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Even allowing for the stress of the Administration on the objective of curtailed
spending rather than trip eancellation, we think the -goal will'not be approached.
In the net, therefore, we have a program conceived in a'fundamental philosophy
of controlism which will not even achieve its:relatively. modest goal-and which
will trigger a burdensome and complex. system of procedures. These procedures
not only will be annoying but they will be an encumbrance on the right of the
American people to move freely on a domestic and international -level except
where the national interest absolutely makes it necegsary to place restrictions
on such movements. Beyond this, as usual, in terms of government’s approach
to the solution of the balance-of-payments problem as we see it,  not encugh
attention is being given on an action basis to affirmative means by which we may
improve our net balance-of-payments position with regard to travel, taking into
consideration both U.S. trips abroad and foreign trips to this country. Although
there are practical limitations, we have done far from a'good job in attracting
tourists to the United States. One might conclude that it is a case of too many
studies, too many “pronouncements” and not enough action. Lét us hope that a
really affirmative program will develop. and be aggressively  implemented ‘in
connection with the Report of the White House Task  Force headed by Ambas-
sador McKinney. It should also be indicated.that through the foreign direct
investment control program, as we have pointed: out above; businessmen will. be
put on a forced-draft schedule of foreign travel in order to try to compensate for
the mischief which the government is creating through its investment controls.
In a word, the foreign travel restrictions aren’t worth the price which will have
to be paid for creating them, administering them, and living with their restrictive
burden. There must be some more imaginative, some more affirmative, some ‘more
sensible approach to balance-of-payments improvement than is reﬂected in this
proposal.

Broadening of the transportation taw.—The Admimstratmn has proposed that
the current 5-percent transportation tax on domestic air travel be extended to
foreign air travel as well, and that it also be applied in the case of transportation
by water. We can see some validity to taxing transportation by air and water
to and from a foreign destination on. the same basis as that applied to purely
domestic air travel at the present time. So long as the tax is levied on:fares paid
in the United States, the collection problem would appear to be relatively simple.
However, we have distinct reservations about attempting to deal with the prob-
lem of transportation taxes as part of a short-run program to cope-with deficits
in our balance of payments. We think it would be far better for Congress to con-
sider taxes on air and water transportation in connection with examining the
current tax treatment of other types of passenger transportation. At that time;
basic relevant features relating to equity, relative competitive positions, financial
strength, etc.,, can be given adequate consideration within the framework-of
transportation facilities and needs as a whole. For this primary reason, we
suggest that the Committee defer action on this proposal:at the present-time.:

Taw on foreign travel expenditures.—Under the Administration proposals, a tax
would be imposed on the daily average expenditures for living, entertainment, and
© gifts, incurred by an American while traveling outside the Western Hemisphere.
If this daily average expenditure figure exceeds $7,a tax of 15 percent would be
imposed, while any excess over $15 would be taxable at a 30-percent rate. The
tax would purport to be temporary with a scheduled expiration date of September
30, 1969, and it would not cover foreign travel of a student or businessman on a
trip for more than 120 days. .

The traveler would be required to make a declaration of the funds in his
possession on leaving the United States, He would also have to pay an estimated
foreign exjenditure tax to the Internal Revenue Service at that time. On arrival
back in the United States, the traveler would again report on his cash balance
as he is processed through customs. Within 60 days he would be required to file a
final return with the IRS, and the tax would be applied to the difference between
the “departing” cash balance and the “returning” cash balance plus credit card
charges and all other expenses attributable to the trip. A penalty of $200 would
be imposed for failure to make a declaration of estimated tax and a statement
as to cash balance. In addition, a penalty of 10 percent of the underpayment of
estimated tax would be imposed for underestimation. Any’ difference between
the original estimated tax and 80 percent of the actual tax shown subsequently on
the return would be considered an ‘“underpayment”.for this purpose.

In general, we think that the proposed foreign expenditure tax should be
rejected on the grounds that it is poorly conceived, highly arbitrary, difficult to
comply with, and burdensome in the extreme for persons who have legitimate



