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flm mirW la wfeiali w« fla4 ouraalTr®# at tl» praaaat

f iBi la a Hand tiaat la taaat afoa aearlr 9wmtf a Ida «ltli

aliat aaaa ta ta laaalaaia paaaima* tlwfa aia aaaa aad

tUfaata of vaara* fliafa mm mm iaatrlaaa maA a^MMwa of

gotornpaat atilab aontaat tlia validity of chu* yvawjat aao«

MNnla ayataa, aad avaa of oar daiaoeratle for» of gavanawit

aliiali iioa Maat aoau a atruggla to obtain# lad tbaiii too»

va ara atlll la tlia aldat of Hm *^at Dayraaal<m«* whioti

ta data baa dafiad aU attai^ta ta yat aa aad ta It, fa

aay la iaallaad ta ba yaaalslatla it aaald aoMi

tbat tba world la mk tba ad^ of a diaaatar aaavarabla ta

tloit Kfelab feafall taw aad tba aaalaat world aoaa flftaaa

baadrad yaava afo,

Xt la avaa taaaibla ta f lad aaala«aaa baj^alaaa ta

tba ̂ Mat'-dar affaarta ta ladaaa fair asutatitloa by ssab*

lag laws aad by aai^valliaa tba yriaaa far whiab yyatoaara

way oall tbolr gaada on tba warlwt, tbm aaaraowa

tax bitrdawi of tba wodara Biitloaa fli^ a yraaa^at la aaalaat

taaif itara tasaa baawao ao boo^ that It awa oseaaaary ta

«fiww tbwi aat* ar ta lat tba tax eoUaatliot yrlvUaga out

ta tba bl^iaat bidder la atdar ta gat tba aaaaaaayy iavasaa,

flw aoat of govoraaiattt baaaaa a© bMga aai a bafdwa ta

itibi tixyaytFi aapoalaily to tbo laodowaora, tbat it baaaM



Mmsary te extend the eyetem of eerfdcm ia B«wi viiereby

the eef or "eelieiiiie*' nee reetrioted to the laadi end ofen

the leadXord eeuld net free hist. Bat even thle eyetea did

net prevent the ehendment of the agrlettltttmi lends of

the empire end the eensofeent deeey of egrlsultnre end wmil

prosperity*

13ie Btmiii BepuhllOt with Its ettempts et e sort of

dmoretls f^M of eoveraaenti lested tut e oomperetlvely

short tins tofove the people leet sonf Idenee In It end there

ees e return to the ehsoliite of the emperors* At the

present time In Inrope there aeeme to ho e trend owey fren

dmeorstle forme of {goTommont In oerteln oountrleo* elthoo^

It smet ho edmlttod thet eny reel doisoeraey hee never existed

la those eeentrieei eseept In dermeny* for o dooedo efter the

World Ver*

Another elmilarity to the i^eoat dey mey ho ooea In

whet one writer hae eellod ''en onthurot of •yndloeliSBi'* In

the leiM of the third end fourth eenturlee. S* d* holla

eleo etetee thet^
the reel method of popnler expreeelon In Italy
la thoae days wee not the ooadtle trlhute (Eemen
form ef perllement)* hut the etrilce end inenrree*
tioa* the righteoue end neoessery methods of ell
eheeted or ettppreeeed peoplee* We have seen in
ear own days In (hreet Britain a deollne In the
prestige of perllementery govorsaoat and a drift
towards anoonetltutionaX methods on the part of
the meeeee*

U 0* weUs* r, p. dftd.



fbiB MUMi iBef 'ms tluia that «• iMur ̂ iMrt thftt X'ioli

•r« eittlae TitHrnw tf^lU tim po9W m stevlae peoMr* flui

p«opl« wir« b««et by rapidly ohaaelQ€ mrtot «oii&itloaat by

uawirtala prloaai and by aoaatantly mpuntliiiig dabtai batb

pubXla mad primata*

33a tba timitaft Stabmm at tb* pyammat tiatt mad la mmay

of tha otbey aatloam of tba w«a?ld, tliaya ama pyammlii« ̂ m-

tlona of uaampioynii^i of buaiaamm mtmipatloai of omtmalOy

aoaatiag 4ibt«» aad of an oTor-growias biaydaa of tmsmtlcNa*

fbo poXltielaaa hava boon trying to aoXra tba probXoma of

tba dapraami<m» witboat maab apparant suooaaa* Baaiooao noa

mad mmomla aritorm hara offarad tbolr i«opommXm to got am

oat of our diffieoXtiam* farloum oranba mad radiomXm bmva

propoaad aehoBiao of "ohara^tbo^aaaXtb"! prodigloaa pmymoati

to tha agad providad thay oaa«i produetioa» aad o^ar atuaX*

Xy aioiorkabla idaam (not eayiag tbat auob aehaaoa, in graat

aodarationi may aot baaa mona raXtiaU

It wao tbarafora with aa idea of aontributiag sono

omaXX part to tba attae^m to soXva our praaaat aooawtio aad

aooiaX diffioultiam that thla papar warn aadartalnn, Wr

the fiaeaX itraina pat opoa goToraaaata oiaoa tba VOfXd vaur»

aad ampaoiaXXy aiaoa X930, tba inooaa tax tmo aaaomad aaprm*

oadaatad ii^portanea am m mooroa of raroaiia» Xa tba United

Statao tba mortax ratam baaa ram^d aa aXl^tlna blgb with

a rate of fdsft wo oortax net iaoomaa la awMMim of flat oiXXiw

dollara* wbieh added to tba norraaX tax rate of 4# aakam m



%QtmX tu of 79i6 OA oiioli laoonio oAoao f ttlllloii 4o}l«»i«

TImvm MB liooA auoli oritloion of oaeli bigliljr trogTOOf ivo

vmtoo fooimtlya eopooiolly mt thmy offoot o ooaoMie fiaipof*

Ity, soTiagf tlio fteouBiUatl<H& of ooolthi and oar proaoat

eopitaXlatio ayatomi and ao it wsm undortakoa to dlaoonar

Jaat ato Mb faota of Mb oaao#

flM aaopa of t!io ptoaont a^djr liao naooaaarliF taaa

vatAor Ximitodi ao it vaa tlioa^t adviaatla to atady tlM

proaont iaoooa tax lawot witli apeeiai attention to federal

peraonal ineome tax law with ita highly graduated ratea*

file ineone tax la a neweoaar into the field of taxa«

tioai eepeeially when e^ared wi^ aoeli taxea ae the piPop*^

arty tax and enatona entloa* It wan net until 1798 that

the firat Ineona tax wan brought into nee, at whidi tine

it wan iatrodueed into Sngland an an energeney neaaure in

e«iaeotion with the ware of thai period. It waa dlsoontin*

ned In 181$ and wan not again renorted to antll 18$$^ einne

whan It han been a pemueent part of the Brltlnh rereima

ayatex* Other aarepann atatea adopted thla form of taxa*

later* bat it waa m% until 1011 that nneh aae waa.madt af

it in the United Qtatee, A few etates anaetad leglalatlon

an tarly an 1840, bat there were no laws of eignlfioanoe

ant 11 after Wiaeonein paeaed ita law in 1911 • fha federal

govomxMit alao made net of an inacaia tax during the Oiril

War, bat it wee rai^nled in WS, fhie, lihe thi flntt

Sngllah inaoae tax, wae not Intended to be n permanent tax



but mr^Xy au eiosrgeaey meacura* 3^ JJMk4> tlw fadaraX gOTaxu'*

naat again paaaad laglalation proridlag for aa iuooiao tax^

but thia tim tha Uuitad Stataa ̂ prami Oourt thraw tba

•ura out aa baing unooQatltutioiiaX» aiuoa it aaa a diraat

tax but i»aa not apportioaaft aaoag tba atataa aaaordiag to

|)OpuXatioo aa ra<iuirad by tba Qoaatitutioa* Zt uaa sot on*

til 1913» after tba paaaa^ of tha aixtaamth a&andaaat to

tba fadaral Ooaatitution« that an iaawaa tax baaaua a paxaaa^

uaat part of tba fiaoal ayatwa of tba H&itad Stataa»

tba firat rataa mm invariably aodaiwta» at laaat

aa by praaaat rataa* It tana not antil tba VorM War

that rates roaa abova tba 1(^ laval* ^Qia law of 1913 ia tba

tbiitad stataa bad rataa varying from oaa to aavaa par aaut,

wbila tboaa in Cb^aat iritaia raagad fr^ tbraa and ooartbird

par aaat to alx and eiia«^oiirtb par oaatf plua tba aupar tax

of only two aad oaa«"balf par aaat* tRia problam of ataaply

graduated rataa ia tharafore ooa of quita raeant data aad wa

aaaaot look baok into histwy for axamplaa or oosypariaoaa*

Thia papar, tbaa» ia oat acmaaraad ao »a«b with tba aerits

of aa iaaooa tax aa auab, but mora aapaaially with tha in-

0mm tax with tha high aurtax rataa aa aow ia affaat ia tha

Waited itataa*



T- ■'

OBAHIS I

Tm smmm ahb mmmms

Aa iaooiMi tax with puraXy proportional ratea**that

ia, whax^ aaah taxpayar paya a aartain proportion of hia

inatMaa ra^^dlaaa of ita aisa<»<*«i«lit run oontrary to rai^

Saportant aoeial eonaidarationay hut it would aliainata tha

^larga that ia uada againat ipraduatad rataa thmt thay iAtay*

fara with tha aaausailation of waalth and tha futura walfara

of aoeiety* It tla aeoumilatioa of wealth ia interferad

withy thara ia no aourea of eapital with whieh industry eah

azpand and kaap on raiaing tha atandarda of liring aa haa

haan dona ainea tha haginning of tha Induatrial rarolutii«L«

2f our Induatriaa do not kaap on growing moA ineroaaiag pro*

duotion wa auat ha aontantad with watohing our atandarda of

liring and oomfort actually iUlli unlaaa» of eouraa« oar

population oaaaca to ineraaaa* iULthough a stationary popu*

lation dooa not aaan to ha an ii^osaihility now aa it did at

one to Malthua and hia followara (nor, parhapay an ia^

prohahility in tha light of zaoant traada in tha hirth rata}y

yat thara art fow idio would mintain that wa new hava all

tha conforta and all tha ecnaaoditiaa that art naadad* Mra

ara millions of poraona in this aountry and in other eoun*

tries who ara aaaaploywd at praaaat through no fault of thair



own «ad ar« ntewl-riiig their liTellhoed frea th* state or frca

eharity* There are alllloae of others who reeelre sueh a

siaaXl IneoBie that they are unahle to enjoy even what is eon*

sidered to be an adequate diet, Xet aXone a XiberaX diet. If

they have to saerifiee on the food they eat, they wiXX aXse

hnye fewer of the other things of life.

There an other ari^uMats against the use of highly

graduated rates. There is no naturaX Xiait for the rates,

unXess one set a mixlmia ineooe vdiieh any oitiaen shouXd be

aXXowed to leseive end %lmn tax aXX in exeess of that enouat

by The rates used nust be entireXy arbitrary so that

in a systOB of goveraaint where polities pXays an important
V ̂

roXe the rates are XikeXy to >efXeot the struggXes of one

group against another, rather than a systemitie attempt to

set up a seientifio and Just tax.

It has also been said that as the rate goes up the

danger of large ssaXe tax evasions wiXl bssoms le^rtant.

Ths XiheXihosd of this boooaee apparsnt is ths Xlght of rs-

osnt trends in the purshsss of governmsst bonds and other

tax exempt seeurities by the wsXl*to«do. There hsve beta

a number of easea, too, whoro the iatemaX re venue doparto

msnt has brought suit to sseuro psyment of ths tax upon a

higher net iasome than that rspoeted by the taxpayer. AX*

thoui^ the denger of this evasion is importsnt end ths rstss

are arbitrary, ths reaX objoetion of iixportaaeo ooonomiealXy

is the first ons statedi that it ia XihsXy to hinder the



aeouBUlatioa of oapltal; and it is this ohjootion whioh

will bs given most eonsidsratioa.

On tlis other side of the (imesticai there are a good

many ai^;»Beats in fsTor of an income tax with progressive

rates* fho point of view of the person sonooraed map «a)Bi

a difference as to whi^ partienlar argnmsnt he will lilas

the most* For instanee^ there is the soMsallsd "soeiaXistio"

argument that a tax of this sort (more espeeiallp in the

eese of tl^ gradnatod inharitanoa tax) will tand to aaeovo

a more naarly agual diatribution of tho ownership of prop«>

ortp* fhoss idio bolievs that tha preaant diatribution of

wealth and Inooma are unjust will be inclined to favor gradu

ated taxes sinee they fell more heavily upon the rieh than

upon tha poor and thua tand to have a modorata "ahara^the*

waalth" affeet* Tha advoeataa of the idea that thara should

bo a graator dsgrea of oooaomie opportunity favor tha in«

horitaneo tax, sine# it would give eaoh ̂ ild a more naarly

equal start in life* John Otuart Mill wee one of the prin-

eipal advocates of the inheritance tax m these grounds end

brought out the point that the institution of inheriteuioe ie

not a naeaaaary adjunet of our ayatem of eapitaXiam or of

private property*

A large proportion of tho taxes whieh ore now in use,

euoh aa import and exciao duties, aalea and other eoneumptden

texeSt and even the general property tax, are regressive in

effeet, falling with greater severity upon those with small



QT ixk^mmm thui hpoa thm w»aXtliy« A^eordiag i«

this argoMiati tht ultionta atfeat of groduotod taxoo lo

to moke a ayatan of taxatioa ahiehi talcea aa a «rhola» aoro*

Ij falla upon tho taxpayer la propcartlon to hia laoomei tho

laooM and lahorltfloiao taxoa oqualiaa tko bardoa oa tbo

poor oottood by tho othor taxoa.

Xa oppoaltioa to ttia olalm of tho othor aido that

pregroaalTO taxoa aro a aoeial dotrlaant hocauao of tho faet

that thoy dlaoourago thrift, tho aoeonilatioa of oapital

aad tho oxaraiao of ladoatrlal taleat, thoro la tho ooa* '

toatloa that thoro would ho an inoontivo glooa to thoao

whoao produotloa la relatively loaa, aliioo thoy would ho

given an advantage hy lower taxation* Although thla argu*'

want would not apply to noaopollatlo Induatrlea it would

have Ita offoot upon tho eonpotitlve Induatrlea*

fho prlnolpal arguoant whloh propoaonta of thoao

taxoa have uaod la that thoy are haaod on tho prlaeiplo

of ahlllty to pay* Zt haa hooa aald that tho ability to

pay ineroaaoa with Inoroaelns InooBO at a rate aoro rapid

than tho rato of Inoreaao of the Inooae Itaelf*^ Slnoo
%b» flrat iaoroBonto of inooao aatlafy tho moBt proaaing

nooda of food and abalter, tho taking away of lator Inera*

mint a oannot produoa aa naah hardahlp aa would ho tha aaaa

with tha first* But tho actual aaasuromont of **ability"

F* C« Adams, , pp* BS7«S4S«



i« praotiOAlXy lnpOMlbl«i »iae« ••(luality of •aorlfleo*

lAfoivot a payahoXoglGal alaiMnt that dafiaa aajr attempt

at aeourata »eaauraaaat« A aiaar with graat waalth any as;*

pariaaea nara pain at parting with a ralatlraly email aum

than would another paraon with a good deal laaa wealth,

Birwn though it ha admitted that aaarlfloa eaaaot ha aaa«

aurad and that rates aaiat acmsatuantly ha arhitrarpt ths

Juatiea of the prinoipla of ahility to pay at ill l»»Xds, and

with the inoraaaad popular eontrol orar goTarnmenta the

from striotly proportional taxes to graduated taxaa

has haon aoourad. The najority of the people are so longer

willing to tolerate a ayataa of taxation inauguratod hy tha

wealthy landownara and maralmta made up the 'ruling

alaaa' in England and many other eountrias until aotao eery

long ago* fha danger ia that the teadeaey will be to go to

tha extrema in tha opposite direction. The ery at praeent

la that tha attitude of tha mm—B of tha people ia one of

**aoak tha rleh'i and there ia tha poaaibillty that this My

lead to aotiona whiah My iajura the industrial struaturo

of the eountry. If tha majority of ̂  votare think that

they will not hare to pay tha hilla* it ia apt to be a

temptation to rota for appropriations ao huge at to aaooow

sitsto taxoa that would sorioualy aripplo industry*

It la tha purpoao of this papar to isok into thoao

various poaalbilitiea, to dotarmina to what axtont they art



iaevm or ar« lilwly to 1>omm truo, and niMkt would oeea to

tm tho boot eouroo to tftko« Ao o otart^ tbo Idomo oaA

tl^rloo of tho eloMlcud ooonomloto oo tbo oiyiloot will

bo oxoadaod*



§mFim XI

Txs^s or tm osj^sxqal lOonoMzars

tb« f ir«t gv»«t writer of tlio elassioal eehooX of

•ooaomieo was Adeui who hao hooa oalXod tho father

of tho ootoaoo of politioia ooonow f^ tho work la

hla hooki im Xaottlrr lato the Iftiturw mA Oww of tho

WooXth of goti^ao* Dorit ]^i«prao« la hio rrlaolaloo of

foXitioaX XAoa flodth ao favor lag otriot*

Xr px^portloaaX taxatioa; oad thio hao boon tho gonoraX

ooaoopt oiaeo that tiwo aa to tho thoorr of tho olaooioal

oooaoaioto oa that poiat* Bioar4to salAt^
fho hiirdo»i of tho atato almXd ho

horao hj all la proportion to tholr waaaat
thia ia oao of tho four maxiwa aaatioaaft bjr
AAaa ̂ ith whieh ahoaXd govoni aXX taaeatioa*

15ila la prohahly tho i4oa that Smith had la aiaA» aXthoogh

irtioa wo road thara io at Xoaat a poa#^

aihiXitr of ̂ oatloniag this vi®w« fho first of tha tmm

waxiwa naatioaod, aa Smith wrota it» la ao foXXowst^

Tho oubjeeta of every atato ought to ooa-
trihoto towardo the oup^rt of tho govorfWBoat
oo QoarXy aa ̂ aaiblo, la proportioa to their
roapootivo abliitioa; that ia^ ia proportioa to
tho rovoaao whloh they roapootivaXy aajor midar
tha protootion of tha atata*

1. bavid Rioardoi |rl
Srd Mitloa, p* X3X*

2. Mini Smith. Wi
Vol. 11, Chap. II, pirTTir

Lth of 8ted Sditioag
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fh« of o fortuao irarioo fron
day feo 4ayt oaft witkout ao iaqtilsltl^ mm
iiKt>ol«rablo timn any tax, and ranawad at Xaaat
onee aaary year, ean only tm gueaaed at»

Tim would tberefora depend entirely npm tiMI

good or ted inaMr of tiie aeeeeeere and so and

nneertaia* Hd faile to fereeee tlie pree«it day netheda of

eelf aoBMianint eoiapled wltii intammtimk tmm the eourai

of tne Ineonte, to resedy wbat he aon8id»red to be the arbi*

trary aM la^iiieitorlal nature of aueh taxee, IdJke foha

Stuart Pill, lie did mt think a last tax on thie baaia oould

ba aaio to work and ao fowored the texatioa of houoe reato,

00 boiiig o fair indleetion of the taxyayer^a ability to yoy*

fo thoae who would go to the oppoaite extmai and

get the remmm neeeesary to von the ̂ ^Tenunnt from tazea

upon eonaaa^tioa of the aoaaaeitlea of life, Smith oentiiMia

a franeh author who proyoaad to reform tho fiaanooo of hia

aomitry by aubatitutiiig for meat of tbo othar taxea what

smith eaUa '*thia moat ruinoua of aH taxaa*, fie tuotos

Ciearo ae saying that there ia nothing ao abaurd that it

haa not been aeeertet at aome time by some philosophers,

Sueh taxes tend to raise the wegea of labor, and so raise

the prioa of all aaimfeotured artlolea, thus dimlniehiiig

thoir Simaiui^tloa and ra^olng the onjoyiKitits of everybody*

faawi upon lusiriea hare no aueh toadoney to raiao the prise

of oomuoditiea other than those aotually taxed* ftie adran*

tagea of aoaaumptl^ taxes are that they enable the goverameiit



t0 x«is<i T«r9wam %lm% nljght ̂  diffleult to Mituro other* .

wleet end they'ere oertelm ead ooneealfait of oolleatioa*

They go oontrery to the fourth of hie aaiTinui In that they

ftXweye tahe out of the poekete of the people icore thaa they

hrlBg iato the puhlle treaeury beeauee of the ezeeesiye ad*

minletratire oo8te» dieeourageaoBt to eoacttaptlve deaand,

end eaeouregenient of eyaelon,

Texee on profita ae a dletrlbutlee ehere of IneM

were oppoaed for two reaeoaa* Stoeka and other intereet

bearing eeeurltlee ere eaelly hidden and there would be

danger of eraalon* Thle haa later been proven In the fall*

ure of the personal in^iperty taxaa la ̂ e United States •

Alee» there would be a teadeney fop eueh a tax to drive

eapltal out of the otnmtry, to the detriment not only of

the eapltallste but of the laborere and landowners alike,

as a result of the smaller available supply of eapltal for

use In produetion*

David Sleardo, another of the elaesleal eaeaeaiete,

aside from quoting Adam Smith ae favoring taxation la pre*

portion to the eontributor'e aeaae, haa little to eay wl^

regard to the eubjeot* Be favors proportional taxation,

but It le doubtful whether he gave the eubjeet of graduated

rates nneh eonelderatlon beaaxtaa lim haa written little about

In hie first ohapter on taxea Bieardo gitea aa aeveral

atatemente with regard to the effeet of taxes In general



itilftli m of with rw&pmwt to tim pfw—nt

Taxoff am I hm aaysi a povtlon of tlio pvodaoa of tho laaA

aaA labor of a oountry givoa over to tho gorornmoatt thoy

aro aJLuaio palA oither o^ut of roroiiao or oat of oapltaX*

OhoaXd tilt bardtn fall apoa tho oai>itaX of tho suRtloa, taat*

lag it to bo Aiaiaiohodt tho aatioiua jprodaotloa will aoooo*

tarlly bo AlminlohoAi aad if tho prooooo bo o<»itlnaoA thoro

■not eoatlaao to bo a roduotion of tho ooontry'o eapltaX and

prodaetlmi. frt® If tho tax faiio lAioXly apoa roTonno and

tho iioti^*» oapitol lo Inoreaoii&g^ it it oortaia that bat

for tho tosotioa thia iaoroaoo would haro booa groator*

fhoro art uo taxoo whioh havo mot a
toadoaoy to loeooii tho power to aoouraolato.
All taxoo laaot either fall oa mpital or oa
rowtauo*^

Xf taxoo fall oa eapital and dialaioh it« tho offooto aro

bad, 00 aotod aborof but If thoy faU oa rovoaao thoy mot

havo (mo of two offootoi thoy mot either leoooa aooaa»«

iaticm or thoy saiot diaiuloh eoaouraptioa ia order that tho

oariag bo eoatiaaoA.

Skaao taxoo will produm thooo offooto ia
a moh groator dogroo than othorot but tho great
evil of taxatloa la to be found, not oo naoh In
aay oolaetioa of its objeeto, aa iUi the general
aaount of ito offooto talcon eollootivoly,^

IRio dooiro of every aaa to aaintain hie wealth md hie ota*

tioa ia life will aialBO him endeavor to pay hio taxoo out of

X. HoardOf oa. ait#* Chaptor fZII.
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Xt «$]»«ar8 to stt aboolutoly eortaln that
a Will iragalatad tax oa profIta would ultiaatalj
raatore 0(»nPK>dltioa» both of hoat aod foroign
manufaoturo, to tho aaiaa aoaay Jirloa ahioh thajr
boro boforo tho tax waa lapoaad*^

Xt Slight bo do«btod| howowar* whathar thlA would ba tha

aaault uadar praaaat oondltlooa, with uoivaraal taxation

of profits along idth othar souroaa of iiu»oxaa and with

iiitaraational trada mora naarly on a barter baaia than on

a gold bolliaa baaia« flM: praaant aooaantration of gold^

partiaulagl7 in tha Ifnitad StataOi haa raaovad it aa tha

baaia f (mt ttm eurranoy in alisoat atary country, thua aah«

lag it ii^oaaibla for bulli^ to ba aaported. Trada unat

ba aarriad aa m a barter baaia by tha ax^aga in oaaaad*

itSaat axaapt in rara aaaaa* Tha raault ia likely to ba

a real radaatiea in praflta, ainaathara Is no aaaapa fat

tha profit«aaaker» or ia a raduatioa of pra4biotioa and

oonaumptlon, or both,

Iton Bieardo wa turn to Thoaaa B, Halthua^ who waa

amttaapatavy with Bieardo but differed frw him on aateral

li^rtnat iaauaa, Uhe Blaarto» lialt^ did not diaauaa

^ Tiiaiwie tax to any axtantf but ha differed from Biaavdo

in am af hia anmlyaaa af taxation* Than ha dlaauaaaa

aaring fluid tha affeeta on ai^ital ha aaams to taha a dif*

ferent approach than Bieardo did{ tha great need of a

aountry with its aapital diminiahed by war ia izmraaaad

1, a>ld,» dhnptar XT*



aatioaaX with inoreM»d and ataady profit# fras

irtilah saTlosa aaa ta aaauwilatad. Biaardo aald that taxaa

mat althar fall aa aapltal or elaa dlminlah aoaaumptloa*

Tha opinion of MaXthua on %hm auhjeot of aavlng and aoo<-

nooio proaperlty la amawhat differont.

But If* Inatsad of aarlog from Ineraaaad
profita, wa aara from dlmiaiahBd axpandltnrai
If, at tha vary tlxaa that tha aupply of aonraod*
Itiaa aamparad with tha damand for tham, elaarXy
adnonlahaa ua that tha proportion of oapltaX to
raraaiia la aXraady too grant , aa go on aarlng
from mt raraaua to add atllX furthar to oar
capital, all gaaaraX prlnolplea eonour in ahow*
lag thai wa mat of naeaaaity ba aggravating
Inataad of alleviating oar diatraaaaa.

Bat how . • . ara wo to obtain thia in*
aroaao in rovanuo? • • • A union of tha aaana
of dlatributlon with tha powara of produatim
la abaolutaXy naaaaaary to ereato an adao.uata
atlmXua to tha aontiauad Ineraaaa of woalthi
and that tha tltroo oauaea, which, by favoring
dlatributlon, tand moat to k—p up and inoraaaa
tha exohangaable vaXua of tha whola produce,
ara, tha divlaion of landad proparty, tha ax«>
taaaion of doaMatia and f<upolgn trada, and tha
mlntaaanaa of auah a proportion of unproduo*
tlvo ooaauaara aa la boat adapted to tha powara
of prodttotlon**

Za hla oiRpBmla upon tim aaaoaalty of having a propar pro*

portlm botwooB the produotlon and tha dlatributlon of

wonXth within a eoaxktvfp ha shoiMB a narhad aimlXarlty to

tho reeant report pubXiehad by tha Brooklnga Xnatitutlon

&& **Tlm Dlatributlon of Xneom In Balatlon to Baonooile

Brogfaaa**» idiieh will bo dlaauaaod Xatar*

X. T* Uaxthua. i^inelnXaa of BoXitleaX Booaonor.
Book II, Oahptor I, Soatloa X/ '



tlM a»r« ot folXowing « msfwilX m%

Mlltv* « a«tioa frtm distmas* Althoiacli teayiiig %)m%

hoa.ry tcxfttioa mA rastrlotioa upon aoanaFe# am

oiftl to a oouatvy, bo witos that thty o&anot ba lool»4

to as tha laraeAlata oaaaaa of the diatresa in i^loh Saglaii^

t&mA. iHnraaXf at that tls», foXloaiag a aa^laa of «xp«uiiva

wars* l»iotXy tha a«na result mi«ht oeaisr without thara

baiag mxy poor land ia aultlratioit, withoat taxaa asoA

oat any fresh rastrletions on trada* If tha sltaaticsi had

haaa saah that dawand had been Isereaaing, calling for

gMtar and gfaatar praduatl^t and than aoelaty Should

caaarmlly alaekan thalr amamptioa mA add to thalr aapi*

talOi the profits of tht eapitalista would soon ba gsaatly

raduoad, **and tha papulstloa wcmld ba thrown oat of «nrlc

and would be a tarring» although without a alngia tax« or

any raatrletlona an trada

Xn aoa^arlng tha two» Blaarto would say that tha only

hope f^ aealety to ba able to pxavant taxaa from radnalng

tha aapltal supply is to rsdues eonsuntptlon and IhaxwaM

sarlngst Halthas* howarert would aay that tha anawar liaa

in an Inereasa in profits and produatlonf aoaasq^aniad by

pT9p9T dlatribution of tha wealth areatad} and that radua«»

lag aonaui^ptioa la ordar to aara would «wily aaln tha altua<»

tloa vma* Of tha twog lialthua saans ta gira tha aort



hope tor progresa and oomea the eloser to laaay preaeat day

▼lewa •

John Stnart Mill, like the other olaaaioal oooiMMBlata,

faTora proportional taxation rather than taxation ivith

graduated rateo. Bo glrea ^reo eondltlona whloh, if ful*

filled, would nake the Inooae tax "la point of juatlee the

leaat exeeptlonal of all taxea"* The flrat of theae eondl*

tlona la that all Inoomea below a eertaln zeilnlaun level

should bo exonpted In order that the poor will not be tta-

duly hurdonod* Thla la la line with aodora praotloo whar*

OYor the Ineoua tax la uaed. fho aoaoad of hla eondltlona

la that proportional taxation of Inaonaa ahould be the rule

rather than progreaaive taxation, la order to aeeuro equal-*

Ity of burdena* Hla third eondltlon InvolYea the exeiiq;>tloa

of aoTlnga from taxation. So aayat^
All auma aaved from Ineome and laTeatod

ahould be exempt from the tax; or If thla bo
found Impraotleable, that life Inooaaa and In
oomea from bualnoaa and profeaalona ahould be
leas heaTlly taxed than Inheritable Ineomea,
In a degree aa nearly aa poaalble equivalent
to the Inereaaed need of eeonomy arlaldg from
their terminable oharaotert allowance being
alao made, In the eaae of variable Inecsaea,
for their preearlouaneaa.

Wo find thla laat Idea followed out In modem Inoome taxes

In the deduetlona for earned Ineome, aa that allowed by the

federal gommmant, or dlfferentlatlona between earned md

unearned Inoomea In the Hrltlah Ineome tax,

1, Joim Stuart Kill, Prlnoiplea of Polltleal loonomr.
Book V, Chapter HI, SoetioFT:



Mill oa to wy, hamfw, t^t Int Aooa aot bo-

IlOYO that a fair iaaoat Ux ii poaalhla teaauaa of ''Xom

pahXio morality* sad tho litpoaaihility of saouring aaouT"* -

ata raturna* for this reason ha adrooatas a tax on ax*

pandltura% such as tha housa tax, as balag tha hast indl*

aatioa of tha oltizaa*s faxpaying ahllltyf but ha doas aot

favor aonsumptlon taxas, Thasa taxas aost tha ooosusMir

Bora through tha Incraasad priaa of tha artlola than thay

bring Into tha publio traasury, baoausa lagal rastriotlons

and ragulatlohs naoassitatad by tha tax ara an additional

burdaa to tha aoaauaar. Also» tha highar prlea almost al

ways ahaaks dasuuidt tharaby obstruetlag tha Introduotloa

of Improramants whlah aaeompany inaraaslng demand and larga<

seala Industry.

*^0X00 on naaassaries must thus hava ona
of two affaats. Blthar thay lower tha aondl*
tlon of tha laboring elasses, or thay axaat
from tha owners of capital, in addition to tha
amount due to the state of thalr own naoassar*
las, the amount due on those eonsumad by tha
laborers.^

With regard to tha Ineooa tax, Ulll states that no

tax falls solely upon income. At least a part of tha in

comes which arc taxed would have bean ssrad, so that tha

tax has tha affect of reducing capital by tha ammmt of

tba tax. Zn thia regard, taxas upon profits (which In*

oludo iatarast also, la Mill's analysis) tsnd to bo

1. Ibil.. Book T, Chajtor If, Soot ion II,



to tlio ftoouBttXotlon of iioolth« iTontttalXy

tho turAoa of ouoh tazoo will fall upon eltbor tho laborar

or tlia landlord as a result of tha adrarsa affoots to thaa

of tha bSndraaoa to tha aeouimilatlon of aapital, Althoud^

it at first falls vhoUjr upon profltSf tba mount of in*

araasa of oapital whioli tha tax prarantad would haws OTsnt*

ually tandad to raduoa profits to tha sama larol as tha

tax did* Swan tha nora fast that profits hawa to bear

thalr i^ara of a gaaaral haawy taxation my ham tha af*

fast of drlTlng aapital abroad and stimlatiae i»px«^nt

spasulations in tha absanea of safe gains* Tbm only

oountarbalanoing possibility is that of stimlatlng in*

▼antions and iaproTmants in tha arts in tha affort to

offaat tha lossas aausad by taxas on profits. His son*

alusion is that

tha real effaot of a tax on profits is to
aake a country possess at any given period
a snaller oapital and a snaller aggragata
production, and to maka the atationary atata
be attained aarliar, and with a smllar aun
of national wealth. It is possibls that a
tax on profits might evan diminish ths mist*
ing aapital of the oountry.*

Hcfwaror, Mill has muoh to say to soften tha affeot of his

denunciation of auch taxes. In hie argunanta against those

who eontand that tlw poor are injurad by taxaa idiiah takn

may frm tha rieh what thoy night liawo apont anong tha

poor, ho atatas that '"it ia impoaaibla ao to tax the rieh

1* fbi'l.. Book y, Chapter III, Saotion III, p. 499,



M thMit ma portion whatever of tho tax oan fall on tha

poor" I and that portion of tho tax ndiioh would hare baaa

spant and ooaatiaad by tha rloh falls npon tham antlraly*

Tim goTarnaaat nay Itself Inoraasa eapltal by paying off

thm publlo debt or by naklng publie additions to eapital*

If thoaa againet idicm I am now oontending
ware in the right, it would be impossible to
tax anybody ezeept the poort^ and to inoreasa
capital there ia another way besides consuming
lees, naxsely, to preduoe more*^. • « Capital
is kept in exiatenoe from age to age not by
preserration but by perpetual reproduetioni
every part of it is used and destroyed, gen*
orally very soon after it is produoad, but
those who eonsuna It ara employed aaanidiila
in produeing nora,^

Aeeording to this laet bit of reaaoning, ha eon*

eludes that funds rsqulred by governmsnts for "sxtrsordi*

nsrily uaproduetiva'* purposes should be rsised by texa*

tioa rsther bhan by borrowing* Tha privation whieh would

result from the taxation wcmld not be averted by a loan

ainee "whatever ie spent eannot but be drawn from yearly

Ineome"* The suffering is merely traneferred to the labor

ing elaseea, beeauae the payment of intereet for unprodue*

tive loane dlminiahas the share of the national produce

whieh is avsilsble to pay tliair wages*

Zt is probably tho total burdon of taxation whieh Is
d

most to bo eensidorod* Upon thie subjeet he eaysi

i. Ibid** Book I, Chapter T, p. Sd*
2* ISIf,* p. 44*

It ibidt t Chafer II, p« 494*



Owr-taxatioa, carriod to a •urfloiont ex«
toot9 it qt^lto eapabXo of ruining tho moot la*
duotriooo eommtmity» oopooially when it 1« in
any dogroo arbitrary» so tbo payor la norer ear*
tain bow mob or bow llttXo ha abaXX ba allowad
to kaap*

tbia uneartalnty la alao of graat conaaquenoa» maldjcig it

ia^oaalbla for tba buainaaa man to Jjudga aoourataly tha

fnttira*

■"mi

'  ■ ■ ■

Si



iv?" ̂

CHAjrasa nt

WHl MCSHT 7B;W3 OS ZMOOME! XAXfS

Slnoe the days of the elaeaieal aoonosiiata thara haa

baan a gradual awiag of opinloa in tha Airaotlon of tha

jgradaatad iaaoat tax. ifoha Stuart Mill «aa tha only om

who diaauaaad tha inaonia tax aary muoh, and ha aonoludad

that although an inmm tax * fairly aaaaaaad** would ho

tha "laaat axeaptionahla of all taxaa<*| ha thought that

it would ha impoasibla to aaoura auoh a tax* 0« 7«

Baatahla* writing in 1003, 9mm» to tha eonaluaion that

tha inaome tax la an aaaantial part of any good fiaoal

ayataWi hut ha kapt to tha viawa of tha tlaaaioal aoono*

adata that propartioaallty waa to ha prafarred to gradua

tion*

the ehanga in opinion with regard to tha inoona tax

whieh took plaoa during tha and of tha ninataanth eantury

waa attributed to Beatable, in part at least, to the in-

araaaad popular influanaa upon goramMint* fha ahifting

of tha eanter of polltloal grarity whieh raaultad from tha

growth of (htooarady brought tbout a tandendy to altar tho

distribution of taxation to favor tha moat powerful elaaoi

or tho politiaal majority, by putting a haaviar burden up

on the waalthy in tha form of graduated, iaooma and tha



lidiivltMi** ViMi Alffation •f 14««i

Has hmA mmk %• ia wUIi tlM fvawtli of sradaatai taxa*

tlofti alaoa tmmm %& \m likaly to foolXUato tho

%r«iioltt<m ttom tk« oopitolletio to tlio ooololiatio rogiaoi

Boototlo luio ooYoroX iAportont orltleioao of grata*

ato4 toxotioa, fHo first Is thst tho rats aaat to antiro*

Ir artitrarj. fliara is ao aataraX Xiait axaaft aaa ItaiA*

rai far aaati vbiah Xlaits %f lam tto aaoaat of aaaXta

i^isli oaf BSQ will ta slloiisi to aao«Bttlats« Aftsr this

Xixslt liaa toaa rsaobsA tf oaf iodiridtisl thsro is n&

fartlMir XaaantiTO to sssoatttata and sta to sosisty*s stora

of oofitaX* His fragvasa of iataatry voald to la daiigsr

aotar soot airoaaotaaass* siaoa a Xar^ part of tha aafl*

tal asaaaaary far aoatii«Md asfsaal^ aoaia fron aaa In

tta ttffsr iaoaaa l^aksta* Oarriad to its oxirMM aaa*

eXasloa» an iiidliriduaX*a laooat voaXd soasa to tara mj

jrsXation to his offorts or hia protaetivltyi tut would

tsawM m srtltrary alXoiiaaso sot ty tta gorsrnaaatt

ttis is tts sooialistle idaaX» tut it would triag a staff

rad to our systoa at iadiritaalisa and faraooal litarty*

If ttls is tta idaal whist Is sou«tt» ttar* «ra wast atora

dirast asttoda of aatSariag It ttam ty tta rsttdd-atout

Hsthod of iradoatad imttm taxas*

Za aoawsr to Bastatia this faiat« tta uaa of

gradoatad iaoMO taoaa ta likaaad to tta aaa of a



■KHlerB blgh-SKHiBMd automobile# It oaa be given eueh ex
treme ueege as to be bl^tibly aaafi»rous and destructire, or
It can be used more moderately to seeure effiolent and

useful results. The fact that it has potentialities for

destruotion does not lead to the eonolusion that It i^t,

aseessarily be used for such purposes. It is the way

that it is used that is the important thing, rather than

anything inherent in the tax itself.
Baetable reeogniaed that the total amount of taxa*»

tion is an important factor in the sueoess of a flsoal
system. Taxation, he vrote, is drawn from the total stoek
of wealth at any given tine, ineluding both capital and
revenue.

The real aim should bs so to direst it
as to iaterfers to the smallest extant with
the aotion of the forees that pr«a»>te aeeumu-
lation. Heavy taxation will always be injuri
ous in this respsot.^

In line with this goal, he opposes graduated taxation be-
he thiaka that Ite probable effect la to dieeourage

aeeumulation. This is his second objection to graduated

retee«

daether ebjeotion is that there ia more danger of

evasion as rates go up l^eause there ie greeter ineentive
for the rich taxpayer to run the risk of bslng esught in
order to avoid part of the tax than where the rates are

1. Baetable, Public ginance. p* «78.



mor9 nodorate, Finally, the progreaalva rates hays sot

hssn as produotlys of reyenus as ivas expeeted by their

propcmsats, The share of the taxpayer's iaeciai that is

lapped ̂ f nay be eaermoiis for an iadiyidaal, bnt not

meh when oompared with the national inoomB; and the

muBber of wealthy individuals ocaapelled to bear sueh a

tax is an even saaller propovtion of the number of tax*

payers in the eouatry as a whole, so that no subetantieX

pert of the govemoental revenue can be relied upon frcHB

this aouree*

"Reasonable supporters", l^tebls writee, "will

rseognize that a rapidly inoreaaing rate Is both unjuet

and eeonomieally injurious,"^ The iapoaitioa of apeoial
taxation en ths larger ineomte or properties is really e

fine on saving and an inpadiment to the supply of ons of

the euxiHleriee of production, Zf legislstors are to

interfere at all they ought rather to eneourage the forma*

tion of new stores of oapital, BOwever, Bastabls would

not agree with Mill in advocating that savings bs exempt

from taxation and only expandituraa be used as the tax

basis. Is fait that any eaparation betwssn eavinga end

expenditures aust bs sntirely srbltrsryt sad that the

true test should bs between productive end unproduetiva

expenditures, "s plainly impossible course in praetics".

> * f p• ddd.



**111 mitigation it may ba nrgad that prograasiYa taxa*

tion ia not In fact Xi)»»ly to waakan tha diapoaition to

aaYO*"^ Thoaa with aubatantial ineomaa aaTa mainly by

habit, and tha lin^tar burdaa upon tha poor may allow

than to aava a portion of thair inooama, mlso* la faola

that thara ia atill bound to bo tome loaa OToa uadov mod*

arate prograaaion.

An argumadt for modarata prograaaion may ba found in

tha faot that aartain parta of tha tax ayatam ara ragraa*

aira in natura, ao that aoma aort of prograaaion ia neeaa*

aary to aaoura OYon proportional taxation, fhoaa in tha

lowaat inaoaa braoketa should ba axaapt from taxation ba*

oauaa a eartain ndnimum la naaaaaary for tha purohaaa of

tha naoaaaariea of lifa and beaauaa of tha dlffioultiaa -

and aoat of oollaoting any aubatantial auma ia taxes from

tha poor. HOwoTer, ia a nation whara tha poor ara numer

ous and ao politioally pawarful, thay ought not to ba an*

tiraly exampt fr^ taxation or thay will loaa all aaaaa

of raaponalbility for the oosta of goYarnnant*

As to Mill*8 diatinotion betwian aarnad and unaarnad

inoomsa on tha ground that the unaamed is tha more dur

able, Baatabla arguaa that it ia likawiaa aubjeet to parma*

nanaa of taxation, so disarimination la \fajuatifiad,

Baatabla oppoaad Hill again aa to tha ineldanoa of tha In*

oome taxt

, p, 295*



T)ui tuXgar Idaa alludad to ty tbat
tha iaooma tax falls oa tha poor ty oheoklag tlia
axpanditura of the rich, has no foundation In
faot. Hor is there mueh foroa in tha oontantion
that in so far as tha tax ms paid M of oapltal
it falls on tha lahourars, as this is no paaullar
quality df tha ineoisa tax, hut one aoawon to all
tantlon*^

Sana shifting nay oeoor as a lasult of a shaak to

tha growth of oapital through diainishad interest, and a

prograssira inoona tax will have a stronger tandenoy to

eausa that affaetf hut as to taxes whieh do fill nost

hasTily upon tha lahorars, Bastabla feels that indirast

taxes, aspaoially eonsuaqpticni taxes, do tha aost haxm*

They hare tha unpopularity and inalastleity of diraet

taxes without their equality and definiteness. All taza*

tion is evil in its raduotion of wealth and in the re*

striations whloh are naaaaaary to aalta it af feet Ira, hut

indirOat taxation, and partieularly that on
sonsuMption, la haarlast on '^a amallar in*
aoaaa, and lets tha rich paaa too aaaily*
An ineoBM tax with a aultabla aeala of exaap*
tion goaa far to eorraet thia inequality,
whi^ duties on aeta and Inharitanees alao
aid in ranadying. Both on finanelal and aqult-^
able grounds there la a strong ease for the
ineoBMi tax, not as the sola aourea of eompul*
Bory ravanua, hut in due proportion with other
raaaipta, and with eloaa attentiongto tha ape-
elal aireuaatanees of the eountry*

In eonelusion, Bastahla ehampiona tha ineoma tax hut *a«

tains tha elaasioal theory of proportional rather than

gSaduatad rates* Although libsral in his day, ha would

ha ranked aa ultra^eonsarTatira today*

rr~^d*, p. 458*



Contemporary with Beatable were two Aneriean e oono*

mists, Biohard T* Sly and S« B« A, SeligBsa, who also

wrote on the sttb^oet of the ineoaw tax* Both of theso

ass not olily adTooated the laeoae tax like Bootable bat

eaas oat in favor of progression* Both did their writ*

ing before the federal inoome tax law of 191B was pat

into effeet} or at least the bulk of their work oans be*

fore this lair*

In dieeuasing the desirability of an iaeowe taX|

dellgKaa said that, at the tiae he wrote, the ineoms tax

was not needed for pnrposes of reveaoe, either for the

state or the nation* Seither did the eleastieity argu*

ment hold aaoh weight* ^Rie need for a eosEypensation or

SMtJfis-wsight to oounterbalanee regressive tariffs and looal

taxes oould be overeosa by the proper revision ei the tsr*

iff and leeal taxation* Bat aaah a raviaion of the tariff

and loeal taxation he thought to be very unlikely, and as

the ineose tax eonformod to a "pronouneed tandenoy through*

out tho eiviliaed world" and fitted in with demoeraoy,

"the argument for the adoption of scuni form of an inooae
1

tax beeosws well*nigh irresietible"* At the present tine

in the United States the tax eysten is predoainantly and

s
inereaeingly regraeaive.

1. jk* B. A, Seligman, The Inotmn Tyc. p* 64B*
g, J, A* dilbert, "Ability and Begj^sslve Taxee in

Sxistlng Tax Systems", Bapere end lyoeeedln^s of the yif*
teeath Annual Ooaforehoe the faelflc Coast IconoBie As*
"soetation.
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ISIm 3«llgaaa opposed MilX*o plan to oxompt

•avlaga from taxatloa to pravant wliat be tbougbt vae doabXe

taxatioiii firat on the inac^ne aavad« and seeoad ea tlie ia-

eooe frtMft the eapitaX eared* ieXlgaeuEi etated that thlji

wae ma. ohrloua fallaey heeauee the two oh|eete taxed mitm

eeparate and diatlnat* Hoeerer, "to lay a biirdea only on

eaTlnga or the poeaibllity of Mvlnge would eontrorert eona

of the aoet firmly eetabllehed prinelplee of eeonemiie pro*

greee".^ Thie wae in oppeeltion to the propoeal of Ton
Borgemeleter B* Weieeenhorn to tax only earla^ by ex*

empting personal expendituree* Seligman did not feel that

ordinary progreasire taxation would aet ae eueh a tax

solely upon sarings* The rich, he said, could afford to

pay more than that proportion of their InsomBS paid by

the poor*

To lory a tax solely oa. expenditure»
eren if the axpendlture were limited to mo^
eeilled luxurieti would ultimately bring ua
baolE to the evils of the aedisTal system from
whioh modem progress has extrioated ua«^

Sly, lllee Saligman, early advooated graduated rates

la insoaa taxation* In tha introduotion to <me of hia

earlier works^ he mantiems that in dapwi during tha old

feudal parlod, although tha prinaipal public burdsas were

met by a labor tax maA a sort of tlths or lend tsx«

•I P* ®80*

• Sly and J« H* finley,
ies (li@8), p* S9*



suiTvrtlMiXtt** "tlMi rieh mT9 •lugJUid omt» tor opeelal taxa*

tloa «• tor « ttoa^oiaory publio •obsoriptioo** tim i4»«

•••M4 to bo to foroo tbo rloh to boar tbolr obaro of tbo

tax burdoji, olnoo tbo otltor taxao foil isoat boarlXy opoa

tbo poor* Although not zatkiog tho analogy« ha ahooa ia

a latar ohaptar how In tha tJnitad Stataa at tha tioe ha

wao writ lag tha tax burdoa waa hoariaat mpoa tho poor bo*

oaaiiao of tha outworn gonoraX pr4p^rty tax and tho fodoraX

tariff and oxolio taxoo» ao that a progroaalvo laaoaa tax

wao nooooaary in ordor to aoauro aauaXlty of tax hurdtoaa.

Squality of taxation, he aaya, la lapoaeibXa without an

Inaoaaa tax.

2t la a juat grlaranoo that aany who ean
aa^Xy afford to boar a part of tha burdana of
goTornaent do not partleipato In theei, whlXa
thay darlra inoatlmbla benoflta frcna the ax*
latanee of goramBwnt. • , Tha Inooaw tax la
the falraat tax ewar daTlsed; It pXaOes a heary
burden when and whore there is strength to bear
It, and lightena the load in oaee of tenporary
or pemanent «»aknesa.d

AO to those who olaim that the ineoise tax is inquisitorial

in its nature. Illy asks, what tax is not? Tho personal

property tax is more inquleitoriaX and muoh imxre diffi*

oult to aeaeea aeourately.

Whan dlaousaing progresaire taxation. Sly atat^

that a tax may be fuat without being proportional* ll

quotea that a tax my teni to diffuse itself, but on tho

1. Ibid., pp se7»m&.



liiat ot Xoast raeiatajiod, whioAi i« aeoog th« poov»

Proportional taxation i» always found
to bo rogrosaire taxation} in otbor wordo^
tbo power of reoiataaoo on th® part of wealth. ,
is so great that It never pays Its fair share*

Th» objeetlon that ® progreooivo rate will eooner or

later sisniiit to eonflseation ie aisoounteA by lly^ miiO

felt that it would nsver be oorrieA to suQh an CECtrens*

If our aftftsure of ̂ ast texstloa is that of ability

to ptkJt and

if wo eonstruo ability as ability to bear
saerifioe (as 7ohn Stuart Mill oM som other
authorities do) and eonfine our attention
solely to the eonsusser* there onn be no doubt
that progreaelv® taxation is the sseans by whieh
the least saerifioe will be visited up'On the
eoBSBinlty as a whole*^

fertaining to the eosseon objeetloiie to progressive taxa*

tion« Sly statesI

Svery tax dlseoufages the ©eouiaulation
of wealth} that whether the tax will be pro-
duet ive or not, it will relieve the poorer
olasses to the extent that the prc^ressive
rates do actually fall upon the rlehi that
persons oapable of evading their obligations
to the governsssnt will attea^^t to evade pro
portional taxes as wsll as progressive taxes}
and that all taxation is more or less arbi
trary* resting upon the judgment and eonmton
sense of the legislature*"

Sveover* he thought that the goal aimed at by progressive

taxation was mKMra lll^ly to bs aehievsd by exemptions* by

speoial taxes upon eorporations* monopolies* inheritanees

and other formm of ineome* and "by diraotlng expenditures

I. |bld., p* 306.
a. rTt. xiy* outi^e
3* Ibid.* pp. 61^-610.

lea* p. die*



to tho sueeov of th« wook aad tho oqualisatioa of oppor*

ttmitri than ty tlM iatroduotloa of any fayroatliiiis

«  « « tax euoh et» progroMlve looono or proporty tax***

t% la the tax ajvtem, eoiahiniog the Taricxia fclada

and foma of taxoa, whloh snat ha aonaidared in dateroin*

lug the final Jtiatioe and validity of any tax. Ho tax

ayatam "aan ha fairly judged without referanoa to the

aharaoter of IBxpaadlturea*. Vaateful, oofrupt, and nw'

wlaa expandlturea nalM any taxation a auraa,

but where the axpendituroa ore oa the whola
wisely and baaefleently uaed, heavy taxation
la a hlaaalag. ^ country aver ̂

arg® oxoandltures of money M the t-uhXlc aiatd
or the pu

Although the progreaslva lneo£9e tax la not to ha relied

ttpea aa the aole faotor> it flnda Ita plaee^ and an im*

portent one at that, In mdarn fiscal ayatana, hj miaur*

ing a more nearly m^mX burden of taxation for aU of

the varloua taxpayers.

The trend of opinions of other writers has, on the

whole, continued to be favorable towards the profr'oaalve

Inccsae tax, although there have been acme who have raised

their volcee against it. In the sain, however, the prln*

alple of graduation has been aeeepted| and the r^oat 1ib«»

portant gueation la the extent to wfelah it should be ear*

ried. The inocnoe tax has come to be generally accepted

1. Xbld.. p. 610.



the maee of the |>eopXe (a thing whieh Sly did not

think would he true for some time)# thirty-four of the

states and ^e federal government now have persozuil net

Inoome tax lawsj a few of the remaining states are held

haek from sueh lawa by provisions In their state eonstl-

tutlons prohibiting them* Saarly all of the Important

national govarnmente Inolude Ineome tax lewe of one sort

or another la their fieoal aystame. The World War gave

a great stimulus to this moveitsnt# and the slight teaden*

ey to lower ratse during the nlddle 19S0*e wee soon off

set and the opposite trend brought In by the International

eeonc^ftle and polltloal orlses whloh have assailed the

olvlllzed world since the end of the lPiiO*8» The rates

la Great Britain, the mother of the Inooiae tax, have risen

to unpreeedented heights; and the rates la the Gnlted

States under the law of 1955 are even higher* ilth the

eontlnuutloa of the world's eeonomlc troubles and with

the polltloal horizon darkeiied by dlotator-made war

olouda, we look queetlonlngly at the future to see whether

preeent tax rates are too high or not, sad If they eould

be raised to produee more revenue should an emsrgeney

arise,

from the point of view of justloe la taxation, the

principle of ability to pay has beeoae generally aooepted.

Along with this prlaelple, of course, pregreeslve ratee



hxf l»«oonB justified I>«eau8« tiiay 8«#m to fit in boat

with tho goaeral eonoopt of ability whoa uood with a

poraonaX not ineoma tax. There la no lon^r nuoh agi

tation for abolition of the inooiBs tax nor for the re

turn to purely proportional ratea^ although onee in a-

while aooe orennlought editor, like Bernarr Maefaddon

in Liberty, oofnoo out with a aehWM to reatore national

prosperity by abolishing the ineosie tax, Thero are etlll

mny points of oonfliot, like the capital gains and losaea

tax, tha undistributed profits tax, although thaJtottar had

nothing to do with tha personal ineosia taz| and there are

mny differenees of opinion regarding the actual adsiinia-

tratlon of an inooiae tax law, even though the prinoiplea

underlying the tax iteelf &ra not questioned. There are

important points of principle involved In many of these

laauaa, and probably one of the moat important is to what

extent are the progressive rates going to be oarrisd,

A reoent text-book^ aanetlons the iseome tax on

aeveral grounds. It taxes people aeo<»ding to their

ability to pay towards the ^st of government, and on

the basis of ability, progressive taxation is Justified,

A man with a net ineome of #100,000 ean well afford to

eontribute twenty per cent towards the eost of govern-

aent, better than a men with #1,000 net iaaoas een spare

1, Garter, RohllflnR, West, Eervey,
Oovemaent. End Edition, pp« 338-343,



five p»r e«Qt* After paying tfceir taxes, the first nan

is still able to live far isore ooofortably than the man

with the Mjaller Ineoaa, Without InjusUoa this progres

sion aaa be aarriad to a vary high point, for upon tha

first part of his inooiae the nan With a large ineoae pays

at the sane rate as the poorer nan. Xn addition, the tax

falls on net inooma, thereby leaving the taxpayer*s eapi-

tal intaet} it eannot be shifted and it is cheap of eol-

leetion, although this is partly beeause the taxpayer is

burdened with the eost of ashing out his cam xetura* fhe

nain oritieisn of the tax is found in the faet that it is

so elosely tied up with business conditions| when there

is prosperity the surplus yield is a temptation to extra-

vagaaee, while during a depression the effects are worse

in that the yield shrinhs at the critical time when the

goverxuBsnt needs more revenue* Again, the tax is criti-

eixad for its complexity, which ie the cause of eonfueion

and mieunderatandinga* Progressive taxation of eorpora-

tlcms is severely and Justly eriticized on the ground that

eorporatione ars owned by many individuals, and it ia

their respeetive abilitlea as individuala which should

be subJested to progressive texstion rather than asaees-

ing the tax according to the size of the income of ths

corporation itsolf*



Taussls ol>Jeeted to progroaslTo ta3Eatio& beeauso

it •••nod to blm to ba baoad upon tba aontantioA that

tha axiatlos aoalal ordmr la not parfaoti and that this

aort of taxation was to ba ona of tha laatmaanta tor

ahaaglng it* Ba thought that tha axiating dlatribution

of waaXth ahouXd not ba intarfarad with, or at Xaaat if

it wara to ba ohangad, that aooa B»ra dizaot loathod than

taxation ahouXd ba naad to naka tha ahanga. Proportion*

aX taxation, of Ofsnraa, wouXd not intarfara with tha ax

iating dlatribution of waaXth and inaoaa, and tharafora

waa adroeated by hia* AXao, ha objoeted to tha attai^ta

aada to dafine "ability'** It a rioh nan haa graater abiX<<

ity to pay taxaa, why ahouXd ha not also pay more for tha

broad and othar aoamodltiaa that ha buya on tha aarkat?

**Oan tha prinaipXa of *abiXity* ba daeXarad abatraatXy

Just wlthoat ■aintaining aXao that our aaonomia ayataw

is in ganaraX uniuat?" Bs faXt tha aaaa way about tha

idea of "aquaXity of sacrifiea"!

Tha fundamentaX quest ion raeurai i^y
aquaXity of saarifioa hare, whan in othar mat
ters no sueh ruXe is foXXowsd? Iffloiaaay,
not saerifioa, is tha dominant prinoipXa in
axistlng distribution*3

Tha usa of prograsaiTS taxation, Tauaalg faXt, daaXt

with raauXts, not eauaaa, if ita furpoaa waa tha aXlalna-

tion of inaouaXitiaa in dlatribution*

1* FTlf. Tanaaig, PrinoipXea of Saonoroiaa*
^bid.* T* ii, p. sxx*

3* MI.



Mkioh the aore effeetlve ftM prcKsdelng
way of refona 1» to promote the mitlgetion
of Inequality In other ways—-hy equaXiaation
of opportunity thru widespread faeilities
for rational education, by the aontrol of
monopoly industries, by the remoral of the
oonditiona vliioh malce possible illegitimate
profits,*

tlpon the important question eoaesming ths hiadranse

to aeeumolation, Tdussig believea that thsrs will be no

eetuel eheek to eseumolatioa, eren though large iaewsss

be taxed at a higher rate than amall onee. There are

many intra«merginel earers, and a tax on saringe ie for

them the eene ae a tax upiui eeoaomio rents it has no of

fset upon the supply, Appropriation of a part of thsir

Ineomes by the at ate would not leeeen aoeusmlation, "Those

whose meane are large almost always snjoy e ♦sarer's rant,*®
STsn though their rate of return be diminished, they will

still snjoy a somfortable ineoam; and rather than not havs

thie ino<mBO, aeoumulation will bs maintained and o apltal

will remain undiainished. The seme reesening would apply

to all others who hsve sewer's rsnt, sush as those who ere

earing for the uneertainties of the future, or for old age,

er for wife end ehlldren.

On grounds like these, progressire taxa
tion of large property ineomes ean be adro-
eated} adrooated, that is, if one franicly ae-
Mpts the riew that great inequalities in wealth
are undesireble, • , One possible undesirable
eoneequenee is a eheek to aeoumlation} but on
the strict theory of earer's rent no eheek is
in faot to be expeoted,^
1. p. bid,

, p, 918,



finall/t howiver, faussig hintA tbai h# aigkt V« m%lm

to justify progrsssivo tepcatiou beoauss of asmy of tlio otbsr

forms of tazatioQ whioh ar« lu faot regiresslye*

Tbs tss^tatlou (of orary fiuauos Minlstor)
is wsll*iilgh irroslstlble to follow ths path
of least reslstanoe. The Tory great part ibloh
ladiraot taxes on eommodities play la the fioanea
of all modorn eouatrles is explloahle ohlefly oa
this ground.^# « • Uader sueh ooadltloas» it nay
be maiatalaed without hesltatloa that taxes 1st*
lod dlreotly on the laodnss of the wbll*to*do
should be progresslTe in order to soeure simple
proportionality for the tax system as a whole,*

ffhsther or not the rest of the tax system In any glrea eoun*

try is in faet regreaslTSt ha feala it to bs wary diffioult

to datermlna* Zn hit laat analyaia» ho aaya that **the quea*

tlcm of equity in taxation eannot bo diaouaaad Indepandontly
s

of the equity of ths whole existing sooial ortort" thereby

throwing the entire natter beek to the question of whether

or net the present Isequalitiee in distribution are jueti*

fled.

Although melntalning the prinoiple of proportional

taxation, Taussig aeexaa to ba aittlng on tha fenoe, almost

giwlng juetifieatioaa for progresalon. Zf ths system of

pr^reeeion eould be reeonolled with our existing eemomle

eyetemi INtuesig would probably senetion It, The writer be*

lisTee that tha raooneiliation ean ba mads, as our system

is admittedly not perfeot and an ImproToment, OTsn though

rr^Ibld.. p. 509,
2 , ̂bi|^, f p • 520,
3, Ibid,, p, 509,



it MI7 dtfti with tho And result and not the oauaoi is to bs

l^sfsvxwd to no shsngs at all.

A BOTSwhst Aiffsront apj^osoh to the probloa hss

been pvsssntsd by Slast D, f««aa of Stmaford UnlTsrsity in

« zeoont artisls,^ Bs first lists sad olsssiflss ttm Tsri*

ous thsaclss uaderlyiog different explsoatlons for i^ogrss*

sire taxation, Ths ssorifios thooriss iw disposes of ty

Bsiatalalng that thsy are based apoa the premise that neaey

has marginal utilltyi that the marginal utility per oaoh in*

creiaiat of income is idential for eaeh taxpayer> that the

demestie needs of all.taxpayers are identioal. In his refu*

tatioa of the idea that m^y has marginal utility, he finds

the most diffioulty la oYereoaiag the oontentloa that the

most pressing wsnts are eatisfied first, and that sonss^uent*

iy leas utility is gottsn from satisfy lag ths luxury mats

of the wealthy.

It Is eonosirabls that a tramsndous in*
oome eould be spend in rounding out oonsuap*
tion groups, without a dsareaso in ths util*
Ity seoured per dollar of expsadlturs.

But is it really eonceivable that a man should get ae muoh

utility out of one radio as out of <me suit cf olothes cost*

lag ths ssas amount | or that tvies as smeh utility is gotten

out of one houso sosting twieo as much another, proYldcd that

tha cheaper one is reesonably sdsgusts?

1, "'s, D* Fagen, Fournal of Political Seoaomy,
August, 1930, pp# 487*490,

0, Ibid,



Btwrovor, thfi «aorlfl«o th«orl«8 ar9 tfeu® disposed ofj

after whleh Vsgsn allies the faeulty theory with the saori*

floe theoriss, sayiag that In reality It Is only a "yanus*

faead saerlfice theory*^ and has the same shorteoalngs

others have* Be says that It neeessltates the osasureitsat

of the psyohie nagnltudes InTolTsd In the paysuiat of a taX|

and of the real oost of produotlon of the Ineceai saerifleed.

Bext, he rewlews Bohsoa*a *'surplns*>liieoai** theory^

whlsh he Tiews aa a step In the right dlreotion* This thoory

is that only the "snrplas" eleioent in Ineoas Is Indies tiro of

ahility to hoar tazatloni idille ths greater the InaoaSi tho

greater Is the ratio of the "surplus** to ths "eost" elsBasnt

in the i^oae* "Surplus" is ttmt elseent which does not dry

up under taxation, and so oannot ho shifted hy a reduotlon

in the supply in the eshedule eense* Behssn heMS hie ohser*

Tations on the theory that oseraaTing and underoonauuptIon

eause the business oyels| that sarlngs sous frois lurplus in*

eoise} that the greater the inooae, the greater the ratio of

eurplue to eoet elamente« Although 7agan does not aeeopt

OTorsaring ae tho ono and only iaportant anteeedent to in*

duetrial dopreselons, he does think that

it sssas • • * that statlstieal data rslatits
to tho ratio of saTlngs to sixo of ineoas and
modern business oyole theory establiehes u gen*
eral assumption In faxor of progressiTs as die*
tinet from either proportional or regressiTS
taxation as a means to greater industrial
stability*

'  iii 'jfbld* t p* 49£«



This t]3«c»py does not go far enough to satisfy Tagan* H

The **00010! impartaaM" thec^y of Sir Sydney ffh«|MHii

la next rerieaed* The wants satisfied by the earlier laere*

nonts to laeoaw are usually of »ore laportanoe soeially than

those satisfied by later Ineremeats to ineone« whether the

satlsfaetlon of the former eauses more utility or not. By

eomblnlng this with Hohson's theory, fagan arrires at his

own theory, the **soslo«polltioal^ theory. Quoting Tausslg

that "the question of equity In taxation eannot be dlsoussed

ladspendently of the equity of the whole existing order", ha

States that frankly the existing soolal order 1# Ineoapatlhle

with aaxlBBtm welfare, Proportional taxation will eause the

leaet dlaturbanee of the atatns quo and ao ahould be uaed "If

the objeotlre erlterla of welfare are already at their opti«

sum"I otherwise, progreeslre taxation laay be a seana of leas*

snlng eeonomio lasfsallty, as suggested by M. Xsynas. as

to Tausslg*B arguasnt that progressire taxation deala only

with the result, not the oaueee, of Inequality, Pagan states

that "unequal ablXltlea" uaed to bo soasldored the "eauae"

of laequalltlea of wealth, but if we eonalder unequal oppar*

tunitlea, uaaqual ability baaosea the "reeult", not the '*tinsa"«

Obwioualy, progresalT@ fixation by xaltlgat*
Ing Inequalities in the distribution of wealth,
eottld, if coupled with a wise program of public
expenditiiree, deereaee the inequalitiea of oppor*
tunlty.

""""""""""it* '"Ibid., footnote, p. 4tB.



Granting I tbon, that our praaant aoolal and aao&oala

syatam doos not make for the maximum of human weIX«*helng,

the use of progreealTe taxation may he a maane of erolutioa

••a meaaa of aeeuriag a gradual ohaage Is the sooiaX and

poXltloaX order as oondltiona ehange, Xs as eeer<^haBglBg

irorXd there are aXwaya adjuataenta whiah asaat he made { aad

usXesa one la as Impatient radioaX, vanting a audden asd

mediate ohange, a graduaX and amooth readjustment ia to he

preferred to asythiag rioXent and reyoXutionary* A eeheme

te arhitrariXy asd aXX IseqiaaXltiee in distrihution wouXd

he i^raetleaX heeauee of tlui rery Imminsity of the ehange

vhieh wouXd he inToX7ed» eves ehouXd the ahoXitios of aXX

Inequalitiee he deemed desirahXef whioh ie not XlkaXy* The

moderate reduotlon of extreme inequaXitles ettleh progreseire

iaeoimi taxation heXpe to eeeuare le neither a TloXent ehange

Bor an ahoXltion of laequaXity. It amreXy heXpe to mitigate

the great iaequaXitlee existlag at preeeat hy pXaelag a

greater hurdea oa the waXX«to»do mA reXieylag the poor

eomewhat,

UnXees oae auhserihee unquallfiedXy to the theory

that oyeraayiag la the eauee of eoonomlo inetahiilty, aad

that aayiag ought to he dlmialehed ia order to seeure a

greater degree of atahlllty, a progreaeiye iaeome tax proh*

ahXy eannot he deemed to he an eoonomlo hXeeeing* He«eyer«

there le sXlght reeeon to heXieye that a tax with rates



than at present Is any worse tor the eeonoralo sys*

tem than any other tax. At best, a tax is asrely a trans-

terenee of Inooms from a private individual to the puhllo

for puhllo purposes I at worst, it Is a deduotlon from the

soolal InscMM for purposes of govemaental waste and extra*

waganee* Whether the effeets of a tax are good or had de

pend, partly at least, upon whether the puhllo ea^enditures

are henefloial or whether they are wasteful.

On the soolal side of the halanoe, the progressive

Inooms tax has dlstlnot posslhlllties for the good of so-

•lety. If the "purely eeonomle" eonsIderations of saving

and Mipltal aeeumulatlon he omitted, the tax may well he

henefloial. It is doubtful If q^uestlons of human welfare

and soolal well-heizig oan he omitted even from "purely eoo-

nomlo" dlsousslons. Who Is to say that the preseng genera*

tlon anet hear heavy burdens and great eaerlflcee In order

that huge amounte of eapltal may he stored up for the peo-

slhle benefit of some future gsneratlon? And who will guar

antee that eueh aooumulated wealth will aetually benefit the

future generations? If It Is all eoneentrated under ths

ownership of a few individuals, oan ws be sure that future

soolety will he better off? It may evsn hs used for the de-

otruetlon of man, of demooreoy, and poesihly of eivillsatlon

Itself in the eoming war, whleh has been so frsely predleted

by H, 0, Walls, and others.



are posslbliitiea that the majority of the voters|

helog in the lower Inaome groups, may try to seeure tax money

for the hensflt of their own partioular group and heooms para«

sites off rioh. But it is doubtful whether enouipi inooms

eould he seeured faron the rieh to snahle ens group to live

off eoolety without adding to produetion, Ivsn if suoh ho

attempted, there are other means of attaining it tlmin by use

of the ineoae tax* Th» danger is not so mueh one inherent

in the ineoBS tax itself as it is in govemmsnt, whether that

gowsmmsnt he demoeratie or ahsolute, Zt eosns haok, then,

to the prineiple that the important thing is the else and

natxire of the puhlie expenditures* 31y stated that heavy

taxation may possibly be a blessing where the revenue is

"wisely and benefioentl|r used*** The truth is more likely

to he that the total taxation i^ould he propm^tioned to the

nati(Hial ineoae, and tha preposition aay he doubted that

"no eountry was ever yet ruined by large expwudituree of

money by the publle and for the puhlie"*^

p* 3d.

^ \%K



i0EAraB If '

GOHSOMFTIOH TAXIS AXB SOOHOMXC ZHSQUALZTT

Gonsumptlon tajces too ofton hido themsolYes from tho

•yoa of tho taxpojtr. tloot tales, ezelso, sad otbsr eon*

snmptloa taxes are ins laded la the prlee tliat the eoasaaer

pajre for his pardhaset sad seldom, If eTer,does he know

what part of the amount he pays is to eorer saeh taxee, Bii

may pay out a eonsiderable peroentaim of his Ineoae for

sueh taxes without ever knowing it* Sten In states suoh

as Waahlagtoa and Oalifornla, which leey respectirely a

two per eent and a three per cent sales tax, the tax is

paid out a little at a time and the taxpayer seldom real*

izes what total amount is thus paid cut by himself oTer a

period of a year* Nor do these "general sales taxes'* eom^

prise the total of the consumption taxes tidiich are lewied

in these states; the rest are conTsnieatly coneealed in

the purchase price and are collected from the producer or

seller* It is for this reason that the property tax and

the income tax seem to he more of a burden to the taxpayers

he is faced directly with the total amoimt of the tax and

it must be paid in a lump sum (or ssTcral lump sums during

the coarse of the year)*

(JoaYersely, it is the same situation which recoansnds

indirect taxes to the legislator* Bs is faced with the



problam of aeouring additionel roToauo at a tlaa wHaa taxa*

ata already high. Am Tausslg said, it ia well*nigh irfi'^

aiatihla to follow the line of leaat raaiataaee, ao that

although praotieally all taxea are paid out of ineome there

ie laae reeietaaee whea they are eoaeealed aa a part of eon-

aumptioa. fhe iaereaeed uae of the general salee tax dur

ing the reoent depreaaioa ean be attributed to eueh eauaea.

At the Tory tine whea receipta from ineome and other taxea

were deeliaing aa a reault of redueed ineome and profita

during the depreaaioa, the ei^eaaea of the atate, local,

and federal goTemmeata were iaereaaing to take tare of

unemployment relief and the iaereaaing deaaada for eduea-

tioaal faollitiea and automobile higiwmya. fhe ineoma and

property taxea were already burdeaaome and produeiag a

awelliag ehorua of protest, ao the obTioua aolution waa to

plaee the additional taxea where there waa apt to be "lesa

aciuawlcf •

fhe injuatiee of auoh a proeedure la obwloua. A poor

timn with a large family and many depeadenta paya out a

larger proportion of hia iaooae than doea another man with

the same amount of ineome but with ao dependent a j and he

paya out a mueh larger proportion of hia Ineama than doaa

a rich undar aimilar eireumatanoea. The ineoma tax

examptiona for dependants aaka allowanoea for paraonal dlf-
fareneeai ewen though auoh allowanoea are ii^rfeet, they



far auporior to <K>nsimptioQ tazas idiieh aalca no oaoh

ftllowanooa vrtiatooavar. It nay b« wgaaA tliat in ordar to

•apply additional oapital, idiieh naat ooao from the ••▼«•

inga of the rich, oar taxea ought to ha paid out of our-

raat oonsaaption* It nay ha hard on the oonaumar now^

hut it la to ha offaat hy the adrantagaa of Inoreaaed and

ehaapar produotlon for future ooziaunara, Qrantad tl^t tho

future ganarationa would hanafit from proaaat ganaratloa

hardahipa, it aaana unfair that thaaa hardahipa aro not

•onavhat atually dlatrlhutad*

If tha Juatifioatlon for great Inaqualitiea of wealth

and inocuae la that they are tha only naana under o\ir pre*

aent ayaten for aeouring ^e needed aaTinga and Mpital

for induatrial eipanaioni it would aaoa to indioata that

our ayatea la wrong and that aome aort of gorerzuaantal

eating» ae under aoolaliam or "atata oapitaliaa*'^ ahould

ha aubatitutad* Merely in order to aooure tha neoaaaary

aatinga for aoeiety it la not raquiaite that a few Indi*

▼iduala ahould oontrol and enjoy unlimited amounta of wealth}

if aueh ia to ha for the benefit of sooiaty, it would ha

more logioal for eooiety to oontrol tha atored up and aa*

euaiulatad wealth. This would ha tal»tt eara of by aliminat*

lag inharitanaaa altogathari beyond a eartain aadarata al*

lowanoa to widows and minor ehildren, ao that what Inequail*

ties that would remain would ha likely to eonform to



differ«aoeii la ability aad produotlTansaa, If uaaqual op-

portualtlos woro ontlroly ollalaatadi thore would bo a

Bueli graater justlfldatloa for a poxely pr(^ortloaal la-

ooao tax{ If oaeh ladivldual wero gaaraatood mk equal

•tart la the raee of life, iaoqualltleo of laoom eould

thea to attrlttttod to hlo ladirldual offorto aad atilitioo»

proTldod oafair taetleo were not allowod« Xooa thoa a eor-

tala dogroo of progroaoloa would not bo lllogloali If a aaa

ha« greater abllltioo thaa another, ho alao has a greater

responsibility to soelety« If this wore aot so, the foOblo-

Mladod sad the lasaao wist logloally be left to die Of star-

Ystloa la the aasMi of **jU8tloo'*| the wsalc would aot to

helped by the strong, but would bo tahsa adraata^ of «hea-

erer possible*

Happily, great aad radloal ehaages are not aeeessary*

are attempting to mitigate and smooth out the worst of

the eaistlag inequalities without la any way wlshlag to

rooovs all dlffereaees la income* Slase neither soelallsm

nor the abolition of laherltaaee are desired by most people,

and since Inequalities in wealth and laooins do serve cer

tain very valuable purposes for our present oapitallstie

and Indlvldualistio system, the use of graduated inooas and

laherltaaoe taxes appears to be justified to the extent that

they lessea the laequalities without destroying ths ssrvleea

rendsred by a reasonable degree of Inequality* Apparently,



tbt ovux of tho q.uestioa la to fliv! «a4 aamra th#

propar propoptioa, tl» proper degraa, to liiloh tho pro-

greeeire priaoiplo e1iou).d to earrled.

Siemoadi raised the qaoetloa whether the ultimate

goal before eoolety was merely to laereaee aad aooumlate

wealth withoat aay regard for how it was distrlhated. Oa

oae extreme, there eould probably he the meet rapid ]KNI«»

eible laereaee aad aeeiimlatloa of wealth if it i»re all

oontrolled by a few rery wealthy aea. On the other e*»

treme, there eould be eomplete equality of wealth and in*

eoma under B&sm aort of an abeolutely eomnuaistio eoolety,

but the growth and aeeusailatlon of waalth would be apt to

be oonsidarably slower, la either oaee, the freedoia and

liberty enjoyed by the individual under our preamt order

would be likely to bo dimlniahed. The beet sueoeae, there

fore, is to be found In some sort of a happy medium between

the two extremes, A system of eoonomio life that ignored

humaa welfare would be like a medioal a oienee that atudied

human ailmente but rafuaed to do anything about them, Oa

the other hand, life ia a praatieal problem* aad eubjeetioa

of reaaoa to ayapathy la not likely to eueoeed in the lw«

run. To follow the firatHnentloaed extreme, it would be

aeeesaary to have all taxes ia tha form of eoneumptioa

tazaa ao that the rieh would be unburdened end left free to

•ave aa rapidly aa poaaible. To follow the opposite extrwt



all taxes oa ineoo&s and laheritanoes abow a moderate

asuyttot would be one hundred per eeut; the poor would be

uataxedi while the rleh woul4 **sh«re the wealth^* Selther

would result la the "greatest good to the greatest nua^er"*

This eaa be attained <mly bjr bria^liig the various oonfllot*

log elezseats Into a good balanee, bf havlBg eaeh eleBsat

In a proper relationship to the ssrstem as a whole, without

toe ansh enphasls upon either one side of the eoale or the

other*

The question lo to dotormlno whore the present Ins one

tsx fits Into the systwsi md whether or not Its relation*

ship to the other faetors la waaaonably in aoeord with the

beat working of our system under existing elreumstanees.

ths law of population as ststsd by l^lthus has hssa

modified scHsewhat from later observations and experlsnsa*

As Ualthus stated It, population le neoessarlly limited

by the means of subalatenoe, but It tends to inereass ln«*

variably where the awsne of subfiletenoe Increase unlesa

prevented by eome powerful oheek, whleh he called either

aowil restraint, vloe, or misery, laze inevitable eonelu-

elon from sueh re«ionlng was that the Insrease of popula*

tion must always keep It pressing uponths means of eub*

sistsnee and prevent any eonaiderable Improvement In the

average meterial welfare.



to. r«liitloa to otir problem If Ualthus* sropositlom

wero otrlotly true, tliore would haTo to bo a oontinuaX

•ad dooporato atruggXo to Inoroaao product ion and to ao-»

aoMiXato mere aad batter oapitaX la order to loeap oaa Jtu^

ahead of the poaltiee eheeka to popuXatloa* Siieh ehecka

aa famiaea, pXagoeOt and aimlXar diaaatera wtiiQh aerre to

laoreaae the death rate are weXX knowa la eouatrlea Xlke

ladla and Ohlaa where the popuXatlon haa grown to the ex*

treme Xlmlta, Under theae elreumatanoeai eaythlng whloh

wouXd aet to deoreaaot oTon aXlghtXr* the powera of aeeuaai-

Xatlon flsiat be eoaaldered aa haatealng the IneTltable day

of oferpopuXatloa and aufferlng* ▲ progreaalve tax of any

aort would hare thla effect, at Xeaat to aona degree, and

would haaten the day of falling atandarda of llrlag# In

faet, It would be ImpoealbXe to hope for any peauuaent Imp

proresmnt In the atandarda of living of the maaaea, alnoe

there would be a eonstant atruggle to atay one jump ahead

of atarvation. Any attaint to ralae llring etandarda must

Inerltably reeult In an Inereaee In population, ao It would

be woree than uaelaaa to try to relieve the poor hy taxing

the rloh more heavily*

Fortunately, the population of the world haa failed to

eomply with Malthua* dire predietlona* Inatead of Inoroae*

lag by leapa and bounds whenover tho produetivlty of tho

world haa inereaaed the means of aubalatenoe, Ilka a ooleoiy



of rabbits, tha rata of Incraase has shoim a oonatant

taadaney to dimialsh* In a few national lika franca, the

population haa baooma praoticallf atationaxy, and in moat

of tba other eiriXizad nationa the poaaibilitf of a eta*

tionarf population in the not too distant future hae been

pradietad as a result of falling birth rataa* Siia in

apita of the afforts of the govarnaianta of certain eoun*

tries to atiiaulate the birth rata in order to produee a

future aupplf of aoldlare for their aralaa.

Another tendency in defiance of ISalthua* prediotloma

is that the birth rate seema to be lower amoi% peoplee hav-

ini; a high standard of liitag than among the very poor*

JUmg the different olaaaea of society, the birth rate

is highest among the rery poor, ao that the increaaaa In

population anat eoaa from the "bottom** of the social pyra

mid, or from the poor, while the wealthy fail to re produee
1

themaelrea* Instead of increaaing M soon aa the means

of subaictenee inereaaea, tha present tendency accms to be

for the birth rate to deereaae whererer the etandard of

liring haa been raised* This fact haa attracted much at

tention lately, some writers going so far aa to warn of a

poasibla "rasa auicida"*^ i^parantly, liiara tha popula
tion enjoys a fairly decent standard of living, thay will

1. falrohild, Furniaa, Buck, aienmntary Bconomica*
Tol* II, p* 479*

S* 1* Charles, The Twilight of Baranthood.



Toluatarlly wstrlet tho growth of tho popuXatioa la ordor

to aalatala that ataadardt vdilla If thaj hare neTor tnjoyad

aueh a ataadard thay are oarelaaa of the future,

Aa a reault of the modifloationa to the Ualthualaa law

of population which have had to he made In the light of re

cent tendenelea, It la poaslhle to have a mueh acre opti-

miatle outlook for the future. Apparently, there need never

he aa eventual day of falling ataadarda of living and a re

turn to the eoolle life for the maaaea of the people. With

a atatlonary population, the general welfare could he in-

oreaaed hy a gradual growth of capital; the very rapid growth

of capital that took place during the nineteenth century wee

a aaeaaaity as long ae tha populations ware increaelng ae

rapidly aa they ware, hut with a slower growing population,

the accoapenyiug growth of capital can ha slower aleo. Zu

fact, certain theories of oriaea, aueh as fiohcon*a,attribute

our dcpreaaionc to oversaving.

With a stationary population, aside from the iiuestion

of war, a stationary state of capital would mean only a sta

tionary standard of living, Wew capital would he needed

only to replaeo that capital ueed or destroyed in the pro

cess of production; this would be automatieally provided for

by present day husinsaa through the ehargee to depreciation

and obsoleseanca, except for the cases of hankruptciea. Ad

ditional capital for a3Q)aaalon to improve and ineraaae



produotion would oome from profits| proTlded thoj woro not

taacod too eopooially in tha oaaa of aorporationa.

A wary high prograaalve tax on personal Inoomes might thus

ba jnatlfladf swan though It praetioally allmlnatad par-

■ahal saTlnga bayond tary aodarata ineonia*

SiewaTara our population is not yat stationarya nor

should wa ba oontant with oar prasant standards of Ufa,

A stationarya or a nearly stationary, stats of oapital is

not to ba desired. Tha raoant study by tha Brookings ln«

stitution^ alaarly indiaatas that thara nawar has bean, nor
is there likely to ba in tha near future, any gansral oTar*

produotion. On tha other hand, tha aotual consumption of

tha Aaariean people is far below what is dewsad to be de«

sirabls.^ Tha possibility of a general oTsrproduotion may
will ba doubted, althoxtgh oTarproduetion in oertain indus**

tries and maladjustment of production to consuunption is a

serious problem. A continuing increase in production, and

a growth of capital reasonably in accord with consumption
and the demand for capital, arc ccccntial to progrccs. As*

3cording to Moulton*a theory, howerer, the growth of capi*

tel ie not neeesaarily proportional to the Tolume of eaT*

ingc, which may exceed the actual growth of capital.

1, IFookingc Znctitutlon, "America'a Capacity to
Produce".

S. Brookingc Inctitution, "Aacrioa*a Capacity to
Consume".

3. Brookingc Znctitutlon, "The Formation of Capital";
"The Distribution of Income in Relation to Eooncmio Progreaa"
(3 Tolumes).



yollowixtg this rsasoning, a zaasonahly high persoxuil

laoottB tax I lAiloh would reduM porsonal saTingSf would aot

aoaassarlly rsstrlet the growth of eapltal» although tazas

whldh would unduly hladar hualaesa would prehahly haws this

affaot.

With ragard to population than» aa tha rata of la-

oraaaa daolinea, tha rata of ineraasa of oapital any also

daclina, although both oapital and produotioa mat ooatinua

to inoraaaa, Tho ahaoluta naaeaaity for atraining awary

affort to aroid atarwation doaa mt appaar to ba isninent*

So a highly prograaaiTa iaaowa tax will not raault in any

liinidiata» nor naoaaaarily ewantuali daallalag standard of

living* While aooording to tha tbeoriea of Bobaon and

Mouitonf Buah a tax on personal inoomaa not only should

not hinder progress but my be a mana of mitigating tha

severity of buaiaaas ayoles* day attempt at a prograaaiva

tax upon buainaaa as auah would not ba just if lad by this

jreasoningt but only upon personal inoomea* Prograasiva

1. Fairahild, furniaa, and Buck, op« cit« v, ii,
Ch, XXXH, diaouaa tha matter aa followsi "This principle
(of taxation aooording to ability) and ita eorollary of
prograasive taxation have today ganaral aaaaptanaa* But
this prlnoipls appears to havs no valid application to tha
taxation of eorporatiom* * • • Tha burden of a eorpozation
income tax rests chiefly upon the stockholders•** (p* 67}
<*T^ only permiesible income tax upon oorpcarationa would
ba a tax upon that part of their income which was not dis
tributed to their investors in dividends and interest}
anything beyond this would ba double taxation." (p. 74)



taxation af paraaaai laaoaoa thaxafeia daaa not appaar to

ta laaaiialataBt wltt tua Xawa of papalatlon gmtli oaAar

axiatla« aoadltloaat tut an wuraaaoaatXr tax» at

leaat aa long aa popolation daaa aontiaaa to laax^aaa and

aa load aa wa daalra a battar atandard of XiYlnig» amf liaTO

haniiftil affoota.

XaataalitUa of iiaa]Ltli« aapaalalXy tha laatltatlaa

of iabaxitaaaa, ara Jaatlflad ty alaaaiaal aaaaonlata aa

tha laatnuBaat for tha praaarratioa of eapltaX» aXtliaiasli

yolm Stuart Mill dlaagraad YioXoatXy with thla ooaeapt*

Although mot aaaaatlal to tha laatltutloa of privata prop*

artft taah iaatualitlaa ara aaYarthalaes oloaaly aaaooiatad

with prifata owaarahlp* (ffaa auhjaat of laharitaaaa will

ha daalt with latar.)

Xaaqualitlaa in laaoaa aaa ha jaatif Sad wholly at la

part hy aoYoral linaa of raaaouiog* In tha firat plaaOt

tha ahilitiaa and produatiTanaea of diffarant iMlriduala

ara diffarant and thay ought to ho rawardad for their af*

forta aeaordlag to thalr afflolenoy ia produotiou* Zu

ordar to aaistalu axy aort of a ayataa of indiYldualiam or

llhorty whataoaror it ia aaaautial that aaah paraoa ha ra*

wardad ia mum dagraa ia aoeordaaaa with tha ra«2lta ha

pradaaaa* It ia to ha doohtadi haawTari idiathar our praaaat



•ystsn awards ttm imQm& of aoelatf raiT dlMSJ^ aieeordiag

to tfela prlaolplo, altlteiish t&oro ia probata^ a roitg^ ap«

proKlMatiott to it. Ifor would thia priaoipla Jwatifp auoh

CVdat aad axtram laagaalitiaa aa ara aziataat todap.

aaothar Xl&a of raaaoaiag, tha extreiaa iaaqualltiaa

■ay lia Juatlflad. t%a aeeuwulatloa of capital aaaaaaary for
iaduatrial progreaa and aipanaioa anat aoaa (aaaordiag to
thla thoory) from tlM aariaga or privata iadiri^ala aadar

a eapitaliatio aoaSatpi but aot all prirata iadlTidualo

aara. Aaaoriiag to tba atudy aada by tba Brookiaia Zaati*

tutioa^, a vary larga paraaataga of tba aariz^a oamo from
tba hig]»ir iaaoma braokatai wbila tba great majority of
tha paopla aarad rary littla. So it aiigbt ba aoaalodad

tbat if tba aapital aaadad for iadaatry ia to ba aawad aad

aaaiiaalatad, tba graatar tba iaa^malitlaa tba battar« aiaoa
tba largaat abara of tba aariaga aana from %h» moat waaltby

faaillaa*

Bowarar, tbia aoaoluaioa ia not aaeaaearily juatifladt

mr ia it tha eoneluaioa raaobad in tba atudy mada by tha

Irookisga luatltutlou. la tba first plaea, aot oaly did tba

mppar iaaoma braakata aara tba moat, but tbay alao apaat tba

moat for eoaaos^tiro purpoaaa. Tim top %mk par aoat roooiTod

i. Bjpookiaga Xnatittttioa, '^tmarioa*# Capaaity to Oa9iii«»
au»o" (p. 94)1 •AboOt 8.8 Mr aoat of all fbmiliaa*»tboaa
with iaoomea in axeesa of fM>,000«M.aoatribatad two«»tbirda
of tha aatira aavigga of all famlliaa. • • At tba bottom of
tba aaala, 59 par aaat of the familiaa eoatributad oaly about
1.8 par oant of tha total aariaga.** (figuraa for 1989)



44*9 p$w «4at of tlHi ISMHi for 19^9, 00904 86•£ por oont

of tko total ooolaftot oii4 iqpoat 33.6 por eoiit of tlio total

oonoanptito oxpta41tttroo« Xa ai41tloa, tliaf pal4 98«3 par

ooot of tbo dlroot taa«a» or atoat 9.8 par ooat of tlio

aaooBt thoy ooTod. fba poroaataga of iaoo» aatad taadad

t8 iBoraaaa ratBar oTanly up to tlia too par aoBt of tBa

faailiaat wIiob tbara was a aaddan Jmp of t«paaty«oaa par

aaatt otiMr iBOraaaaa liarlBg taan around taa par aatxt,

Ylii aaiaa aaa tma of aoBa«n^tloB» whara «aa aaarly a taaaty
1

par ooBt jBa^« Thair a«gragata ooaaisaptiTa axpaaditoras

aara about twalra billloB dollars graator tbaa tbcNia of tho

Boxt graap loaart tbair aggragata saTloga aara about 18.a

blllloaa aara, Tba ooat la addltloaal laaary aoBaaiM^tioa

Jast aboBt Ofaallad tba baaafit to soalaty la addltloas to

aapltal* (Xa tbla aaaa axtraordlaary yaar tbara wars "aaga-

tiaa saTlBga**! or aasaa wbara faalllaa apaat or loat a«ra

tbOB tboir Inaoaa, of 10.6 par aaot of tha total aoTiaga,

or 1.6 billion dollars.)

Puring tba yaars froa 1986 to 1929» tba ararags rats

of tha fadaral iaooaa tax oa tha aat loaoas of this top

iaooso group raa bataaaa 19.8 par ooat aad 17 par aaat«

la 1938 tha ratas aara all raiaadf so that iBa<»nas of orar

a alllion dollars paid 46*78 par saatt aad 88*78 par ooat

in 1935. Bfttas ware agaia raised la 1939* Bseauso of

1. tlTld.. p. 96.
£♦ slaClstias of Inaoias. 1984| Part 1*



"tlM tm9t thftt «t«t« laeoffla taxes are deduetlbla in determin*

lag the federal tax, aaid rlee veraa, it la probable that

the eonbiaed rate would be ellghtl^r below the etur«

tax rate plus the aeraal tax, or aboat 7e per eeot for 1036,

and about 66 per eeat under the 1934 law,^
Xe the extent that thie Inereaee in taxation dlmia*

iahee the eoneuiBptl<ni ef the Tory rieh, there would be no

lose to eapitel aeimsailation, eten under the eeeuaption

thet eapltal aoeuoulation oan ecew only from prirate ear*

inge* That it would all eem from ooneoaptlon and noae

froM eawiage U far from lihelyi but that a fair share ef

eueh texee might same from eoaeumption, ereii up to fifty

por ooat, ia not at all impose ible* Very hi|^ progress ire

taxes eueh as are now in foree undoubtedly reduoe the aggra*

gata of aaringe, but not by tha sum total of the additional

tax. The eloee relationship between the eddltional wiriage

tad ^e additional eoaeumption of the top ten par seat eould

laad oae to eurmiee that tha tax hurdea might be epreed be«

twe«ft the two ia about the seme proportions, or about fifty

par oant to eaeh. Howerar, there ia no eridanea, in the ab«

sense of another study like that of tha Brookings Institu*

tioB, to sonfirm suoh a surmisa, it any rats, all of aueh

taxas will not soas out of eariags. To ths axtant that suoh

indiriduals enjoy a "sarer*s rsat" aeeordlng to Taussig's

iT, Sie dppeadlx A,



thttorr will ooatlaoA %& •&▼•{ mad it is petrtieulGrly

Munag suoh psoyXs that this "aavar** roat" ia moat Xiloaly

to ho found*

Aooordliig to tlia aauaX theorlaa tho eaXj acuroo of

aaaiofo la that of privata iadiaiduaXa* B9«0Tar» thovo ia

another poaaible aoaroa» auMiXjr, that of aorporationa* At

praaaat tha eorporetioa aavinga ara oomparatiToXy ^aaXX ha*

oauaa of tha faot that a Xari^ paroaataga of aorporata aara*

iaga ara diatrihutad aa dlTidonda to atoolchoXdata* Xharo

ia aa way of taXXiag for aura what paraaataga of tha aaw*

iaga of tha iadiriduaXa orlginataa froa aorporatiooa* hat

aiaea aorporatioaa do by far tha Xargaat ahara of tha aaatt*

faoturiag, tranaportatloa aad maay otfaar induatriaat it ia

XogioaX to aaaiiaa that a Xarga portion of tha iodividuaX

sawiaga aoiw from thSa aooraa*

Ifadar iiia aodam aathoda of aooountiag iiaad by haai*

nea% oapitaX ia autoaatiaaXXy aaiataioad by ohargaa to do*

praoiatioa and obaoXaaooneo* Roaatwaa for dosvaoiatioa and

obaoXasaanoa ara built up by aharges agalnat tha oparatlons

of buoineaa. Thaaa abargaa prorida tha naeaaaary reranut

to rapXaaa tha buiXdloga and aaahlnary aa thay ara used up

or baoona obaoXata in tha ordinary oouraa of buainaaa*

9hifta« with tha aaeaption of bankmptoiaot laodorn Iraaiaaaa

ia not dapandant upon individual aavinga axaapt to provida

naw and additional eapital* Thara ara, of oouraa, moiy



iihieh do not mm ft vtm mmthm^m of

•euatliig, tmt tho tzvoA mmmmm to to toonfd m morm

dot# OfOtOM*

Thm aood for mmw mt. oiAUioitol oopltal for tuolnooo

oxpoooloB ooa bo f lUod from oororol ooureoo, firott thoro

io tbo ooTlBg of prlToto ladirldu&lo» ohleh io tho oaXy

mothod ooBoidorod 1& oXosolool oooaomleo. Iteot, tboro oxo

tho oorlago of tho oorporotlono thottooxrooi mhloh mm XadX*

ootod bj oddltioao to ourpXuo, Saoh ooTlmgo ooa omXr ooao

from profito* la timoo of doproooloa wiSMB profits oro Xow

thoro mop bo bo oddltloBo to ourpXtto» or thoro omy ovon bo

dooroaooo. Thua la auoh timoa thlo aouroo oaanot bo roXiod

Bpoa for BOW oapltaX* Boworor» a Xargo aharo of tho oara*

laga of aorporatloaa aro diatributod to thoir atookhoXdora

oo that ohatoror aiirpXaa thoro oonXd bo la olthor aarod or

opoat bp thoao ladlTidtiaXa* fho potoatlaXltlao for oaTiaga

from thia aomroo aro thoroforo mBOh groater thaa appoar oa

tho aarfaeo. Aapthlag whleh hiadora tho proaporltp of bual*

neaa Impalra thla aouroo of aarlaga* Taxoa whleh aaneeoa*

aarlXp biirdoa oorporatioaa probabXp out loto aarlnga moro

thaa la luatlflod bp tho roroaao whloh th^ aappXp to tho

goforamoat* XatloaaX proaporltp dopoada upoa bualaoaa proa*

porltp aad thla dopoada upoa baalBoaa proflta. It la oaXp

bp ImaroaalBg bualaoaa Ibomm aad prof ito that tho aatlooal

i&9mm aaa ba laaroaaod* fhla raiaoa tho ataadard of XlTiag



of tiM pooplo, provldos a souroo for aao aapltal, and siraa

tha gorenxBsent a aoureo for oora rovoaua than would ba poa-

olhla otborwiaa* Tluira la a poaaibilitjr of orarlnvaataent

or oTvrprodootlon la ladlvldual Induatriea aa a raault of

ralavaatlng proflta in tlia ladaatrlea*

Vrosfoaaiva taacatloa of aorporata iaaonaa la aajaatl*

flod from any point of viao t!ia% liaa boon aoaoldorad. fbo

oaly jttstlfloatioa for progrooalra taxation la that baaed

upon tha abllltp of the tazpapera* bat thla doea not hold

true for oorporatlona alaaa they are owned by »aay indl-

▼iduaX atoakholdara. It la tha ability of tha IndlTldaal

atoaldioldar whlah Ohoald ba oonaldarad rather than tha abll«

Ity of the group aa a whole* A larea aerporatlon owned by

many Indivlduala any not rapreaant a greater ability to pay

taxea than a amaller oorporatlon owned by a aingla indlTldual*

Tha only effaot of prograaaira taxea on ecnrporations la to

ponallso tho larger oaaa» and thla waa probably tha intan*

tion adiaa prograaalro aorporatlon tazaa ware larlad* Tha

Idea was to atrlke at *big bualnaaa* ragardlaaa of whathar

or not aonopoly or unfair ao^patition was Involfod* Pro-

greaalre oorporatlon taxoe therefore appear to be an un-

juatifiabla hlndranea to buainesa* Any faults of "big bual*

neaa" should ba dealt with apaalfloally by legislation and

rogolatlon where there are monopolies or unfair trade irae*

tloea rather than by general taxation* Should the high



Um tn* ftotumUtloa

of soTiafit to ottoh aa oztoat oo to lodttoo tiio mpplr of

now oopitoX, thio dofioloaojr oould bo awio up la party

at loastt froa tho eavlago out of buaiaoaa profits. Tho

oaly ros^uirsasat Is that buslooss bo sivaa a ohaaso to

aako profits wltbeut bsing uaduljr rostrietsA by govom*

osataX iatsrfsroaos la tbo mttsr of siaoy frooAoa of so*

tioa aady ia soos saoos at Xoasty Xabor roXatioas.

Aaotbar possibXs souros 9T now oapitaX for businoss

oxpansloDy aoeordins to tho thoorios of MouXton,^ Is tbat
of banks aad oredlt orcaalxatioas* Tboso flaaaoial iasti*

tutloas oaa proTido tho nsoosoary oapitaX for aow oator«

prisoo by asaas of oredlt or^tanslon. Bowowsry tho doaaad

for aow oapitaX anst oant at a tlmo whoa ooasuaptloa is

oxpandlagt Tho oXassioaX thoory was soatrary to this idoa

ia that sariaas eouXd onXy eooo ffoa a rostriotioa of oon*

sumption. MaXthns naintainod that iaoroasod produotioa was

aoro Isiiortaat as a souroo of aow oapitaX than a rostriotioa

of soasua^tioa uador oxistiac lovoXs of produotioa. This -

w<»iXd soom to fit ia with ifouiXtoB^s thoory aad with tho

ooaoopt that iaoroasos of oapitaX shouXd ooas ratbor from

iaoroasod profits than from any rostriotioa of oonsumption

with its oonsoquont roduotioa ia standards of Xirlag for

tho tias bolag. If tho oXassloaX thoory is oorrsotf a hl^

p. 1B17%
Xnstitutioai 'yoraation of Capital",



progMsaimi personal Ineomt tax lauet aaeeeearily reduee

the siipply of new eapital einoe euoh « tax falls mot Imsy*

ily upon the rery rieh who sspply ths grsatsst proportion

of prirato sswliigs* Xf ths othsr theory is serrsst, this

progressive tax nssA not iaterfers with ths ssswlatioa

of asw eapital as long as it is not in the fora of progres*

sirs taxation of eorporations*

fhe total anount of private savings is not asssssortly

sonverted into nee eapital aeoordlng to the theories edvaaesd

by ths ireokings lastitutiwi* Whoa ths voloae of eailags Is

grsstsr tlMUi ths dsasnd for aew oapltal tho oxooss of saoh

ssTingo will ho used for bidding ap tho Market prise of ex

isting eappliee of eapital. fhle aoems to ba what happaaed

during the boom period |aet boforo 19&9. Zt is thorofore

poeeiblo for sevinie to ho lar^r than aeooaaary to supply

the dsaaad for oapital. 2X eueh ho the ease, a progreeslvs

ineoas tax whieh would reduee tha voluae of privato eavinga

Bight not in any way affeet the supply of new eapital noodod

for industry. Za faot, if theae taxea rsault ia a aoro equal

distribution of inooaae they might even be an aid to restor-

lag astioasl prooperity ia ths light of this thsory* Siass

it would bs nssssssry for soasumptioa to hs sxpsadiag la

ordsr for thsro to hs a draand for now sspltslt ths higher

taxation of ths wealthy, xssultiag la iaereassd soasus^icss

would supply ths dmad for asw ei^ltsl aad hs s stiattlus



to tiioiao«o« Tto zoou4.ting tuolaooo ootpaooioa w»ul4 bring

ooooffinlo prosperity* At the ssibo tisiei the surpltis of ssr»

liigs which results la loflatloa of sseority prises idltlioot

sa iQoresso of rool sspltsl, woiiU ho ollBiiistoA.

Bsary ts3iatl<« la itself is aot a# hsraful to husi-

aoss as is oasortsiaty* lly states that ha country has yet

hooa ruiasA hy hsary tazstiM wisely spent} and although

this statoasnt probably needs quallfioatioBi it is aoror*

tholess true that unoortaiaty with regard to taauitioa saA

regulation is wore of a hindrance to hasiasss than unifom

hsayy tasation* fttsiasss can sAJust itself to almoat any

fair taxation whioh aast ho iadaAod in the cost of doing

huainsss, la their atten^ts to forecast the future, bu8i«

BSCS aaa can taks this into ssoouat and amk» fairly aeeur*

ata Judgnsnts, but whars ths futura is uassrtaia husiness

■sa have aothiag to rsly upon ahd caaaot fcsl sseurs la

thslr plans for oxpsasion* A highly progrossiro tax, pro-
rldsd it roMiasd fairly steady from year to year, will
oauaa looo ham to buolaoos thaa a lighter tax whioh is

uassrtaia I sash s tax will hinder ths acoumlatloa of eapi*
tal less thaa tha aooOallad "auisanoa taxas", and oUisr
taxes which hinder businec and asko for uassrtsiaty*



Am thirty^four states sad ths fad*

sral govsrmat hsTs psrsoasl insoas tax laws as of July 1|

1937 • 0a tba faolfis Ooasty Califorala dad Otagoa hM%h temi

mtik laas, la Oaliforaia tha xataa aia graduaiad ttm mm

pay aaat up to flftaaa par aaat ia asaass of |S0O,0OO« Xn

Oragoa tlMi rates are graduated from tmo per eaat to saraa

per aeat ia exoeas of |5»000. The state of Washlagtoa as

yet baa no peraoaal iaaana tax Ian baaauaa of prahibitioas

la tlia state aoastitution* Tba federal eafaraiMBl baa rates

graduated ffon 4 to ft par seat* 0raat Britaia baa aa ia«

aaaw tax of BB par aaat with axaaptioaa sad abatei&eats oa

liM<aa»s below two tbousanda pounds, with a surtax oa the

axeess* Franee had, ia 1935, mtaa graduated fr«a .fd par

seat on i&MMwmm up to 30,000 fraaea to S4 par aaat abara

550,000 fraaea, Oamaaar, Ztaly, Japan, Oaaada, aad iMMt

atbar aatioaa also bare iaaaas taxes,

A study of the tax burdaa aa neasurad by the ratio

of taxas to astioaal laeoMa for 1934*35 was Mda by the fax

Slaaaari^ fouadation*^ leoording to this study, the total
tax burdaa ia the Baited States was 10 per sent of the as*

tloaal laaone, or #7? par aapita, la Oaaada tba burdaa ass

1. ̂ #ax Systeaa of the World*, tba Tax Hesearob fou
aa, published by Oosimerea Oleariag bouse, lao,, Loose la
rvioe Olrisioa of the Corporatloa trust Ooapany, See Ap*

poadix C,



wliil* ia Oraat ttritaia and Attstaralia %im

^lUNIaa ia aroim4 t«iat7*t«o p«r aaat* Xa Oanaay at that

tlaa it vaa aboat tuaatr par oaat| fvaaaa and Boasaty Iiad

ratios of aroaaft twaatr-asTdii par Mat. mia lewaat burdMis

war# fouad la Swltzarlaad and fiolaad wltb about two Ira par

•aatf aad Xapaa with tblrtaaa per aaat* Tbaoa ratios are

aadoabtadljr hlgbar at tba pramiat tlm ia prastloallx ail

soaiitries, espeaiall? Xapaa.

With regard to tbe plaee of tba lasoas aad lahsritaaee

taxes iQ flseal systeos of faricias nations, Tba Tax Bssearab
1

Foundation has iiads another study* Za Great Britain, Canada,

Fraasa aad Italy, the iaoiXHi tax was purely aatioaai;ia tbe

Baited atates aad Japan, tbe loeal gmwmmta shared la it|

la Gern«ir the tax in lf3i was nainly a leeal tax* Tbe

property tax was most sewers in the United States aad Canada,

bearing 40 per eent of the total national and loeal tax

burden in each; this asounted to approxlaately two-thirde

of tho atate aad loeal tax rewaauea la the Baited Stetea

Mid alnoat four^fiftha ia Oaaada* In anat other eouatriea

^ property tax anonatad to aromMI tweaty par aaat, or

leas, of tbs total taxaa* ^at Iritaia got about thirty^

aewaa par oant of its aatloaal rewMiaa froa tba iaaoaa tax aad

about twelwe par oant from the inberitaaee tax* franea got

about tiienty*niaa par eant trm. inecans taxaa, aad Oaaada got

approxlaately twaaty«»two per eant* Tba properties df tbe

1* Ibid., p* ST©* iaa Appaadix B*



itttoBi %m in tn* wm Xmmw tluui n»»$ of tte

oooaifioo otttdioAi Ootas olztooa poa ooat of %li« roA«

•rol roTmot oaA !••• thaa two por ooat for tlio ototoo oai

Xooalitloot %hm lalioritcuiioo ton oooooatoA for looo thoa toa

p^r oont of tho foderoi roTonooo,

It woulA oooot t£wroforo» titiat froa tl» otooApolat of

potootiaXity to mloo rovoaooi tlio tliilto4 Statoo htm not yot

ro«olM4 tbo TMirliwiw Xiadt for tlio not of iaooioi «ii4 ialiori*

toftoo taioo* miooXi aMItloitaX rovoaiao boooaw aoooMarpi

judflag by tbo otbor eouatrioo attidliadi it aigbt bo oooorod

froa tblo oonoreo. Boworor* from tbo varlotio roto ooboduXoo

la uoo it would oooa that tbo UMximm ratoo booo about booa

roaobod ia tbo Ibiitot ttatoo, Zn ordor to oooaro additioaal

rotoaiao it would frbbably bo iMOoooary to got moot of it from

tbo looor and middlo iaoomo group ̂  aoTiag tbo wbolo rato

oohoduXo dowaward, aad porbapo by Xoworiog oxietiag oxomptioao<

Aa for tbo otato of Or«gon» it wcmXd oeom that tboro ia aot

am^ room for odditioaaX toxatioa oa tboao ia tbo leoor ia*

om groapCf tbo toxatioa of tboM boiag aXroady moro aovoro

tbaa ia tbo aajority of eaae. fbo oxoaiptioBa boro oro aaali

bolow tboao of tbo aatioaal gororamoat* Tbo roeoat Xogio-

latiom otooi^ (ItSP) garo oeaoidoratioa to a propooal to

laoroaao roTonuoo by foroiag dowa oxoaitioai but tbo aug«

gootioa fouad littXo oupport withia or without tbo logis*

Xaturo*



OlAmi T

tSi mic^ Of fBiaai 9A£IS3 OFOM BOO^MZO f^OSmZTT

wo nem §9m to tho moot ioportosit fiurt of t^io otoAft

involTing tho offoot of higtOjr presroooifo toxoo upon ooo*

aoale pvoopttrltf of tlio oouatry* flw elaooleal thoar^v ao

hao boon toon in proviotta obaptora, holAo that auoti taxoo

aro apt to bo dotriaeatal to aoTingo and thorofera to buai*

aooa proaporitx* dlthoogh tho olaooioal o oonoalato loft

oowt loophoXoo in tholr thoorp vhioh aight aUour progroo*

oion, nOYortholoooy on tho wholo, thor hold that oneh a

form of taxation would bo dotrlaontal to tho boot working

of tho ooonofflio afrntma, Eleardo oopoolally folt that oaoh

taxos would bo oxtronoljr hard apon tha bnalnaoo mui| foha

Stuart Mill followad hia load in tha wattar of tho inooiao

toX| bat ho bolioTod la high iahtrltanoo taxoo* fho thoory

bobind all this iwaooalng io that naw oapital oan ooao only

froa aarlnga of prixato indixidu&la» and progresoixo taxoo

tand to oat off thio oouroo of oaxingo* The foot that aav*

Ingo do eono largely from oanoro of large inooaoo hoe booa

proved by tho atadioo of tho Sreokingo laotltution, roforrod

to proviouoly, fhoroforo, if wo Jadgo %hm offoota of thooo

toxoo wholly apon tho olaaoieol theory wt snot ooao to tho

oonoluoioa that thay aro datriaaiital to national prooparlty.



SiaM ttw tisM of tho «l«o@loal«ooaoalata tlioro Iiaa

boon o trond la oooaoodo tboorf tooard tbo oonoluoion that

progrooaiTO taacatioa oaa bo j«iotlflod» SNttfti noa ao SoUg*

aoa and Sly bavo lod tho way la tbo obaago of oplnloa oitb

rogard to oaob taaoo* 1%lo obaago la oplaloa baa boeosao

ffiOTO yyoaotwood and aoro gaaorolly aoooptod along with tba

obangoo la tho tax oyatoa ah lob baa broagbt tbo progfoooiw

laoono and Inberltaaoo taxoa Ix^o goaM^al aao la tbo Haltod

statoo (Mid aaay otbor ooaatrloo* iRio laoroaaod jmpiilar eoa*

ti>ol of goYoraawat la rooaat yaara baa ao devbt aooouatod

fox* tbo InorooMd ooo of tbooo taxooi ablle oooaoalo theory

baa followod along »ltb tbooo ebaagsa* Suob roooat authoro

aa Tauaolg, wbllo porbapa not ap^ovlng of tbo thoory bo»

bind progrooaiiro taxation, foola that Ita offoota will not

bo lalarioaa It net oarrlod to too groat an oxtroaa, A ro<»
X

oont artlolo atatoa tbat "tbo roproaalio offoota of highly

gradaatod xatoo oa laocMi oro voroo tbaa thoao la Inliorl*

taaooa*. tboy aloo otato tbat tbo prooont tax ayotoa is tho

largeot and !M»at throatoniag oload upon tbo bualneoa horlxoa.

Hooover, the only way to roduoo taxes io to rodueo gorOm*

aoatal oxpaadltura, bat thara aoono to bo littlo bopo of tblo

at firoaoat, miio uadlatrlbutod profits tax wblab bao oaoaod

ottob aa outory froa baslaaaa waa probably unduly bard apoa

oorporatlona, rortano dtatoa» In favor of tba tax» tba

T, fodoral Tax Syataa", Fortona. Faaaary^ 1038«
P* 46*



argumfiiit tlmt a« eapltftl Is traosfsrrsd from land and prop«

arty to lodustry, taxas must follow. Tim uudlstrlbutad

profits tax would foroa buslxiass to go to tba goaaral my*

k»t for oapital for ai^aiuiioa ratter tteoi gsttlag suob sapl-

tal froai oerporaU sarliigs or additions to surplus. This

would ssouro Otttsida Judgiwiat as to wtethar aa^ Indlridual

axpausioa wars justifiod or not. but it would ba unduly

hard upon tha small oorporati<m whioh mads additioiial

oapital. Tim uadlstributad profits tax is eonsidarod by

soM to ba aasossary in o(mJuaotimi with tte iasoM tax ia

ordar to prawsnt «oa with largo iaooaas from aradiag tho

high surtax ratas by harlag oorporatioas oontrollad by ttem

withhold dirldaat paynsnts. Although thara is undo^tadly

siuoh truth ia this oontaution. it Is aaTartholass a fast

that this tax is injurious to basiaass aad was ropoalad as

a rasttlt of protasts from busiaass msa. fortuaa ooaolados

that*

Business tharafora has tho elassio ehoioatess
ohoioat it eaa pay its tax aad lika it. . •
U is iffldo^btadly ̂ a that thaHmit has mq^
baaa raasted. . . hat a liaj^t thara is.*

fhis toaolusicm raprsMuts tha prasaat<»day aoasarvatiro

opiaioa &a. tha subjaet of prograssiaa taxation, tha pro«

teat wary high ratas may ba thought by soma to hawa goas

past tha limit, but tha «SA«ral opinlte sasms to ba that

tha limit has not yot boon roasted. As fortuas ssys, tters

1. Ibid. (Itslios ara tha writer's.)



is ao doubt but that thore Is a llrait, aad it is probabls

that ̂ easot taxation is oloss to this limitt «t least with

rss|)sat to inrogressiws rates upon the upper iaeowi biuelcsts.

studies of the tax burdeas in other eomitrles ia xela*

tioa to their national iasoM iadieate that the 0aited

Itates has still potentialities for auih heawSar taxation.

In most of the other eouatries a great deal of this addi*

tioaal roTenue eomes from the lower or middle iiujome brae-

he ts* flwre does not seem to be maiii poseibilitp for pro*

greasifo rates »ore stosplp graduated than in the United

States* the whole tuesti^ is ̂ is of seeuriag proper bsl*

snoo botwooa the nstionsl iaeoae sad the bsasfits soeurod

to the people bp goferaaoatel expenditureo*

da ertlelo by Ooor^ Willard forborgh^ arrlres at the

aaoo ooaeluaioat "foday tha tuestioa ia ao longer whethof

the rioh will bo •osaJcod* but aaroly how far tha proaaas

ahall bo earriod*" fhe author statoa that tha phraaa^

"taxation aeoording to ability", ia thought to provide a

rula for tha fair and Juat dietributioa of the tax burdoni

but in reality the tax ratea are fixed by the politieal

foreee* Any partieuler eohedule is arrived at as s rssult

of the otruggles between opposii^ fastions rather then by

following any aoiaatifie prooadure* Tha author quotas tha

alaaaia argunent for ina^ualltyt people of aoderato aeaas

!• 37 w, Tsrborgh, "Seahiag tha Bioh"» nation*
April 19. 1990. p* 479*



%T9 unable %9 »«w m p^rtloa of tbolr iaooMo

whllo thm waXthy aro abla bo &• ao} tbat ia oiir laauatrlaX

ooaiatir a atonAy ataeam of aav lavaatuwaba aad oapitaX tktm

oaaaatlaX bo tha optimm^ "paogroas", la agaaaa wXbh tba

aoaaXualoaa of bha Birookiaga Xaabibubioa bhab lb ia by ao

aaaaa earbala bhab ib ia aXwaya 4baimbXo bo baao bba Xafi<»

aab poaaibXa aoXuaa of aaviaga, la qaobaa abablabioa bhab

durlag bha pTa*dopMaai(ai daya bha riohaab oimi par aaab of

bba popaXabioa aa|oyad aa aai^ iaeojta aa bha pooraab aixby

par aaab aad owaad aora waaXbh bhaa bha paataab aiaaby par

aaab. la ababaa bhab bha aaab bo aoeiaby of bha iadlridaaX^

iablo method of aariag la aaidaab froK bba faaba Ibr XtiP,

whoa t*d par aaab of ̂  papaXabiea apaab baaaby par oaab of

bha aabionaX aoaaampbion, whiah %aa nora bhaa bhab cpaab by

bha poaraat forby par oaab aad meKra aXaoy bhaa bhay bhaai*

aaXrea aarad* Xb auab ha raoamharedt haaaaar, bhab bha fig-

area giaaa by bhia aabhar do aob rapraaaab aaraaX yaara*

Ur* farhargh aXae abtaaka aaobhar aaocMmia argOHiab

agaiaab bhaaa baxiMi* Zb ia aXaiwad by aXaaaieaX aaoaoaiaba

bhab hi|^ progfaaaiaa iaaaaa aad iaharibaaaa baaea muab

iaoTibahXy daabroy bha iaibiabiva of bha popttXabioa, ^van

if laiia aoaXd ha proraa bo ba brua, bha proporbi^ of bha

popuXabioa affeobed maab ba rery «saXX« ao bhab pi^babXy

aob more bhaa boo par aaab waXd hara bhair iaibiabira bhaa

aarbaiXad, Tha ramaiaiag td par aaab aighb araa hara thair



InlUatiTe AtiiitalfttAd* With a faw •xiAptionA, lilm that of

Boiirp ford, ffloat big buaiaasa ata at praaaat ax» oontrolltd

by eorporatioaa, aad auah taxes aan haxa little or ao ia*

fluenoe upoa the iaitiatlve of aa artlfieial persoa»

Za aa attempt to oireumvsnt the aeeeselty for seoar*

iag saTiags solely from the rioh, Mr* fsrborgh adraaoea the

theory that the soeial seearity legislatioa eoastitutes a

m§$Xl first step ia relieriag eoeiety tr<m ita dapaadaaea

apoa the rioh for the faaetioa of saTing* B» bellsTes that

if this is carried further it may make possible a much hear-

ier taxation of the rioh sad a greater e<iualizatioa of wealth

and iaecsRe thea are now adrisable* Bat the resaxvaa being

built up under the Soeial Saeurity Aet oonsiat almost idiolly

of gotemmaat bonds, and aa auah da not aeoassarily repre*

seat either sarlngs or eapltal« Za fast, it is possibhi

that this may be a reserrolr from which the goreroment may

borrow for eoasumptiTo purpoees* Beoeat agitation to reduea

the eise of the reeerva to be built up ie probably sound ia

priaeiple. If a prirate insaraaoe eompaay were operating

eueh a plan it would be aeaeaeary for it to maintain mtik a

full reaerre, whieh would consist of inTestmant sseuritlsa

rspreseating real capital; but with ̂ e goTernoent this ia

not necessary since the interest received on ita rsserve rs*

^essnts only ths interest payments on its own bonds, ocmdng

out of ths poeksts of the taxpayer* It would be more logi«

sal for the plan to be put on a pay-as-you-go basis with



jpMMat t&f 1»«ii»flt 9«ywiitbft«

WnmrmTf this pUm wmlA Bot rsBBlt la %h» sjniBtlBB of mf

oairiBgo whatoooYor. It loot aot sooa llkoly- that aay oat*

stantlal oavlaso for th« uao of sooloty oaa ta ottalood

from aoolal aoaarity taxao andor eithor of tiMOO plans*

TIm possible ef foots of steeply graduate a laeoas sod

Inheritaooo taxes from a thooretloal standpoint are far*

roashiBf • It Is madoBttodly true that the total assiiaa*

latsd msalth is not duits as great as It miglit he mm not

these taxes needt «tteBt of the dlmiatttira is de*

hatahle* An artlele by Oarrett states that«
I

Irery proposal to share the wealth or to re*
distribute it downward out of the hands of the
few into the hands of the many iSg in faot« a
proposaltto dissipate the aseajHnlated assets of
soelety*

While it is true that sneh taxes may preYont the aeeuanla*

tlCHi ef as large amounts of espital em might otherviso bo

the sose, it is too stroag a statomont to aay that thoy

"disaipato the aseomulatod aaaota of sooiety"* If sNi exam*

iae the faete In the United Stetee ainse the introduotion

of the federal Ineometax in 1914, wo find that there hat

boon a large ineroaee in the national wealth and ineome whioh

eontinmed until IfSt* Ihe eeesetion of the insroeeee i&ieh

feme at %im% point earn bo attributed te pmeral buelaeee

rot darrett, "fha Wealth Ration**, Saturdsy
>, Aiiguet 31, 1933, p* 3*



ooaditlons r«thor than to the effeota ot taxation* Zt waa

not until 1939 that the preaaat rate aahedula waa adoptadt

although nearly aiailar ratea ware in aae during the Karld

War* The introdnetion of the higher ratea in 193S da nat

aeea to hare wade the eeonoaie aonditiona of the aountry

any w»rae» although it ia poaaihle that they auiy hare had

mom part in retarding the return of proaperity along with

the aaay other taama and goreraaantal regulatioaa whloh

aerred to aake the future uneertain far huaineaa aen* Ifr*

@arratt*a atatMant waa prahahly aada aith auah radloal

ideas in mind aa thoaa of jSoay long*a Share•thaWaalth pro-

poeala» hut he ineludee the inoozae tex ea a partial s»ana

to the eaae ondt

The graduated ineom tex» hegua in 1914,
taking Bare and more of rery large prirate in*
ooBoe, aeana simply a redistribution of wealth
by taxation* It may go rery far and atill ba
aaonomieally faaaibla, but only ao far a a the
total wealth of the eountry »ay ba at the aama
time inoreaaing* If it goea further than that,
the publie treaauries firat go into debt, ba*
eauaa they are apending more money thanj^thay
ean get in taxaa, and begin to default*

ma aonalualon fits in with the idana already axpraaaadt

that tha lai»ertaat point with regard to thaaa taxoa ia ta

aeeura a propor balanoai that ia, that axtraaaa ara ta ba

aroidad*

da has baan elaimed by many eritioe of progreeaire

taxation, there is ao natural limit to tha graduation of

1* ma** p. 41*



%im •XMpt on* !naadr»4 p«r Mmt* 1% !•

th*t %li« Fftt«s WAj l«i ta tki* limit at ooma futuro

timat bat far tbia liat aot baaa dona la oaj <saaa« It

dooa not soom likoly Uiat satea will evor be oorrled to

etioh en extreme exeept under a ooMnaaletie form of 0»rera»

ment, oe thle would ommuit to a definite linitetioa npea

%hM eise of the inew of eay iadiTidnol. 3ii«i « liaite*

tioa ie inoompetible with either e dMnoeretie form of

geremmeat w an eooaomie eiwtem in whieh Indiridnale are

rewarded aeoording to their ebility and effeotiweneae.

The alternatire to thie would be an e 9oncmiM atatue eueh

an exiata under any totalitarian organisation of aoeiety*

the effeeta of thia muat be hasafuli first, as a reatriotien

of indiwidual liberty and freiiem of aetion, and aeeondly,

aa a hlodranee to iaitiatire, and henee to production*

Capital aeeuimilatioa and industrial advaneement must neees*

aarily suffer unleaa mom new form of ineentiwe ean be in«

trodueed to provide the needed initiative, end unleee eapi*

tal aeaumulation be provided for either by gevemment aav*

ing or by eone other meane than privata aaving* ahould

graduatad ratee on personal ineome aver be earrled to thie

extreme under our preaent eeonomie orgenisation, the regulte

anst undoubtedly be injurioue* Itowever, there ia no indi*

oat ion at praaant that any aueh program wiH be put into

effeet*



On tho othor hand, too groat difforooeoa of ̂ walth

and povorty azo nnjuot and nnacund, daapita tbo alaaalo

artOBoata in fair<^ of fairly grant iaagaalltlna* Btfaal

of tlM Inaoma tax law and tlia naa of t!ia ganaral aalaa tax

to aatnra tlM ravaatia proridad at praaant hj %h9 inaont

tax would rallava Um waaltlir of a cpraat daal of thair tax

tordaa andtranafar it to t!^ poor* flia iwnadiata affaet

jBuat naaaasarilj ba a lowaring of tha atandarda of liring

of tha grant najority of tha popftlation* Tha baiiafita»

i^laii would thaaratieally aaarwa to tha nation aa a whola

fyan tha nora rapid aaan»iilatioa of waalth nada poaaibia

by tha iBsraaaad aaringa of tha rioh, would ba naithar oar*

tain nor iniaadiata* If thara la any truth in tba atudiaa

»ada by tha Broohiaga Xaatitutlon on "Tha Diatrlbution of

XaaoMi in Balation to Saonomio Problaaii"« thara ia no aar*

tainty that thaaa additional aarlnga will ba naad to anp*

ply aapital for now laduai.riaa or to ii^roro acmditiima

la ittdnatriaa idiioh art alraady oparatiBg but for whlah thara

la an inaraaaing danand* It la olaiaad that nany Induatriaa

ara axpandad by thair owaara in an dttampt to fraaaa out

aoapatitora and aaoura a partial aonopoly ragardlaaa of

whathar or not tha axiating danaad ia baiag adaquataly

•uppliad* At ̂ rloualy atatad, aoaa of thaaa aanlaga

ara uaad to bid np tha prioa of axiating aaaurltiaa and

fto do not.raault in any laeraaaad produotloa* !l^rafora«



th« hop» that tba aasa of %hm papalatioa would ̂  1»«m-

fitad InoraaMd aad ehaapar produatlou to offset tlis

additional burdaa plaead on then ty rsgrssslTe taxes, satst

te at best an uneertaln hope* There seems to be no logie

or reason for depressing the general standards of living

la order to allow the rleh to save sere than at present*

If the only justifloatlon for great inetnalltles la Ineons

Is the faet that savings eoi&e laalnly from the rloh for the

benefit of soeiety, It would seem more logleal that these

enormous fortunes should be oontrolled by that soeiety.

To earry this argaaent to the extreme, It would be to the

nation's advantage If aU the wealth were owned by <Hie or

two men and the reet of the population reeelvad a bare

eubelstenoe. While there is eoiaa Juatlfloatlon for lne»

quality In this arguawnt, the main juatlfloatlon ie that

individuals should be rewarded for their efforts In aeeord*

anee with their ability aad prodnetlvsaeea. On thle banle

ef Jnetlfleatlon there oould be no auoh extremes of Inequal

ity as le existent In India where there axe many eoollea and

a few enormously rleh prlnoes.

On the other extrei^ absolute equality of wealth and

Inoone would he as unjust ai^ Impraotleable as too gysat

inequalities, Xf every individual reeelvad the sane Ineooe

as every one else regardless of the effort of value of hie

production to society, there would be so ineentlve fca^ any



e&» t® mnmm rlaka ®itd mrt bUmtXt t® Miataia

and iiBG^roTs produotloa* titodar s trlot eoammiffitt eaeh in*

diTidual wonld zaealta the eaiBe share in the dletrlbution

of the eooiai in9omi0 fhat this wo\ild not eork eeeao to

he adeouetely shown from ̂ e fact that the eoaraanistie

Oacperimeat In Soviet Sassia has ahandontid this prinoipla*

Ivea most of the radieaX reformers do not ask for abso*

lute equality, preferring that the sontrol 0^ the nation*s

industries be placed in the haiJds of the state instead of

industrialists*, but not adTooatiag that sash worloer and

individual be paid alike*

Xt besomes appursnt that should the inaoas md ia*

heritanoetaxes, or s^ othsr taxes, for that matter, be

shanged ao aa to produoa alther of the oonditiona just

stated, the effeeta must be harmful to aooiety* There is

no indloation at pressnt that this will be done, althoun^

in ease of a national eoergensy, such as s grsat war, it

might teeoae aseessary to inersase taxation to the point

where one of these limits would be approaehsd* £>lan8 v&lsh

are being advansed today to finanea the "next war" by "eon*

aeription** of wealth would bring about a s ituation similar

to that mentioned* The same effect would be assompllshsd

by raising the insoms and inheritansa tax ratea to one

hundrad par cant at tome specified level, thus dafinitali^

limiting the poaaible aiae of ai^ individaal^s ©r



iiduirltam* flw of ouob mosiuNio m a^t to bo

injoriouo to oor oxlotiag oyotiRt neoosoitating ooiao form

of abaolutlam to kaop industry goin^. tfadar peaoa*tisso

ooaditlous aoy suoh toxatloa ohould bo avoidod, Tim

ololaw sodo at tlaoo by wrltora la auoh aagaaiaoo ao

Liborty and that tho yaroooat

taxas aro mroduoiag tbaao raaultst aast bo dlsputod*

ttwro la littXa aridanoo in tba statist loo of tbo national

ooalth and inaoaa to indieato tbat laotualitiao aro baooai*

iag lass* Xn faott tbora la aoldonoa to tho oeatrary to

ahov that until I9t9 tho iao%iiaXitiaa woro grawind gfoator*

fho oonaXuaioaa of tho Brooklaga Xootltution that tho oaaXth

ahouXd ba "aharad" by Mana of iaoreaaad and ehaapanad pto^

duotioa for tha ooasuaar ratbar than by any radiatribution

of axiatlng iroaXth, ia probabXy fundaaantalXy sound and

not in aeafXiet with tho oXaaaleaX tlMorlao*

If tho offooto of t^o Inoona tax ha auah ao to raXlavo

tha aoaraga aonouaar of part of hia tax bttrdant thus inaraao*

iag hia aoaaumptira purohaaing powari tha raauXt might ba to

old national prosperity, ainoa tha i^okinga study attamptad

to prove tho produetion and wolath aeauzmilGtioa oan inoreaao

«aly at tho oona tint that aonaunptiva daaand ia iaoraaaing,

H la at thla point that tha inaxpadlanay of otaopXy ragrao*

oiva taxao like tha ooXao tax ia aXaarXy Indieatod* fo en*

OQuraga ao.Ting on tho port of tho few ani nngnont prodaatioa
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tiByn® TX

TBS XB^XTAIIOS TAX

OMdufttttd mt«» Ml th«r ftppiT to tbo lalioritftiioo t«x

luTolvo ooM dlffaroat «oootioao than olioa applloA to tho

iaooM tax* Tho oahjoot of tho lahoritaaoo tax hao hooa

doaXt with tathox fully by Max lfoot^« to It will aot ho
osaalatd la groat dotall horo* Ttia lahoritanoa taZ| ita-

Ilka tho InoQBO tax, la a Tory old tax| It oaa knowa aad

uaad aa far baok aa tha daya of tba Qiroako aad Saaaaai ao

tho prlaolpla bahlad tha laharltaaao tax haa booa la gaa*

oral aaaoptaaaa for a Irag tiaa aad mm aot fuaatioaad

Ilka tha laaoaa tax#

It la gonarally aoaoadad that tho loatltutloa of

lahorltaneo la nolthor a natural right nor an oosantlal

olanaat of tho Inatltutloa of prlrata proporty# Oaaa a

aaa la daad all ooatrol oror hla proparty aaaaoat aad ao

Biatkatoao atatod, "

If bo had a rlfht to dlapoao of hla aogulal*
tlona oaa aonant bayond hla Ufa, ha oould alao
hara a right to dlreot tholr dlapoaal for a mil*
lion of agoa after hla, whlab would bo highly
abaurd and InooaTonlont.^

Thotaaa lofferaon alao atatod that '*tho aarth bolonga Ix

1* Max VOat, Tl
S. K, S, Road7

^rltanea Tl
ilntlSa^



uaufrttot to %tm llTlng} ttm dood hovo ooithor pow«]*o aor

righto oror if't^oad, ""tho orll of tho thoorr of the DItIho
Right of Kloge io Idoatioel with the oriX of tho Biriao

Bight of Xahoritoaoo'**^
nosy oo9&<»Bioto horo oi^r ooadoaood tho iaititilloB

of iahoritoooo or oftroootod tho pXooiag of Xlaltotioao

ttpoa iBkot oay oao iadlridual oouXd Snytorit* Joha Stuart

MiXX woo oao of tho f irot well Im&m ooooooioto to odro*

ooto liffiitotioB of iahoritoaoo Oi^ tho obolltiwe of ool*

lotorol iahoritoaoo. foro^r Boatoa, B« T. fljTf aad

Aadrov Saraogio hoto all ooaourrod ia tho holiof that

lahoritaooo ohould ho olthor rootriotod or ouhjootod to

hoaty iaSatritaaoo toxoo.

frogrtofiiro toxatiou of lahorltaaooo oaa thuo ho more

ooolly lootifiod thaa ia Um oaoo of tho iao<»o tax. Zt

hoo hooa oald ao a orltioisa graduatioa that thoro Io

ao logioal liait holov oao hUadrod for ooatf hut la tho

oaoo of iahoritaaooo %lm tas ordiaarllr gooo to oao hoadrod

for ooat aayiii^ ia oaooo of iatoataor «^ro thoro oxo ao

holro. Ihoroforof tho uoo of ifroirooolfo ratoo oaaaot ho

oallod illogioal from thio otoadpoiat. Za moot oaooo whoro

progroooioa io uood It io haood aot oaly upoa tho oixo of

tho iiOioritaBoo hut Ufoa tho dogroo of rolatioaohip io*

Tolrod. Oao of tho arpusoato ia foror of tho iahoritoaoo

tax io that it io aoroly aa oxtoaoioa of tho frlaolplo of

1. f. ai.
f f* so.



On tliia l&eala it la logloai to gradiiata tho tax

a««ov4ias to tba 4a«»o« of roXatioaahip ioToXirad, tha tax

tofMOag iMotiax aa tlia raXationahip taaoxaa mopo Aiataatt

uatlX tlko Plght of iaiiaritaxaa ia bo Xoa«BP loaosaiaad.

Motber of tlia areoaaata ia tlM ao*aaXXa4 **aatlA0BtaX*

inaoaa** apipiaaBtt^ aaoordii^ to atileti tlia auddaa ae^iai*

tioa of proparty hj tha hair iaaraaaaa hia ahiXity to pay

taxaa* OrdisariXy, tha anro diataat tha raXatioiiahip tha

Mora ia thia twam^ ami flaa vam* dXao froo tl» ataad*

poiat of ahiXity to pay taxaa «tiia oobXA jmatify graduatioa

OB tim aaiaa priaaipXa that appXIaa to tha iaaoaa taxf that

iOf tha Xargar tha iadividuaX inhoritaaaa tha highar tho

tax*

yodgad hy tha faragoiogi mt of oar iahoritaaoo taxea»

gmduatod aooordiiig to roXatioaahip and to tha aiaa of th#

iaharitaneo, oouXd oooo to ho juatiflad. fhiia» ia tha atata

of OragoB tha rates ara graduatad up to taoaty-f ifO po*

aoat» dopandiag apoo tha dagraa of raXatioiuihip aad tiM

aiao of tha inharitaaea* tha sana priaeipla ia fbXXomd

iB lioat of tho othar atatae havlag ioheritaaea tax Xawa*

amtar^ tha aatata tax of tho fodoraX gateraaaat ia aot

haaad upoa thaaa priaaipXaa» asd thera ia XittXa XogioaX

raatoB for prograaaioa# Qttdor tho ootato taXf tho oatata

aa a whoXa pays tha tax vith a fXat aianptioB of |40|000«
i

mai WMt,»». «i«.. p. i9». ,
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Mt %wm ludmmm is st !•«•% ssw

mtlblmm of tfoolitr of 99pm%m%%f% Our ospitoiioiit

oaO inaiviiuolistlo iQr»t«« is 0«s«4 upoo tbs prisoipis

thst s asa^s iaooas slu>ui4 bo ia schmi Oogfss folstivo to

his sffotrts sad ability* uriitrs thsro is ualimitsd la*

horitaaos aoWHipMiiad by graat lasfoslitlas of «aaitli»

it is ovldoat tbst it is i^^ossibia for diffaraat iadi*

▼iduals ta start iifo adtb tho saat opportualty opoa to

tbso ofoa Ibougb tboy asy bavo tbo saas taioats sad abii«

itias* flio graduatad laharltaaoa tax ffitob as is la aids

UM at piasaat, halpa to raaady this sltuatloa* Wbila

this tax doos not dastroy las quality» it aaxartbslass balps

to allaoiato it by piaoiao a otoatar sbaso of tlia tax burdaa

upoa ths vary iisaitby« aad to tbat oxtoat 3oss«iiag tbo

burdoa ttpoB tbo poor* fbo avaroio iadividuai with a fair

sharo of ability thus lias a asro oouitablo ^aaso at sail*

lag a suaoaas ia Ufa thaa would ba possibla whara thara

wara ao rastriotioaa pleaad upea great laluaritaaaas* fhls

was (ma of lotm otuart Mill*a favorlta wguaaats for hi|^

progr@ssiva iabaritaaaa taxaa, and is a fattar ia satitriag

a oartaia dagrao of "atoaowio doiaotraoy* *

Oat of tbo ^iaf oritioino of iaboritimoa tsa^is*

froK tta aooaonit ataadpolat, is that suob taxas art fro<»
^atly said to bo paid out of oapital* If this ba traog!
suob a tax wast aaaassarily ba harraful aiaea it would I



Almlnish tlM total national mialtlt* AAaa Smith, Eioardo,

•»A a van Baatabla atatoA that It is a tax laviad uixm

pg&pwt%f nthar thaa mpoa iiiooaa* bald that tlia

hair fait that tha total of tba aatata laaa tba tax aaa

bla aapital, aaA ha aaia. ao affovt to raatofo tba aap&tal

to Ito oricloal atata by paying t^ tax oat of laaoao*

Mill atatad that if aueh a dimination did oeonx it aoaKI

aona aa tha oaault of azaaaalaa taxation rather tlsaa aa

a raatilt of tlia aaa of tha inbaritaiiaa tax, '

Has iaat haa aoataatad tha idoa that tha iaharltioioo

tax aaat aooooaarily faU nfoa aapltal* Bi atataa aa folL*

lowat

Laroy*Baaullaa haa alao pointaA oat that
ghathar a tax ia^aii c»t of oapital-or inaoaa
Aai>aada not apoa tha form of tha tax, hat opon
tha mimt j»d tha tlaa far payaaat,
AnaTi^ if oapitar^ahould ha thi aooraa aa aoll
aa tha auhjaat of ttm tax in a giraa aaaa, it doao
not naaaaaarily follow that tha national oe^ital
will ha diiilniahadt for, aaido from tho tranafar*
anea of oapital anggoatod by Mill (wbara puhlia
dahta ara paid off mit of tho prooooda), tha in*
horitanoa tax io farorablo to aariag on tha part
of thooo who aannal taxoa aro lightor than thay
would ho without it*^

fho praaont high ratea of taxation may poaalhly bo

aaid to vaault in a diaaipation of oapltal* It ia not

liholy that tkM aatual aapltal in tba form €C hulldinga

•ad aa^iaary will ho daatroyad, but what la oora prbb*

abia la that tha onarabip will boom ooio widoly dUtbnod,

1. Md., p, «0f.



M ft erltiftisA th«t lfty«» tstfttftft Mftt

li~ ioil if IftftppoirtaiMi wsmm%» in flrft«r fc» j^y %im fftXi

tlnift rftftuX^lns la sraat Imummm* fhl* ftlfflftnlfy ftimXA

bft ovftrftotat fy ftXlowlog payaftat of tlM fax to to aate ia

•ftVoiNiX Xa&taXXaoatft ovox « par lot of yoar** That thla

Aiftft aot aa«a to Oft aaooftftary la tha oxiiarlaaftft of lasXaal

liMira ftiioh laataXXaaat payaaatft oora provlftoft foy» bat

itefo tha tax ha* haaa yaU la a Xunp aa» la tha Majority
I

of oaaaa la aplta of thla aXthoia^^ laataXXnaMt

yayaaata ara aameooaary la tha majority of oaaaa, thalr

aaa «ooXd ovarooaa tha ohjeotioa that high taxaa raauXt

1« iTMt 10.M. .tea ttM. ».« fc. f»o.« ..U-J
fha aritiolam that lahafitaaaa taxaa (aad laaoaa

taxftftt too) anat oomo oiat of oapltaX oaa ha Joatlfiad

oaXy if tha total harAan of goaaraMwat axyaodltora for

ooaauMptliw porpoaaa ia too groat a ahata of tha oationaX

inaaaa* than thia la tmat tha aatioaaX waXth and proa*

parity »aat ba dlalali^d ragardXaaa of tha form of taxa*

tioa aaadt «sraa thoogh tha aSieXa of tha gorarvmaat rara*

mm ha dartrad from aeiunimption taxa% amah aa tha gaaaraX

aaXaa tax, tha aatlomaX naaXth MMt amffar, tha aaoast

that goaa aaoh yaar to oapltaX aad to aoaaompticn naat

•oaa out of tha total produotioa for that yaar. If tha

amouat aaad ia aeniua^tioa ha too groat tha ramaiadar

aralXahXa for «a»itaX mat ha maXlar thaa othaiwlsa*

1. Md., p. 8U.



ftnoip MiKt% imii m^% wt€% owft

iMI^raf JO •oaSop Miioot 9% aopae irf

iavtmon 0% «••« •oSooip om %wq% 1^7*# 9% %9m %%

*W9% t^Mwpoj mi% 9% paoioa *x«%|d«o jo

i|9tioai{« ̂vonoaovapo tTI* 99*9%

i|on« %9q% 9999 %% ooop aeg • Ji%-ixtn%Ji9da9 jo iC^TionlNi

JO OOaSop Z9%99Ji9 %W1^mi09 9 91IT1[W £9 %99J

•JO t«Tao« xvTotjoqo^ « oaoii 9% ptio^ ^oo 9m% jo 99x9%

p9%9mfi9x^ *X9% oovotxaoiiQi «q% «o mionxoaoo «x

*liet 4XXPn*A^'^ •! W* %99Jt9%9'$

9m %m% vv *%99999€ %9 XW%%i99 iXll«XI«AO JO 9»9%^m9 0«

•x 9999% %9tf^ %09J 99% V99J X«aP|AO r| Wl%9IX9% 99J9999S

•oad la Trax«<** 99% JO %nmjpt9d9% jo

ten 999 ooxxxttOTJJfp ofvooooo %ooooad mi% a«iu *vo|aoiip

•«2l Ina ea doood XQOIoXJJti* •! oaoaa %«il%

iMIX OBioo oqa %9 999m oenpoad e% laa^npop 9v|p|p jo aooov

m99 fvtpoy la PMatiaAnj oa TXT* l%X99d999A f"s9j%9u

•pQiMp pecvojtop JO %x^999 9 99 aojjflo aoiw lixoi^VOX

*««0X osmoaoe om Jt *laiaodooad x«oo|a«ii poo oaojxoo

XOaOQOt om 0% OXa«dOA«J %90m 99% OJ 9A\%mi99%X9 %99l

•Xiij 'MOW textnpoad la oam m oo *n»i%X^ M vo%ii9

•tw •« ae fSBXAXt 10 paappva* aio fir|»iip«a Ixxaoapdatia

pm ooor tvpmavoo la oaoti oaoo ««• 9m aoaai* txoxi^vo

JO 99999 oaa 9irrflr«oaoiix jc oloo oxaioood 9m% 999 oaoqn



mr^ prorUiowi Mm tor tlui pmymtA ia imtallaiat**

ftm lom ot rorowm romltia^ ftm %1»

ho ormmm hj Immrlm hho protmh owimp/^i&m mommUmt^

A %mg with Sttth pTdwiticNMi wowU ororoom thi mm% oori»

mm «h^«tioaa to tho t«x la at* at ireaaat*
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mi% 99&ttm

99nv9^ %Mm m%%9w»% m»j XTV *9m99

«II| fOU ««i64t< HI %um

*IE2tMkOt $9 %999 IKIX 9% 9% «Oe«I«9«Ml £X99^ 9li%m999^

mxj ^«tl^ ««a SG|^®X»% J0 VM9S Jt9W 40 *-X9% 9^99%

o^t «eiA04i 0^ otoiooed «| %% ̂iip «| Sm iEtoo 9m

*«M0«| ^% «0«|4Ote« W% V99mK9

jottwa « eor» w *m9j%9n %9m m% mfVA

HI am ORflOtBi tan 11041 9«ii|0^40 ti| mm9Am

•9oiia«o4«l 4«ttoa» « ioi^ix«^« •m 9% fnftjmo?

jro oojooo trfwa 01111 «| i»9(%xm9 oo 0% oi %| tioi^ «1 tizooxo

«ii;i •ooamidfoooo X9M9nt9 f«AXO064 ooti iio|^oof049

40 itS|«ii|4(! @iix !|oi|x wmm fimcKR %| *iio|«ntoooo ik{

«iK|«9««tV|

tt foietof MifiRiioQoo %'m% i«it 99mm 9m %9 Jtt9» mm9m

mv% imo OOlXVflWlHIOO 9«« lK»fXOII9«4i %wx% «o|ofito
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£Tobl«a ZavolTlng OoubJUi Taxati<»i
«• btttwftiin Staito of Orogcm and

A««uB»dt That %tm IndlTldual wuUir eonaldortttloa has «
sot ladOMB of |6|000,000» (U1 of whloh has baan aarood in
tha stata of Ovagon* Faraoaal axaaptiona and aarnad In*
eona oradlt ara oadttad for tbo aalta of sljapXielt/ {timy
wtmXd raduoa tha tax aar^r allgbi^}. Zf tha InaosMi bad
baan trm, Intangiblaa, tbo rata for tha atata of On^an
would hara baan 9ft iaataad of lit an auab Ineona. Zt is
also assnaad that rata and iaooaa hara not rarlad in yaars
undar eonsidaration, in ordar for tha ̂ olloivlng aquations
to ba trua.

Xiat X • fadaral inooaa tax laah ia daduetihia in da*
f m Oragon ineoaa tax tarwiniag tha othar*

X • |3,7n>000 4' ||1»000,000 * y)
r m mo 4 fi (|5»995,000 • x)

X a 3,?91»0OO 4 790»000 - .797
7 o eoo / 419,660 • »07X

X a 4,581,000 * •797 " '
7 m 419,860 - .07x, i ,

■  ■ ■. ■ .:

•«»867 a 360,670 - •07x ^
7 m 419,850 - •07x, aubtraeting

•94477a 99,180
7 a |104,988«71, anbatltutlng,

X a #4,681,000 * #^,960.71
X a 14,498,061.89

Total of X / 7 a #4,609,047*00, tat approximately 76.^

Eeneoi the tvo taxes iaqp^ed one upon the othsr do not re*
suit ; in a burden wry aubatantiaUy greater than the federal
tax alone, beeauee of the fact that eaeh is dsduotibla In
aompttting tha other* Also, the mixintm Oregon rate ia only
"fi* whs teas the top federal rate amounts to 79^ (76^^ surtaxfltts 4$ normal tax}* ^Raa fadaral tax aomputed alone would
a #4,681,0<K}, or approxiatately 76*49(*

(NOtat TMs problem does not apply to the lower brashsts
vritiere the tax ia a anoh amaller proportion of tha net in*
aomia. Oouble taxation of imiall inoomea is a double burden.)



Sti^ioture of thm tax •ystoas (nfttlonftl and loeal} of oor*
tain eooBtrioa aa aaaaumd toy tha pareanlMigoa of totaX
roaaoua faisad froa Various taxaa la 1994«35« (Tax 8ya»
taiaa of tha World. 9« 376.)
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