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Mr. PECK. It does not seem fair for industries such as ours to be
required to set up reserves and carry the load for seasonal or fluctuating
businesses, which do not afford steady employment to their employees.

In general we submit that, first, too ambitious and comprehensive a
program has been proposed which, if enacted, might develop problems
unforeseen at the moment and fail in the objectives contemplated, and,
certainly, because neither employees nor employers in our industry
can afford to carry such a burden at this time; and, further, the bene-
fits from such a program will not become effective for a considerable
time, and it will curb recovery so much needed at the moment,
therefore, we strongly recommend postponement of legislation to
establish the social-securities program.

The CHarRvAN. Thank you, Mr. Peck.

Mr. James A. Emery, representing the National Association. of
Manufacturers.

STATEMENT OF JAMES A, EMERY, NATIONAL ASSOCI ATION OF
MANUFACTURERS, WASHI NGTON, D. C.

Mr. EMERY. Mr. Chairman and gentlemen of the committee, with
your permission | would like to make a general statement with respect
to’ the position of the association and present to you two witnesses
on special features of the legislation, one dealing, from personal obser-
vation and study, with the British experience as applied to this pro-
posal, and the second, the economist of the association with respect
to the operating effect of the tax in the form proposed.

The CHalRMAN.  Mr. Emery, those witnesses proposed are not on
the calendar for today. How long will they take?

Mr. EMERY. That would depend upon the committee in part, Mr.
Chairman.

The CHalrRvaN.  The committee will adjourn at 12 o’clock.

Mr. EMERY. There may be some inquiries with respect to the state-
ments made.

The CrAIRMAN. About how much time will these two gentlemen
want?

Senator King. If we do not interrupt them.

Mr. EMery. | will say for Mr. Gall that his statement would take
substantially about 20 minutes, and as to the economist of the asso-
ciation, he might perhaps take quite as long or a little longer.

The CHalrRvAN.  They will have to be heard some other time;

Mr. EmMeERrY. | would like to have them follow me, if | may,
because it makes a connected statement with reference to the subject
matter under consideration.

The CHAIRMAN.  You may proceed, Mr. Emery.

Mr. EMERY. Mr. Chairman, in order to make the general position
of the association clear, with respect to the principles involved in this
legislation, I would like to call your attention to the fact that their
position with respect to it was adopted at a convention of the asso-
ciation held in December, at which were present some 1, 460 manu-
facturers from all parts of the United States, representing every
variety of industry and operating in more than 40 States of the Union.

Their position is one of general sympathy with the objectives to

which the legislation is aimed ; that is, to provide assistance and a
measure of reasonable security against the major hazards of life, so
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the United States steadily added an annual average of 100, 000
persons every year to their pay rolls. Between 1932 and 1934 they
have, in the face of all of the difficulties with which they have been
confronted, added over a million men to the payv rolls of the industries
during this’period of time and sustained a very large body of employees
in their desire to assist in this situation, many of whom were not
essential to the maintenance of the rate of production which the
consuming capacity of their customers presented.

Now it has been said that we can readily pass on the form of tax
which is here presented. | want to call your attention to the fact
that if you pursue a pay-roll tax of the form which is here presented—
and | address myself to the unemployment insurance aspect of the tax
because the principles there established apply in part to the con-
tributory system of old-age insurance, which would be an additional
tax levied on the same pay roll-1 want to call your attention to the
fact that it is not obvious, in fact it is contradicted that the form of
that tax would be readily passed on as a part of the cost of the goods.
On the contrary, we think that the pay-roll tax, as it is presented to
you, will operate as a turn-over tax, and that it will operate to re-
duplicate the cost of the article to the consumer, and the labor cost
of the article as produced all the way from the first operation in the
raw material up to the ultimate article sold to the consumer, according
to the number of operations that may be involved, between the use
of the basic material itself and the ultimate form which it takes for
consumption in the market.

Senator KING.  You think there would be pyramiding then of these
various taxes?

Mr. EMeRy. There will be, sir, a pyramiding that will operate in
many ways. | want to call your attention to the fact, first of all, that
it falls in equal amounts upon those employers operating at a profit
and those operating at a loss. ‘That becomes a serious factor in a
situation like the present. The consolidated corporate returns of the
United States will show that since the year 1930 corporation business
in the United States has operated without profit, and.the net deficit
in their .operation in 1932-33 has _been between 5 and 5% billion
dollars annually. Yet, in spite of that, the proportion of the national
income which has gone to compensate labor operations, has been
maintained at about two-thirds of the whole, during that entire period.

The pay-roll tax is cumulative in 1ts effect on the cost to the con-
sumer from, as | have said, the raw material to the finished product.
It cannot be theoretically held to be passed on. This would be
especially true of what we call “price goods” and what we would call
the “durable ”’ or heavy goods. That is especially important, because
at this time we know the bulk of unemployment lies in the field of the
durable or capital goods industries. It lies there most heavily. Those
are the industries most difficult to revive, because the financing is
carried on over a long period of time. Such goods are not paid for on
delivery. They require long-term investment. It is in that field that
the greatest amount of unemployment exists today. The same is
true of the service industries, tributary to the capital goods industries.

The higher the percentage of labor cost the more telling is the
relation to the pay roll. The relation of the pay-roll tax to the final
cost of the article will be determined in the individual instance by
the percentage of wages and salaries to the total cost of production.
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This becomes evident when you notice that in the industries them-

selves the labor cost of an article itself will run all the way from a
minimum of 4 percent to the maximum of 70 or 80 percent. So the
percentage of the pay-roll tax in relation to the labor cost of the article
will rise in accordance with the unit of the labor cost which is involved
in the industry itself.

Senator BLack. What is the average?

Mr. Every. The average would run somewhere around 35 percent,
I think.

Senator BLack. | saw some figures the other day purporting to be
released by the Bureau, to the effect that the average amount that
went to labor from the increased manufacturing was 16. 6 percent.

Mr. EMery. That is the labor cost of the article?

Senator BLAck.  Yes.

Mr. Every. | doubt that very greatly, because it would all de-
pend upon the character of the industry. It is peculiarly true t hat
the labor costs will increase very greatly in so-called “service indus-
tries” as distinguished from producing industries. Take the railroads
for example. That is a service industry in which the labor costs

represent a very high proportion of the dollar spent’ for transportation.

Senator BrLack. That was information given, as | recall, by the
Labor Department.

Mr. Emery. The tax is inequitable between employers because it
often occurs that two companies with the same pay roll, paying the
same tax, have obviously a different gross annual business, according
to the nature of the product, the rapidity of the turn-over, and the
risk in the particular industry involved as to either profit or. loss.
Of course our industries are not conducted on a profit system, but on
a profit-and-loss system.

The pay-roll tax, in its effect, is a production tax, a distribution
tax, and an additional processing tax. On the theory ‘that it is to be

. carried forward as a part of the cost of operation, it is a turn-over

sales tax with all of its disadvantages and none of its benefits. To
the extent that it is transferrable-and this in many instances is
impracticable-it is a hidden sales tax paid by each purchaser for a
:given product or service. When | say it would be carried forward
in many industries, it must be obvious in what are called price-goods
industry, for instance the large supply of goods to the 5- and lo-cent
stores, or the department stores, stores of that character, where the
margin of profit 1S so narrow‘it 1s quite impossible to add a new cost
to it in the terms inferred in the relationship here between the labor
costs of the article and the pay-roll tax itself.

Of course it is asserted that foreign countries operate under this
tax. It will have to be realized that they operate on a lower standard
of living. It is a fair presumption that the cost of such tases is a
partial reason why they are unable to maintain the standards of’
living which we possess.

The Congress has rejected a general sales tax or & manufacturer’s
sales tax on the ground that it would be passed on to the consumer.
The present tax is being urged on the ground that it will so operate
and its cumulative effect is apparently ignored.

It is said that the method of taxation proposed, as it meets with
response by the States, will secure’uniformity in costs of production.
If competitive equality will be produced among the States, we obvi-


















