis alluded to the greater multiplier effect of expendi

ture reduction in attacking inflation. The first priority, 

Curtis said, was to get a spending cut provision and then a 

99 tax increase might be considered. 

The Surtax Gains New Life: Senate Action 

After approval by the House, HR 15414 was sent to the 

Senate for consideration. In the Senate, the fiscal package 

of a tax increase and spending cuts was approved. The House 

was then put in the position of accepting these extensive 

amendments in the conference consideration. The Senate's 

action began with hearings before the Senate Finance Committee. 

Senate Finance Committee Consideration 

The Senate Finance Committee held hearings on March 

12, 13, and 14, 1968. Secretary of the Treasury Fowler and 

99. Ibid., pp. 4707-4711. 
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the new Director of the Bureau of the Budget, Charles Zwick, 

were the major witnesses. Fowler and Zwick reiterated the 

necessity for having the tax surcharge in addition to the 

excise tax and acceleration of payments action. Fowler made 

it clear that, in spite of his attention to the "normal pro

cess" of getting the surtax, he and the Administration would 

welcome any action (by the Senate Committee or otherwise) that 

would increase taxes. When asked if he wanted the Senate 

Finance Committee to add the surtax, Fowler replied: "I am 

for a prompt enaction of the surtax by whatever the proce

dures the Congress and the House may concert together to 

achieve that result. it was clear that the long delay 

in passing the tax bill was forcing the Administration to 

alter somewhat its respect for the policy role of the Ways 

and Means Committee. This action was in marked contrast to 

the history of the 1964 Revenue Act, when the Executive 

expressed reluctance to making any change in the bill during 

Senate consideration. 

The Senate Finance Committee was divided on the matter 

of whether or not to attach a surtax proposal to the single 

House bill. Those who opposed such a move by the Committee 

did so on the basis of respect for the prerogatives of the 

100. U.S. Senate, Finance Committee on the Tax 
Adjustment Act of 1968, 90th Congress, 2nd Session 1968 
(Washington, D.C.: Government Printing Office), p. 1. 

101. Ibid., p. 132. 



320 

House Ways and Means Committee. The fear among those who 

held this viewpoint was that any Senatorial action would not 

only kill the surtax but endanger future comity between House 

and Senate. Senator Frank Carlson (Republican of Kansas), a 

one-time member of Ways and Means, expressed this viewpoint: 

Well, as one member of this committee I think I 
fully appreciate the fiscal problems, internationally 
and domestically, but I would be one member that would 
vigorously oppose any addition of surtaxes to the pend
ing bill for two reasons. One is I served as a member 
of the House Ways and Means Committee for a good many 
years and I know their feeling on their prerogatives. 
I know the feeling that the committee should initiate 
taxes generally. As a matter of fact, every member of 
this committee that is on a conference knows the dif
ficulty we have every time we add tax matters to a 
House-passed bill and I have helped do it so I am 
guilty myself. If we should add this, I think, first, 
it would really endanger the comity between the House 
and Senate when it comes to future tax matters. This 
is not the last tax bill. We are going to have many 
of them in the future. Second, I should not support 
just a tax increase without some assurance and some 
definite commitments on a reduction in expenditures as 
the distinguished Senator from Delaware stated.102 

Senator Russell B. Long (Democrat of Louisiana), the Senate 

Finance Committee Chairman, took a similar position: 

The Chairman. In my judgment, insofar as the sur
tax is concerned, it will not help, it will huz"t to 
try it in the Senate at this time when the House for 
its own reasons— 

Secretary Fowler. Senator Long, I am allocating 
my time 7 hours a day on the House side and 1 hour a 
day on the Senate, so I am trying to go through the 
normal processes. 

The Chairman. All I am saying, Mr. Secretary, is 
that I see no indications from the House that they 

102. Ibid., p. 132. 
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would like for us to act on that surtax first. That 
being the case, my guess is, it would not do anything 
but prejudice your case for a surtax to ask the 
Senate to act on it first. 

Those Senators who were generally for Senate action 

felt that it was not improper procedure in bypassing the 

Ways and Means Committee. While being careful to avoid hurl

ing diatribes at the Ways and Means Committee, both Senators 

Carl T. Curtis (Republican of Nebraska) and George Smathers 

(Democrat of Florida) stated this viewpoint. First, Senator 

Curtis: 

Now, one other brief question. I have the highest 
regard for the Committee on Ways and Means. I think 
it is probably the top committee on the Hill, but I 
point out historically that action by the Committee 
on Ways and Means is not essential to tax legislation, 
and I call attention to the fact that in the Eisen
hower administration, the excess profits tax was 
extended for 6 months when no bill had been reported 
out of the Committee on Ways and Means. . . .104 

Senator Smathers, in disagreeing with Chairman Long on the 

matter, devoted special attention to the central role of 

Wilbur Mills in the delay: 

I cannot believe that it was the intention of the 
founders of this Government that the great mass of 
the Members of the Congress should be left helpless 
to act. Or to put it another way, left in a position 
where they could not act merely because one or two 
men, no matter how much admired or how much respected, 
take a rather adamant position in terms of saying they 
did not believe the time has come to act. Even in the 
case of civil rights legislation, you can get cloture 
on filibusters. Nobody has ever contested the right 

103. Ibid.., p. 68. 

104. Ibid.., p. 98. 
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of the Senate to amend and the Senate does have the 
right to amend tax measures passed by the House of 
Representatives. 

I do not believe anybody has a higher regard for 
Wilbur Mills than do I, but on the other hand I 
represent Florida. They did not send me up here to 
ask Wilbur Mills what I ought to do. 

Now if Wilbur, whom I respect and greatly love, 
is going to take a position, I have a right to take 
a position different than his and sometime during the 
course of 6 months or 10 months or a year I should be 
permitted to have an opportunity to vote on that 
position. Particularly where I think it is so serious 
that we have to have some expression from the majority 
of the Members of Congress as to what they think. So, 
therefore, I disagree with my beloved and respected 
chairman of this committee that we should do nothing 
but await some action from the House.105 

At the same time the Senate Finance Committee was 

considering the possibility of the surtax addition, the United 

States faced a critical situation in the international gold 

market. This was the "trigger" to Congressional action 

"according to most observers," as two "fiscal conservatives," 

Senator George Smathers and Senator John J. Williams (Repub

lican of Delaware and the ranking Republican on the Senate 

Finance Committee), moved in the Senate Finance Committee to 

106 adopt a spending-taxing package. Senator Smathers proposed 

an amendment to add the 10 percent tax surcharge as part of 

the bill. The move was defeated by a vote of 5-12. Senator 

Williams proposed a similar amendment which included a 

105. Ibid., p. 68. 

106. Congressional Quarterly Almanac, 1968, p. 263. 
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spending cut of $8 billion for fiscal year 1968 and 1969. 

This move was also defeated, the margin being a close 9 to 8. 

The defeat of these measures did not necessarily mean that 

the Committee opposed the tax or spending package, as some of 

the negative votes, including Chairman Long's, were predicated 

on the belief that the Senate was usurping a prerogative of 

107 the House and its powerful revenue committee. Senator 

Williams vowed to take the fight to the Senate floor after 

X 0 8 the defeat. Smathers was intent on doing the same with his 

proposal. The Senate Finance Committee reported the bill 

109 substantially like the House version on March 15, 1968. 

Senate Floor Action 

Senators Smathers and Williams made good on their 

promise, and they co-sponsored a taxing-spending reduction 

package as a substitute bill for the Senate Finance Committee 

report."*""^ The Smathers-Williams' proposal would (a) set a 

spending ceiling of $180.1 billion on fiscal 1969 spending 

(this figure was based on the new budget which included the 

107. The New York Times, March 15, 1968, p. 1.; 
Congressional Quarterly Almanac, 1968, p. 263. 

108. The New York Times, March 15, 1968, p. 1. 

109. Senate Report 1014, op. cit. 

110. Congressional Record, Vol. 114, Part 6, 90th 
Congress, 2nd Session, p. 7408. 
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administrative budget plus other items such as the social 

security trust fund), and (b) impose a surcharge of ten per

cent on individual and corporate income. The spending cuts 

would amount to $6 billion since President Johnson had pre

sented a total budget of $186.1 billion in January 1968. The 

proposals called for reductions of $10 billion in new obliga-

111 tional authority. 

President Johnson had said just prior to the Senate 

proposals that he might consider a $3 to $4 billion reduction 

for fiscal year 1969, but Mills called this a "drop in the 

112 bucket" and wanted a higher figure on the cuts. The Con

gressional Quarterly Service stated that the Administration 

supported the Smathers-Williams proposal (or were at least 

silent), hoping to thereby dislodge the tax proposal. The 

Administration supposedly thought they could compromise away 

113 the $6 billion figure in conference. There was some specu

lation that Mills was also behind the Senate amendment, but 

for a different reason. Supposedly, Mills knew that the Ways 

and Means Committee could not incorporate the spending cuts 

in the package because that was properly under the jurisdic

tion of the House Appropriations Committee. Mills feared 

that if the increase and cuts were reported separately under 

111. Ibid. , pp. 7541-7542. 

112. The New York Times, March 17, 1968, p. 1. 

113. Congressional Quartely Almanac, 1968, pp. 269-
270. 
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different jurisdictions, the House might defeat the cut. 

With the Senate reporting the measure, however, Mills would 

have control over both the increase and the cuts in the con

ference consideration. In an interview with Congressional 

Quarterly Service, Senator Williams stated that he had no 

contact with Mills but that Mills knew of his plans through 

the operation of the Joint Committee on Internal Revenue Tax

ation and expressed no opposition. Williams had "gambled 

114 that we'd have a friend in the House and we did." 

The Senate, by safe margins, fell in behind the 

Smathers-Williams amendment with heavy Republican support. 
• 

Before voting on the compromise package, Senators Long and 

William Proxmire (Democrat of Wisconsin) offered amendments 

that would have gutted the Smathers-Williams approach. 

Senator Long opposed to both the tax and spending cuts, 

introduced an amendment which would have eliminated the 

spending restrictions from the substitute motion. He was 

115 defeated by a roll-call vote of 56-33. Proxmire intro

duced an amendment which would have struck out the surtax but 

left the spending restrictions. The Senators' proposal was 

likewise defeated by a vote of 35 to 52.^"^"^ 

114. Ibid., p. 269. 

115. Congressional Record, Vol. 114, Part 6, 90th 
Congress, 2nd Session, 1968, p. 7722. 

116. Ibid., p. 7732. 
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During the Senate debate on the fiscal program, 

President Johnson made an earnest plea for action, and, at 

the same time, withdrew from the Presidential race. The 

President's conciliatory theme carried over into his appeal 

for a tax hike: "The passage of a tax bill now, together 

with expenditure control that the Congress may desire and 

dictate, is absolutely necessary to protect this Nation's 

security, to continue our prosperity, and to meet the needs 

117 of the people." The President seemed to be saying that 

he would accept a reasonable spending limitation in return 

for the tax increase. What the exact impact of the Presi

dent's move was on the course of events cannot be determined. 

The following Tuesday, April 2, 1968, the Senate, however, 

accepted the Williams-Smathers amendments by a vote of 53 to 

35 and passed HR 15414 as amended by a vote of 57 to 31. 

Conference Action 

Most of April and some of May 1968 was consumed by a 

deadlock in conference committee. Complex negotiations and 

bargaining between Senate and House leadership and the 

117. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's Address to the Nation 
Announcing Steps to Halt the Vietnam War and Reporting His 
Decision not to Seek Reelection, March 31, 1968, p. 472. 

118. Congressional Record, Vol. 114, Part 6, 90th 
Congress, 2nd Session, p. 8567. 
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119 Administration finally produced agreement on May 9, 196 8. 

Chairman Mills and the Ways and Means Committee were 

once again in the act, and under Mills' leadership delay was 

once again used to get concessions out of the Administration 

and the conference committee. Mills was not satisfied with 

the amount of spending reducttions ($6 billion in 1969 fiscal 

spending) in the Senate bill—he wanted a greater reduction. 

In a special White House conference which included Mills, 

President Johnson expressed the belief that the Senate's 

reductions were too high, suggesting a $5 billion reduction 

120 in fiscal 1969 spending as a possibility. What had to 

occur, then, was a compromise that would lead to agreement 

between what Mills wanted and what the Administration wanted. 

Mills, of course, was more interested in more than a simple 

reduction in fiscal year 1969 spending; therefore, he was not 

too pleased with either the Senate move or the amount sug

gested by the president. In line with his earlier position, 

he wanted more long-range reductions. 

Throughout much of April, the conferees jockeyed over 

a possible compromise, with Secretary Fowler sitting in on 

121 the discussions. In the final analysis, however, the 

119. The New York Times, May 10, 1968, p. 1. 

120. Ibid., April 2, 1968, p. 33; April 5, 1968, p. 
71. 

121. Ibid., April 10, 1968, p. 30. 
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House Appropriations Committee, chaired by George Mahon 

(Democrat of Texas), was to play the key role in reaching a 

compromise agreement. President Johnson suggested that Mills 

himself initiated such a role for the Appropriations Commit-

122 tee. On April 30, 196 8, President Johnson met with key 

Congressmen involved in the disagreement, including Mills and 

Mahon. Agreement between the Administration and the Appro

priations Committee was ostensibly reached over long- and 

short-run spending reduction. The formula was to be labeled 

the "10-8-4." That is, the cuts were to be $10 billion in 

appropriations requested in January 196 8, and $8 billion 

reduction in past appropriations, and a $4 billion reduction 

in 1969 fiscal year spending. Mills, still holding out for 

123 an unspecified amount, remained silent on the proposal. 

The House Appropriations Committee - formalized its support for 

the formula on May 1, 196 8, by a 20 to 0 vote, with Committee 

Republicans abstaining. Mahon thought that this move would 

124 "break the deadlock" between the President and Congress. 

This is just what happened. Chairman Mills, it will be 

recalled, was concerned over the exact role of the 

122. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of May 3, 
1968, p. 560. 

123. The New York Times, May 1, 19 68, p. 24; May 2, 
1968, p. 1. 

124. Congressional Quarterly Almanac, 1968, p. 274. 
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Appropriations Committee in the legislation. He wanted to 

avoid a jurisdictional dispute and preserve the taxing powers 

of the Ways and Means Committee. This action by Appropria

tions would free Mills from that concern. He could add the 

spending restraints with the knowledge that he had the general 

backing of the powerful Appropriations Committee. In addition, 

the "10-8-4" formula was a step in the direction of a restric

tion on long-term obligational spending and not just a defer

ral in 196 9 spending. 

President Johnson did not let up his pressure on the 

deadlocked conferees, and he issued strong statements, urging 

the passage of the tax bill, on May 3 and May 5, 196 8, and 

attacking those who were holding up the bill. The attacks 

were most likely directed at Mills for failing to endorse the 

125 Administration-House Appropriations' compromise. In his 

May 3, 196 8 News Conference, Johnson described the bargaining 

which had taken place and struck out at Congress for not 

acting: 

But I think the time has come for all members of 
Congress to be responsible and, even in an election 
year, to bite the bullet and stand up and do what 
ought to be done for their country. . . . 

If they want to effect reductions, then as each 
appropriation bill comes up, they can offer their 
amendments like men out on the floor, and call the 
roll. But don't hold up a tax bill until you can 

125. The New York Times, May 5, 1968, Section IV, 
p. 3. 
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blackmail someone else into getting your own personal 
viewpoint over on reductions.126 

President Johnson followed on May 5, 196 8 with the release of 

a letter which had been sent to the Speaker of the House, 

John W. McCormack (Democrat of Massachusetts), on May 4, 1968. 

Johnson labeled delay on the tax bill a "ticket to disaster," 

called the budget "lean," but said he would reluctantly accept 

127 the Appropriations Committee formula. 

The Ways and Means Committee was called into session 

on May 6, 1968 to consider the tax proposal. By a bipartisan 

vote of 17 to 6 the Committee approved the "10-8-4" formula. 

Two Democrats abstained and Republicans Schneebeli, Battin, 

128 Conable, and Bush voted with the Democratic majority. The 

Committee, according to the resolution, "acted in the light 

of existing critical domestic and international fiscal situa-

129 tion." The Republicans had attempted to put in a $6 

130 billion spending reduction for fiscal year 1969. J Mills, 

however, apparently wanted to stick to the "10-8-4" formula 

126. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., the President's News Conference of May 3, 
1968, p. 562. 

127. Ibid., Letter to the Speaker of the House Urging 
Immediate Action on the Surcharge, May 5, 1968, pp. 565-566. 

128. The New York Times, May 7, 1968, p. 1. 

129. Congressional Quarterly Almanac, 1968, p. 274. 

130. The New York Times, May 7, 1968, p. 1. 
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and make any revision in conference so as not to appear that 

the Ways and Means Committee was directly contravening the 

Appropriations Committee. On May 9, 19 68, the conferees 

reached agreement and, indeed, the "10-8-6" formula was 

accepted. Mills sided strongly with those who wanted the $6 

billion reduction in 1969 spending. Byrnes, who had been a 

sympathetic colleague with Mills all along, sided with his 

Chairman."'"̂ ''' 

Before the bill was reported out of conference com-

132 mittee on June 10, 196 8, there was one last Administration 

backed move to order the House conferees to accept the $4 

billion spending cut. The Administration, however, was "dis

organized," as the President pushed behind the scenes for 

the motion after Secretary Fowler had already endorsed the 

133 conference agreement. Representative Burke (Democrat of 

Massachusetts and Ways and Means member) offered the resolu

tion on May 29, 1968, stating that the $4 billion cut for 

fiscal 1969 was more "reasonable." The motion was defeated, 

however, by a margin of 259 to 137, as the House displayed 

its mood of fiscal conservatism. With heavy Republican and 

131. The New York Times, May 9, 1968, p. 1. 

132. U.S. House, House Report 1533, 90th Congress, 
2nd Session, 1968 (Washington, D.C.: Government Printing 
Office)-

133. Congressional Quarterly Almanac, 1968, p. 276; 
The New York Times, May 14, 1968, p. 20. 
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Southern Democratic support, Mills, Byrnes, and Curtis joined 

134 forces in voting against Burke. On May 30, 1968, propo

nents of the conference report got the crucial endorsement 

they had been waiting for from President Johnson. President 

Johnson expressed "regret" about the $6 billion spending cut, 

but feared the "gates of economic chaos" would open without 

135 the bill. 

House Floor Consideration 

After a second delay which was initiated by Chairman 

136 Mills, the House took up the conference report on June 20, 

137 
1968. The bill had the formidable backing of both the 

Democratic and Republican leadership in Congress and the 

endorsement of the President. At the same time, a number of 

conservatives were joining liberals in opposition to the mea

sure (the former opposed to higher taxes; the latter opposed 

138 to lower spending). 

134. Congressional Record, Vol. 144, Part 12, 90th 
Congress, 2nd Session 1968, pp. 15499-15512; Congressional 
Quarterly Almanac, 1968, p. 276. 

135. Public Papers of the Presidents; Lyndon B. 
Johnson, op. cit., the President's News Conference at the LBJ 
Ranch, May 30, 1968, p. 674. The House leadership wanted 
Executive endorsement for the package, and a delay was initi
ated in floor consideration in order to get it. See The New 
York Times, May 16, 1968, p. 1. 

136. The New York Times, June 7, 1968, p. 1. 

137. Congressional Record, Vol. 144, Part 14, 90th 
Congress, 2nd Session, pp. 17960-18087. 

138. Congressional Quarterly Almanac, 1968, p. 277. 
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Chairman Mills got his usual closed rule limiting the 

debate to four hours. The vote was 321 to 86. The rule did 

139 not formalize a motion to recommit, although Thomas Curtis 

so moved at the end of the debate. 

A constitutional challenge was hurled at the confer

ence report in the form of a privileged motion by H. R. Gross 

(Republican of Iowa) before debate began. The motion directed 

the House to send the bill back to the Senate with the state

ment that the bill represented a usurpation of the power of 

the House to originate revenue proposals. Gross stated that 

HR 15414 represented "one of the most direct attempts in the 

history of the Republic" to usurp the Constitution. Thomas 

Curtis, an important Republican spokesmen on Ways and Means, 

sided with Gross. Mills, however, was joined by Byrnes and 

Gerald Ford in opposing the Gross motion. Fearing that the 

bill would possibly die if the motion were adopted, Mills 

upheld the Senate's right to amend House revenue bills. 

Mills stated that the bill (HR 15414) had originated in the 

House and did have a House number, thus filling the necessary 

constitutional requirements. Mills moved to lay the motion 

140 on the table, and he was upheld by a 257 to 162 vote. 

Chairman Mills led off discussion of the measure. 

Mills made clear that he had finally bought the Administration 

139. Congressional Record, Vol. 114, Part 14, 90th 
Congress, 2nd Session, pp. 17960-17970. 

140. Ibid., pp. 17970-17978. 
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argument about "demand-pull" inflation, and he spoke for the 

measure because of what it would do to and for the economy. 

Mills outlined the problems which the tax measure would help 

solve: 

We have a basic problem of budget deficits. 

We have a basic problem of domestic inflation. 

We have a basic problem of high interest rates. 

We have a basic problem of an imbalance in our 
balance of payments. 

And growing out of these problems, we have an 
especially serious problem of the growing concern 
over the dollar in the international markets.141 

Mills stated that the country faced as serious a fiscal prob

lem as it had ever faced, and that the House vote was one of 

142 the most important of his long tenure m Congress. 

Mills was generally supported in the discussion which 

followed his presentation. The gravity of the fiscal and 

economic'situation in the context of the war was usually the 

justification for reluctant support. One Congressman's 

agrument pretty well reflected the House: "the guns and 

butter argument has been going on since nearly the beginning 

of the war in Vietnam," and now "the chickens are coming home 

143 to roost." The bill, however, sliced the butter but oiled 

141. 

142. 

143. 

Ibid., p. 18001. 

Ibid. 

Ibid., p. 18011. 
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the gun. There were those, of course, who opposed the 

measure for a number of reasons. Thomas Curtis opposed the 

measure because he did not trust the Executive in making the 

144 specified spending cuts. Others opposed the bill because 

it was an exercise, they maintained, in continuing tax 

. . 145 inequities and hit at needed government programs. Near 

the end of the discussion, both Gerald Ford and James Byrnes 

rose in support of the bill. Their major argument, as it had 

been Mills', was that the country could not tolerate the 

economic consequences of a continuation of the "fiscal 

,,14 6 Mess." 

After rejecting the Curtis motion to recommit by 

voice vote, the House accepted the conference report by a 268 

to 150 vote margin. Only four members of the Ways and Means 

Committee opposed the measure, two .Democrats (Charles Vanik 

of Ohio and Jacob Gilbert of New York) and two Republicans 

(Thomas Curtis of Missouri and James B. Utt of California). 

Martha Griffiths (Democrat of Michigan) did not vote. House 

Republicans supported the bill by a division of 114 to 73 and 

147 the Democrats did so by a vote of 154 to 77. 

144. Ibid. 

145. Ibid., pp. 18020-18021, 18032. 

146. Ibid., pp. 18083-18086. 

147. Congressional Quarterly Almanac, 1968, p. 50-H. 
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Senate Approval 

The Senate took up the package on the following day, 

June 21, 196 8. Senator Smathers, the second ranking Democrat 

on the Senate Finance Committee, in introducing the bill, 

used the same economic arguments reflected by Mills in the 

House: the tax bill was needed to dampen inflation, ease 

14 8 interest rates, and "preserve the fabric of the dollar." 

Senator Williams, the ranking Republican on the Senate 

Finance Committee, spoke for the measure in economic terms, 

149 urging passage because the Senate had no "choice." Oppo

sition came from a number of Senators because of (a) the 

bill's continuation, in their view, of tax inequities; (b) 

the fact that the tax v/ould support the war in Vietnam; and 

(c) arguments that the tax would not have the desired economic 

150 impact. Senator William Proxmire, then Democratic Chairman 

of the Joint Economic Committee, argued against the bill 

because he feared it was too much restraint on the economy. 

He asserted that the bill was creating false hopes and was 

oversold on what it could do. Proxmire, stating the older 

Mills' thesis, said the inflation was not "demand-pull"; 

therefore, the bill would not help stop inflation. The Senate, 

148. Congressional Record, Vol. 114, Part 14, 90th 
Congress, 2nd Session, 1968, p. 18152. 

149. Ibid., pp. 18155-18157. 

150. Ibid.., pp. 18157-18159, 18164-18168. 



337 

however, voted to accept the conference report by a safe 

151 margin of 64 to 16. This was no surprise since the final 

conference report was essentially like the Smathers-Williams 

package which had been approved earlier. Republicans sup

ported the measure by a vote of 31 to 2 and the Democrats did 

so by a vote of 33 to 14. 

The Final Product 

The measure (The 196 8 Revenue and Expenditure Control 

Act) which had now passed the House and Senate had three 

titles. Title I contained the tax increases proposed by the 

Administration. The most important provision was the 10 per

cent surtax on individual and corporate income. The rates 

were retroactive to January 19 6 8 for corporations and to 

April 1, 196 8 for individuals. The surtax was set to expire 

on July 1, 1969.153 

Title II contained specific limitations on federal 

spending and the federal workforce. The level of civilian 

employees was to be pushed back to June 30, 1966 levels 

through a process of restricted hiring. There was to be a 

reduction of $6 billion in fiscal 1969 expenditures. The war, 

veterans, interest, and trust fund accounts would not be cut as 

151. Ibid., p. 18180. 

152. Congressional Quarterly Almanac, 1968, p. 348. 

153. House Report 1533, op. cit. 
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part of this reduction. New obligational authority for fiscal 

1969 was to be reduced by $10 billion. Again, the veterans, 

war, interest, and trust fund accounts were not to be included 

in this reduction. New obligational authority often stretches 

over a number of fiscal years, and was a reduction in long-

term spending in the sense suggested by Mills. Finally, the 

bill ordered the President to suggest, for fiscal year 1970, 

recommendations for reductions of $8 billion dollars in obli

gational authority already given to the Executive and which 

had not been used. The last title simply made some minor 

154 changes m the social security laws. 

The President Acts 

On June 28, 1968, President Johnson signed the 1968 

Revenue and Expenditure Control Act into law. The President 

saw the matter for what it was—the other side of the "new 

economics" application from what it had been in 1964. In 

1964, he said, we "put our foot on the accelerator," and in 

1968 we applied the "fiscal brakes." The President thought 

that the bill v/as our "insurance policy" to "protect our 

155 prosperity." 

The President closed his comment with both a criti

cism and a good word for Congress. Johnson scolded Congress 

154. Ibid. 

155. Public Papers of the Presidents: Lyndon B. 
Johnson, op. cit., Statement by the President Upon Signing 
the Tax Bill, June 28, 1968, pp. 754-755. 
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for reducing an already "lean" budget, placing the burden on 

him in reducing the fiscal 1969 expenditures, and rolling 

back government employment to 19 67 levels. But, to the Pres

ident, these distasteful measures were acceptable because he 

needed the tax increase. Johnson was aware that Congress 

had found it difficult to give in: "With the enactment of 

the tax bill, our democracy passed a critical test. Raising 

taxes is never a pleasant task, least of all in a national 

election year. But in finally acting, Congress has fulfilled 

156 an important responsxbxlity." Many would also say that 

the "new economics" had also passed a critical test," or, 

alternately, a conservative trap had been successfully sprung 

on a liberal President. 

Conclusions 

The policy role of the Ways and Means Committee in producing 

the 1968 legislation is clear: forced Executive reformula

tion of policy alternatives through the use of delays. This 

forced reformulation was initiated in the interests of (a) 

fiscal responsibility as the Committee viewed the concept, 

and (b) in the interests of gaining eventual legitimation of 

any fiscal program in the House of Representatives. 

Although the Executive's perceptions of the Ways and 

Means Committee supported an important policy role (both 

156. Ibid., p. 756. 
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formulation and legitimation), the Executive's expectations 

of the Committee clashed head-on with the Committee's own 

self-expectations and perceptions. Johnson expected quick 

action with no spending limitation. The Committee, under _ 

Mills' personal leadership, expected itself to guard the 

principles of fiscal responsibility and thus force spending 

restraints off on the Administration. The Committee's per

ception of the House as being fiscally conservative supported 

the Committee's role. The developments in 1967 and 196 8 

pretty well indicate that the House and the public did indeed 

expect the Committee to safeguard the public's purse. The 

House, characteristically, has also perceived of the Commit

tee as performing that function in a thorough manner. The 

Senate also perceived of the Committee as being fiscally con

servative, and the Smathers-Williams' package was an outright 

attempt to placate and tailor proposals to please the House 

Committee. The Senate, however, expected the Committee to 

accept the compromises, and Mills, finally satisfied, met 

that expectation. The potential clash between the Senate 

and the House over the perceptions of the Ways and Means 

Committee's policy role in the taxing process was eased con

siderably, as the Ways and Means leadership accepted the idea 

that the Senate was free to amend revenue bills about any way 

it saw fit. 
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The roles of Chairman and ranking minority member 

operated during this policy development but on a different 

basis than in 1963-64. Mills and Byrnes wound up on the same 

side of the policy fence, and partisanship, "restrained" or 

otherwise, was reduced to a minimum. In a basic way, Ways 

and Means Democrats accepted many of the arguments and 

approaches which the Committee's Republicans developed during 

the 1964 tax policy debate. Mills and his fellow Democrats 

argued against taxation and spending limitations combined as 

an approach to fiscal responsibility in 1964; they not only 

accepted but argued for such an approach in 196 8. The dif

ference was that most of the Democrats and Republicans on 

the Committee perceived the problem in about the same terms 

in 1968—inflation, government spending, and violation of the 

promises of "fiscal responsibility" by the Administration. 

The reduction of the partisan cleavage on the Committee 

enhanced the effectiveness of the delaying tactics and helped 

to build a solid base of bipartisan support for these actions 

in the Senate and House. 

Finally, how did the Ways and Means Committee reconcile 

its fiscal conservatism and finance orthodoxy with its accep

tance of what was touted as a "new economics" policy? Essen

tially, there was no need for such reconciliation, because 

there was no real cleavage—theoretical or political—between 

the "new economics" and the Committee's financial outlook. 
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The conclusion is that, philosophically, the Congress and the 

Committee could more easily justify action during periods of 

inflation and boom, especially if that boom is during a war 

or when government activity has been expanding so as to con

tribute to the boom. Circumstances were such in 1965-6 8 that 

what the Committee fought for in fiscal policy was good from 

the older, orthodox approach and from the "new economics" 

approach as well. The Congress displayed considerable econo

mic understanding during the course of its deliberations, but 

the justifications were normally found among the fiscal orth

odoxy, not the "new economics." But in the case of the 1968 

legislation, the remedies suggested by both approaches 

happened to be not incompatible. 



CHAPTER 8 

CONCLUSIONS 

Introduction 

A number of conclusions are merited on the basis of 

this research. These conclusions relate to: (a) the role 

of the Ways and Means Committee in the tax policy process, 

(b) a description of the tax policy process, (c) the relation

ship between the "new economics" and the "old politics," and 

(c) a note on political science research. 

The Ways and Means Committee: 
Its Policy Role 

A study of the politics behind the 19 64 and 19 68 

Revenue Acts indicates that the policy role of the Ways and 

Means Committee was essentially that of reformulation of 

Executive proposals in the interests of legitimation or 

majority coalition building. As described in Chapter 3, then, 

the Committee's impact on policy was essentially limited to 

Stage II activities—reformulation .and legitimation action in 

government. In the cases under study, the Committee acted 

only after initiatives were taken by the Executive; therefore, 

the Committee played no major role in problem-to-government 

activities. When the Committee began to play an important 
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role in policy development, the problem (a lagging or booming 

economy) was already well on the agenda of government. 

Both the internal and external operations of the 

Committee supported its policy role in the cases studied 

here. The perceptions and expectations of units outside of 

the Committee were added to the Committee's own self-

expectations and perceptions to structure the policy role 

of the respected institution. The most important relation

ship appeared to be between the Committee and the House of 

Representatives, as the Committee was always careful to tai

lor proposals in both content and timing so as to meet what 

it perceived to be House expectations. 

As previously noted, the Executive supported the 

reformulation-formulation role of the Committee in the inter

est of securing legitimation during the development of the. 

1964 Revenue Act. Support for the Committee's role, however, 

was diminished during the development of the 19 68 Revenue 

Act, as Executive and Committee expectations clashed in open 

and bitter battle. The Committee, in the latter instance, 

essentially forced the Executive to reformulate policy in 

1967-68 in the interests of securing legitimation. Even in 

1968, however, the Executive only reluctantly bypassed the 

Ways and Means Committee in appealing to a reluctant Senate 

Finance Committee to act. The Senate Finance Committee, in 

fact, refused to add measures which had not been approved by 
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Ways and Means in the House. The Senate, in floor action, 

finally acted in 19 68, however, perhaps bearing out our 

earlier statements that some antipathy between Senate and 

House does exist. 

Committee Leadership and 
Partisan Roles 

The Committee role of Chairman and ranking minority 

member as described in Chapter 2 were strikingly visible 

during the development of the 1964 and 19 68 Revenue Acts. 

The central role of Chairman Wilbur Mills in this policy 

development has been amply demonstrated. Mills carried much 

of the burden of communication and bargaining with the Execu

tive, and it was under the Chairman's stern guidance that the 

two revenue acts were finally passed. Mills' central role 

was especially clear in 19 67-68, as he carried more burdens 

of delay in a personal way in order to force reformulation 

concessions from the Executive. The Chairman's firm grasp on 

the facts, his care in developing and keeping Committee 

support, and his success in securing final acceptance of 

measures as viewed by his committee are all hallmarks of the 

kind of leadership described in Chapter 2. 

The partisan division on the Committee, as led by 

John W. Byrnes, the ranking Republican, was clearly visible 

during the development of the 1964 Revenue Act. Byrnes, with 

an assist from other Republicans, carried the burden of his 
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faction in Committee and on the floor of the House. The 

partisan division was "restrained" in the sense that the 

Committee's majority respected the role of the minority in 

policy development and attempts were made to keep policy dif

ferences from slipping into bitterness and name-calling. The 

partisan division in 1963-64 had an important impact on policy 

output, as both the Committee's majority and the Executive 

tailored the proposal so as to overcome the support which the 

Republican's potentially enjoyed. Section 1 of the bill was 

written in response to the Republican criticism of big govern

ment spending, essentially. 

The development of the 196 8 Revenue Act saw the gap 

between the Chairman and ranking minority member and the 

Committee's Democrats and Republicans close. In a very real 

sense, the Republican position of 19 64 was accepted by the 

majority of Democrats on the Committee, as concern for big 

government spending led to specific budgetary ceilings and 

cutbacks in the 196 8 legislation. This was exactly the 

approach suggested by Committee Republicans in 19 64, then 

rejected by the Democrats. Although considerably institu

tionalized, the partisan division on the Committee can be 

bridged, then, under certain circumstances. The nature of 

the problem, the nature of the times, and the nature of 

Congressional-Executive relations led to a closing of the 

division between Committee Republicans and Democrats in 196 8. 
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Curtis was apparently right in 19 64 when he maintained that 

there was no real difference between the finance doctrines 

of Committee Republicans and Democrats. It took the political 

strains of the 1965-68 period to bring out that similarity in 

outlook, however, as the Executive became unable to sell its 

case to the Committee as it had in 19 64. One must seriously 

entertain 'the thought that the Ways and Means' majority, 

especially its Chairman, took the pledge of the 1964 Act 

seriously (the Section I statement) and were bent upon en

forcing that pledge in a more binding way in 1968. To the 

Ways and Means majority, the Republican predictions of 1964 

were borne out, as the Johnson policies, in their mind, 

brought severe economic problems and bourgeoning government 

activity under the "Great Society" and the Vietnam war. 

To a lesser extent, the role of senior and junior 

members mentioned in Chapter 2 were evident in the operations 

of the Committee. Throughout the hearing and floor debate 

process, the senior members took the initiative and did the 

work, as the junior members generally deferred. Even in 

hearings where junior members might have assumed more freedom 

to operate, the senior members, such as Mills, Byrnes, Curtis, 

and Boggs, conducted the major part of the questioning. The 

nature of the politics surrounding the 196 8 act seem to push 

the role of senior members even more into the forefront, as 

policy choices were narrowed and developments took on the 
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aire of a personal feud between senior Committee leadership 

and the Administration. 

The Tax Policy Process 

The potential tax policy process was described in 

Chapter 3 of this thesis. What has the study of the 19 64 and 

1968 Revenue Acts contributed to our understanding of that 

process? First of all, the stated view that there were 

potentially a large and varigated number of participants in 

that process is borne out. Not only were the concerned units 

of the Congress and the Executive involved in the process, 

but there was also considerable input from sources outside of 

government. The nature of the tax problems under considera

tion in the 1960-6 8 period also had an important impact on 

the number and kind of participants involved in the process. 

The involvement of the Council of Economic Advisers and the 

Federal Reserve Board clearly indicates that the nature of 

the policy (economic manipulation) influenced the kind of 

participation in the decision process. 

The 1968 Revenue Act perhaps demonstrates that under 

certain circumstances alterations in what some would consider 

the "normal" tax policy process may occur. Chapter 3 painted 

a picture of a tax bill running the gauntlet in neat and 

orderly fashion from Executive recommendations to final sig

nature, with the Ways and Means Committee being the first key 

link in that chain. However, the fact that the Executive and 
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the Ways and Means Committee were at loggerheads in 1967-6 8 

over a vital policy led to variations in the tax policy pro

cess. The Ways and Means Committee was in essence bypassed 

in the short-run by Senate action in the form of fundamental 

amendments. In the final analysis, however, the Ways and 

Means Committee had its say in conference consideration. But 

the point remains, the tax policy process can undergo change 

depending upon the policy under consideration and the evalua

tions of the important participants in the process. The 1964 

process more clearly compares with the potential process 

described in Chapter 3, as a long, complicated piece of tax 

policy went through the ordinary channels of development. 

The 1964 and 196 8 cases also say something about 

policy Stages I and II development. Macro-economic problems 

seem to enjoy a continuous place on government's agenda. 

Both the 1964 and 1968 acts seemed to have their genesis at 

the very highest levels of government. The interest articula

tion and agenda-setting system was essentially built into the 

Executive branch in both cases. The initiative in both 

instances came from the Executive. These cases also indicate 

that the Congress is most active and useful in Stage II 

development—formulation-legitimation activities. Congress 

and its committees did reformulate (or formulate) in the 

interests of legitimation, and these institutions were at the 

center of political bargaining which led to majority-building. 
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The "New Economics" 
and the "Old Politics" 

The very existence of the 1964 and 196 8 Revenue Acts 

is clear enough proof that Congress will and has accepted 

policies that are not inconsistent with "new economics" 

theory. But Congressional acceptance in both cases was (a) 

predicated on the traditional finance orthodoxy, not the "new 

economics" theory, and (b) was given reluctantly only after 

considerable delay. The particular justification produced 

by the Ways and Means Committee and the delays in accepting 

the Administration's proposals in large part reflected the 

disruptions which can be caused when a new idea comes in con

tact with the old institution with set ideas. The orthodox 

justification for and the long delays in accepting the 1964 

and 1968 Revenue Acts were the adjustments which the Ways 

and Means Committee made in order to cope with the disrup

tions caused by the meeting of old institution and new idea. 

The Committee did rather well by itself, as it certainly 

succeeded in maintaining itself as a stable and viable 

institution under pressures of change and new direction of 

policy. 

Given the failure of the Ways and Means Committee 

(and most likely the Congress) to justify the two acts on the 

basis of open "new economics" theory and their failure to 

enact the proposals quickly brings into some question the 

ability of the national government to wed modern economics 
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and political decision-making into an effective, cohesive 

whole. One must conclude that the "old politics" will hinder 

if not kill outright the future effectiveness of the "new 

economics" when applied to the macro-economy for some time to 

come. The need to manipulate the aggregate economy simply 

cannot always stand a delay of one or two years while political 

bargaining and hasseling takes place. Action was obviously 

too slow in coming in 196 8, and inflation and other economic 

dislocations worsened by 1970. 

One should not be too hasty, however, in placing all 

the blame on Congress or its committees. The Executive is 

also political, and it too must often reconcile "new economics" 

and "old politics." In both the 1964 and 1968 cases, the 

Executive either delayed or tailored its requests to meet 

obvious political necessities. In.1960-63, the Executive 

chose to emphasize the tax cut to rectify our economic prob

lems rather than the structural public investment which many 

thought was needed. The reason for the emphasis on the tax 

cut was political salability. The Johnson Administration 

delayed in pushing needed economic restraint in 1966 partly 

because of election-year politics. The picture of an Execu

tive making its decisions in economic policy in the light of 

reason and economic logic while it combats a conservative, 

misinformed, political, and misguided Congress simply is not 

borne out by the facts. While the Congress may be reluctant 
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to do what economic facts dictate—for philosophical, 

political, or other reasons--then so can the Executive. For 

all of those who want to invest more authority in the Execu

tive, let them realize that the Executive operates under 

political circumstances and can be just as wrong as Congress. 

The Fiscal history of the 1960's indicates that we 

have a long way to go before we can honestly say that men 

manipulate the economy instead of vice versa. One gets the 

deep-down feeling that perhaps the federal policy makers are 

often inadequate to the tasks at hand for political or other 

reasons. If the inflation was bad in 196 8, it was even worse 

in the first half of 19 70. If the economy tolerated pockets 

of poverty and unemployment in 1964, who could say it was a 

great deal better for most in 1970? And even if the "new 

economics" theory is correct, it must have adequate informa

tion behind it in order to be applied correctly. This in

formation must permit reliable predictions as to economic 

direction, and predictions can often be wrong. 

The "New Economics" and the 
"Old Politics": A Remedy? 

As a student of political science I have always 

shied away from putting too much faith in changing structure • 

in order to ensure a certain policy output or change in 

policy direction. One should always take care in making sure 

that structure is in fact the cause of possible "misguidedness" 
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of "maladies" in our policy. With this note of caution, I 

will proceed to make some suggestions as to how some of the 

problems in reconciling "new economics" and "old politics" 

might be overcome. 

The proposal by both the Kennedy and Johnson Admini

strations to give the President the power to alter tax rates 

on a temporary basis within general guidelines set by Congress 

has some appeal. This power given to the Executive could 

potentially ensure prompt action based on the economic indices 

compiled by the formidable information-gathering arms of the 

government. But, as mentioned above, it would be naive to 

assume that such a vestment of taxing authority in the hands 

of the President would ensure either correct action or action 

based on economic and not political considerations. Such a 

structural change would also threaten the power of Congress, 

and possibly add to the trend of an uncontrolled and powerful 

Executive. 

I would suggest a possible middle ground between 

giving the power to alter tax rates to the Executive or going 

through the slow, cumbersome process of building majorities in 

the House and Senate for such changes. The development of a 

high-level government commission representing the Executive, 

Congress, and at least one independent agency and given the 

power to change tax rates for macro-economic reasons v/ould be 

one such possibility. The Executive would be represented by 

the Council of Economic Advisers, the Secretaries of the 
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Treasury, Commerce, and Labor Departments, and the Director 

of the Bureau of the Budget. The Congress would be 

represented by the Chairmen and ranking minority members of 

the House Ways and Means Committee, the House Appropriations 

Committee, the Senate Finance Committee, the Senate Appropria

tions Committee, and the Joint Economic Committee. The 

Chairman and one other member of the Federal Reserve Board 

would also sit on the commission. Each commission member 

would have one vote in making any decision to alter tax rates 

for economic reasons. The commission would meet at the 

beginning of each Congressional session to choose a chairman 

from among its own membership and consider items on the 

agenda. Any member would be allowed to place an item on the 

agenda for consideration. Special commission meetings could 

be called upon the petition of any five members. Both the 

President and Congress (by majority vote) would have the power 

to veto any commission action within a period of 30 days after 

commission approval. 

The commission plan as outlined would have the 

advantage of bringing to bear the economic expertise of both 

the Executive and Congress on the problem at hand while not 

getting bogged down in usual committee, congressional politics. 

The ultimate power of both the Congressional majority and the 

President would be preserved by giving each a final negative 

and the pitfalls of the independent regulatory commission 
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would be avoided by making the commission membership ex 

officio. 

The problems with such a proposal are numerous, the 

greatest one being feasibility of creation. The Congress 

would be extremely reluctant to give up any existing power 

over taxing or spending, and the commission would be viewed 

as an attempt to circumvent the separation of powers princi

ple. But the inclusion of Congressional committeee leader

ship in the process would appear to be more acceptable than 

the plan of either Kennedy or Johnson which v/ould have given 

such powers solely to the President. 

In the final analysis, change in structure can only 

do so much. The problem of trying to reconcile a democratic 

decision-making process with modern science, technology and 

theory will be with us for some time to come. Who and what 

should give when new ideas clash with older institutions and 

processes will always be a question. 

Political Science; A Research Note 

The present study represents another descriptive 

policy process study. Its intended focus v/as on how decisions 

were made. Rather than saying that we need more such studies 

(as we do—and will get), I would suggest that we move further 

into two areas of neglect: (a) the area of developing more 

relevant policy prescriptions, and (b) the area of developing 

better methods and attempts to analyze the success or failure 
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of policies once carried out. The bias of political science 

has generally been toward how things are done in political 

life rather than what should be done and whether or not what 

has been done has been worth its salt. 

These suggestions do not mean to imply that we should 

abandon our scientific goals and attempt to become only value 

oriented policy-makers. What is called for is a better use of 

our scientific knowledge in the interests of coping with "here-

and-now" problems. And while objective knowledge should always 

serve as the political scientists', foundation, we should not 

be so timid in making policy suggestions or evaluating existing 

governmental policies above and beyond our objective knowledge. 

Political scientists should become more critical, suggestive, 

and involved in policy development and evaluation, in other 

words. 

We must not become merely detached observers in this 

troubled world in the name of science, empirical theory, pro

fessional security, or anything else. We are part of the 

"here-and-now" in a very basic way during dangerous, critical, 

and challenging times and we must, therefore, avoid relegating 

ourselves to a relatively unimportnat and detached role. What 

is needed is a better balance between our supposedly scientific 

goals and our needed role in policy suggestion and evaluation. 

This balance is not easy to achieve, and attempts to achieve 

this better balance have been haphazard, atomized, and weak. 
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The home of political science has been and will 

probably always be the university community. The university 

offers an easy opportunity to become locked in the "ivory 

tower," detached and irrelevant to the real world, real prob

lems, and real people. The threats which the university 

community faces today makes it all the more appealing to with

draw into our shell and lock the door to the tower. 

On the other hand, our university base potentially is 

a good place to develop more policy relevance in a suggestive 

and evaluative sense. In fact, society is going to demand 

more and is already demanding that we prove worthy of invest

ment by demonstrating that we are doing somebody some good. 

All too much of our activity has been narrowminded, 

parasitic, self-serving and timid, and these words are not 

necessarily designed to admonish the activities of this 

writer. In the end I would hope to be able to look back and 

say the world is better because of my activities and the 

efforts of my chosen profession. But to be able to say that 

will continually require hard work and hard choices. 
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