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TAXATION AND ~E~ENUE 

9 September 1953 

DR. KEE~$: Admiral Hague, General Greeley, and gentlemen: 
morning we discuss taxation--its principles and something of its 
practices. 

This 

Our speaker this morning is an exemplification of the old sa~-ing 
that if you want sc~ethlng done, ask a busy man to do it. When we wrote 
to him a few weeks ago, he was in a great press of work on his report of 
the Tax Study Co~...~ttee for the Governor of Pennsylvania. He also had 
to postpone a lecture he was to give to a group for which he is tax 
consultant. A busy man finds it possible to do that sort of thing, in 
order to be here this morning. 

In the Procurement Coursej in a few months, we will give you his 
study on the spendings tax idea, as a possible substitute for ration4+ng 
in wartime. One of our students last year took ~his study and expanded 
it. The student report is a contribution to knowledge, and we are in 
the process of having it reproduced. I have here another of our speaker,s 
published papers, "Taxation and the Economy,, that has been reprinted in 
three different books of readings. 

But this morning he is not going to talk as an expert on taxation, 
but merely as a professor of public finance. From the o~tline of his 
lecture, copies of which you have, we are sure to find out all we need 
to know about taxation and revenue raising principles. 

It is a pleasure to introduce t o  you Dr. Alfred G. Buehler, Pro- 
fessor of Public Finauce, University of Pennsylvania. 

IR. BUE~RR: Admiral Hague, General Greeley, and gentlemen: It 
is a very real pleasure for me to be with you today. ~his opens my 
college year very nicely. Our classes start soon, in a couple of weeks; 
and this gets me off on the right foot. 

We have had a nt~Ber of officers with us from year to year at the 
University of Pennsylvania. It is good for us; and we hope, of course, 
that it will be of some benefit to the officers. 

Public Finance and Taxation 

I like to think of public finance, when I meet with college groups 
such as this, as a subject which can be approached in an objective way. 
As you know public finance involves the study of economics, political 
science, and the other social sciences as well as finance. I like to 
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encourage our students at the university to eX~rcise their minds and to 
arrive at such conclusions as they think are appropriate on the basis of 
the available data, conscientiously assembled to provide a factual back- 
ground and honestly and intelligently interpreted. 

The politics of public finance are suggested by the advice which one of 
our State senators gave to me when we started working on our Pennsylvania 
tax report a year ago last spring. The Governor had appointed a number 
of cce~_4ttees and one of them was this tax ccmaittee. I was appointed 
the chairman. 

When our c~ittee started to workj the senator said~ .You might 
just as well not have any study. We are going to settle this problem on 
a political basis. You can save yourselves a lot of work if you don't 
have a study." 

Now, the reason I mention that is this: Looking at public finance 
from the point of view of the pclitician~ we can b e pretty sure he is 
going to want to know how many votes he is going to get out of a tax or 
spending program. He is going to want to know how any t ax  proposal is 
going to affect his chances of staying in, if he is already in~ or get- 
ring in, if his party is out. ~he politicians may not be greatly con- 
cerned over economic principals and their application in public finance. 
They may be guided only by expediency. 

The economist in public finance is in a different position. He 
is likely to think of public finance as a science, a science which 
studies the relationships of A, B~ C, and other variables out of which 
we may arrive at certain conclusions he calls principles. But, Of course, 
you know frem your own study of economics that pure economics studies 
"what is." When you get to the second stage, to what is social~ desir- 
able, there may be quite a few differences of opinion because then you 
are studying "what ought to be." 

Economic phenomena may be very complex and difficult to explain. 
The statistics way suggests a variety of causal factors at work. When 
you study the so-called business cycle, you may find 140 or 150 d~- 
ferent explanations. Public finance involves ecenomics and is there- 
fore as complicated as econemics. 

Public finance, which is the financing of gover~uent, the financing 
of our democracy, and the more perfect union of public edncationp high- 
ways, national defense, and other public services, is not only partly 
economics and partly political science; it is also partly ethics. I 
think many times that the problems we discuss come back to questions in 
ethics. ~he moment that an econmulst begins to apply economics and tells 
us what ought to be done, the chances are he is over in the field of 
ethics. 

/ 
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In an article that comes to mind, Professor Elmer D. Fagan discusses 
the desirability and advisability of a scientific basis for progressive 
taxation. Fagan comes to the conclusion that the law of diminishing 
utility, which we used to talk about in economics, provides no satis- 
factory basis for progressive taxation. But he went on to say that cae 
could find a basis for it in ethical judgments. 

The moment one gets over into ethics and says, "This ought to be 
done," he is giving his opinion; and that which had been up to this point 
let us say, purely a question of fact~ now becomes a matter of judgment. 

The Growth of Public Expenditures 

In studying the Government's budget processes as you have~ one is 
inevitably impressed by the growth of public spending. Among the major 
contributing factors which account for the greater part of gove~L~.Lent 
spending are the increasing population, expanding public spending, wars, 
and national defense. 

Many persons who complain about theNew Deal, say it was the New 
Deal that brought us the large Federal budget. But the high Federal 
taxes and the big budget ~hat we have are essentially related to the 
military situation. Whatever mistakes the New Dealers may have made-- 
and they made quite a few--still, after all~ they added directly only 
about 20 billion dollars to the Federal debt. The spending of the 
Roosevelt era of the 1930's was rather small in comparison with the 
spending occasioned by the Second World War. 

This leads to the observation that if we are to find a way to 
control government spending, we must find a way to prevent wars and 
to control international tensions. That is an old observation~ made 
by Adam Smith back in 1776, but it is a sound one. 

Now, of course, we can attribute the growth of govermuent spending 
partly to the rising population and the increasing prices. We also think 
of the so-~slled law, developed by Wagner, the German econmuist, that 
there is an inevitable tendency for government spending to increase~ 
because governments continually provide more services and perform exist- 
ing services more intensively and extensively. Wagner argued that the 
econamy would inevitably be socialized. ~his result, however~ need not 
follow the enlargement of government activity, although it is a risk 
which modern society encounters. 

The pressure for increased government spending comes from a desire-- 
sometimes praiseworthy, sometimes not--on the part of the individual and 
the group, to improve their levels of living. The farmers and public 
school teachers, veterans, and various other groups are ever trying to 
secure i~nds from the public purse to finance services of benefit to 
them. 
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But while the citizen may want beneficial public services, he may not 
want to pay for them. It is a typical American tendency for people to 
want something for nothing. We read about the French and Italian evasion 
of taxes but the exposures that are being brought out now in this country 
reveal that a great amount of tax evasion prevails here. 

That gets us back to the basic question of taxpayer ethics. We 
Americans think there is no such thing as a good tax if we have to pay it. 
~he only good tax is the one the other fellow pays. I am sure the sales 
tax is not good. I am sure the income tax is not good. I haven't found 
any good tax. 

If the citizen can get something he wants and put the cost o n  other 
persons, he may be quite happy. Plainly, we need a higher citizen ethics 
in order to see the problem in the proper perapective~ that is, that 
saving the world for democracy depauds not only on saving the individual 
but on saving society itself. 

We Americans made history by declaring the basic doctrine of popular 
government-- .No taxation without representation.. We have sometimes for- 
gotten the corollary that there can be no representation, no goverm~ent 
serving our needs, without taxation. 

The power to tax is the primary power of government which supplies 
the funds needed to provide protection, educate the young, care for the 
dependent, and otherwise serve the citizens, public wants. Taxes are 
compulsory payments imposed for the financial support of governments or 
other public purposes. 

If taxes are coastitmtionally voted by the representatives of the 
people, they should be fairly and efficiently enforced. It is the duty 
of the citizens to pay such taxes. It is indeed, more than a duty, it 
is an obligation. 

I do not want to say that necessarily the group,s welfare must take 
precedence over that of the individual. I do not want to be captured by 
the German philosophy and have the individual suppressed. Both the group 
and the individual are important. 

But if the individual places his welfare above that of the group, 
if he forgets about the group, then he is going to be getting all he 
can out of the public treasury and is not going to worry about the size 
of the budgetj the burden of taxes, or the size of the debt. 

If you ask me what the ccmmon good is, I will have to admit that 
it is a very difficult thing to define. You might enjoy reading, if 
you have time, a little book on public finance that was written by a 
British econauist, Hugh Dalton. He was chancellor of the exchequer 
when the Labor Party was in power. 
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Dalton speaks about the principle of maximum social advantage, which 
means utilizing the public finances in such a way that we get the most 
out of each dollar we put in. He says we should keep on spending and 
taxing as long as there is a gain of incc~e to society in comparison with 
the cost. It is the idea of marginal analysis that the economists made 
popular. This suggests that public finance should be consistent with our 
economic and social objectives. 

Public F~uapce and the Economy 

In the last 20 years there has been a greater emphasis on the prob- 
lems of the econo~. I suppose that never in our history has so much 
been written about depression, inflation, full employment, and various 
other economic problems. If wishing could accomplish the job, we would 
not have had a depression; but we had a depression and we did not get 
out of it until the Second World War lifted us out. 

In an article in the Commercial and Financial Chronicle, Professor 
Paul Studenskl states that we have done a pretty good job in public 
finance in recent years although we have had some inflation. The Federal 
budget is now approaching a balance. We met almost half of the Federal 
expenditures during the Second World War out of taxes. But we could 
have done better and we should have done better. 

Inflation is not only a problem in economics, it is also a problem 
in politics and ethics. It is, moreover~ a psychological problem. ~hile 
we talk a lot about inflation, actually we like it. The inflation prob- 
lem is somewhat like the problem of alcohol. We have a state liquor 
monopoly in Pennsylvania. We raise more money in Pennsylvania than any 
other state does fr~ alcohol. 

The basic trouble is the popular custom to tipple a bit and sometimes 
to consume too much alcohol. If a person could be temperate and control 
his appetite for alcohol, then alcohol would be no problem at all. In- 
flation in a sense is like that. There is always the danger that infla- 
tion cannot be controlled. But creeping inflation is pleasant and we 
hate to stop it. 

We want to control inflation as long as it means controlling the 
prices that other people receive for their wages and for the things they 
sell. BUt we do not want to control inflation insofar as it affects us. 
We want the benefit of more government spending. That is a simple thing; 
but nevertheless, it is one of the things that is at the root of the Fed- 

eral budget problem. 

Let me take another illustration of the difficulties arising in the 
control of the Federal budget, which may be more direct. A certain com- 
munity may have a veterans' hospital. It enjoys the increased trade and 
other benefits arising. At the ssme time the local citizens may cumplain 
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about the high taxes and say we must get the Federal budget down. Now, 
suppose that the Gover~ent announces that the hospital is going to be 
closed, because it is no longer needed. The citizens will soon co~plain 
to Washington and say, "You can't do that to us." 

The budget cannot be controlled unless i am willing to give up same 
of the things that affect me. Taxes cannot be brought down unless I 
w~ing to make some sacrifices. We can talk about achieving our goals, 
about having a growing and reasonably stable econ~ny, with the national 
income fairly distributed; but unless we are willing, as a member of 
society to cooperate and bear such sacrifices as are necessary to make 
it possible, we shall fail to achieve our econanic goals. 

In the textbooks we have learned that governments seek to provide 
service and that business seeks to obtain profits. Well that is so. 
But there is another side to that--not always thought of--not only is 
government maintained for service, it also provides an incame to em- 
ployees and other beneficiaries. Certainly many of those who work for 
the Government are not working simply because they love their fellow 
man. That would be pure service. One may de~icate his life to the 
service of mankimd, which is a wonderful thing. But it is essential 
that most of us have a job. I have learned in working for the Federal 
Govermment that most of the people who are working for the Government 
are about like people outside the Govei~ment. Fram the employee stand.- 
point, the purpose of the Government is to obtain an income. Those who 
secure goverr~uent aid or contracts also secure monetary benefits from 
the Government. 

COrporation ,Finance 

In s o m e  respects public finance is similar to private finance; in 
other respects it is different. In gaining an understanding of the com- 
plexities of public finance, it will be helpful to note certain similar- 
ities and differences. 

The profits of the corporation are made presumably by providi~ 
services ~hich the people waut. The purpose of business, as consumers 
see it, is to supply desirable goods and services. The people who work 
for corporations have about the same purpose, so far as I can judge, as 
those ~ho work for the Government--the securing of an income. What I 
am trying to say is that business and the Government are more alike in 
some respects ~han I think many of us realize. They both provide services 
and they both provide incomes to certain persons. 

I am not going to argue that the Government and business are just 
alike. It is sometimes said that the way the Government operates is to 
decide first how much money sh~11 be spent, and then to decide ~hat taxes 
have to be raised to support that spending. Whereas you and I and a cor- 
poration may work it the other way around. We may decide how much money 
we have. ~hen we spend within our incame. 
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But the Government may find that in its spending it is 1~mited by 
what the people will pay in taxes. There has been much discussion in 
the last few years, for exsmple~ of the proposition that if taxes exceed 
a certain amount, 25 percent of the national income--and in America 
taxes have in recent years--then the econamy is going to be inflated and 
the private enterprise system is going to be weakened, because the people 
would prefer to accept deficit financing and currency depreciation to 
higher taxes. I mention that as one of the possible problems when taxes 
are thought to be too high to be increased further. Govermments do have 
to consider the taxes which the population is w4114ng to pay. 

But if you ask how the taxpayers can control the budget and keep 
it within what they regard as rational limits, I will have to confess 
that it is a very difficult question. For example~ I am in no position 
as an individual to say whether we are spending too much or too little 
for national defense. I know national defense is one of the historical 
reasons for the existence of the Government. Governments were created 
originally to protect the citizens and to dispense justice. All the 
histori_~ tell us ~ that. But I do not know how much money ought to be 
spent on national defense. 

In Pennsylvania, to cite another illustration, our big tax battle 
this year was over the public schools. Today over half of the general 
fund goes into education. The question before the 1953 legislature was, 
Should a substantial new tax be imposed in order to raise more funds for 
the public schools? The legislators were really worried over that prob- 
lem. The Democrats were thinking. "If we ask for a sales tax~ won't 
that be bad for us?" The Republicans were thinking: "If we indorse 
the sales tmxj will we be voted out?" But the real question was, Were 
we or were we not going to have ~dequate money for the public schools? 

Now, of course, public schools are an essential function. You can- 
not argue that. I do not doubt that there is a waste in the Pennsylvania 
public school system. But how much more than anywhere else I do not 
know. ~hat is a matter of judgment. The taxpayer should know the taxes 
he pays and how they are affecting him even if he does not know just 
how much money should be spent for national defense, education~ social 
welfare, and other public services. Maybe the taxes have little or no 
effect on his economic incentives. Some of the tired businessmen that 
we read about work just as hard after the income tax is raised as be- 
fore. Maybe they even work harder in order to make more dollars and 
maintain the income left after the payment of taxes. 

But there is a place there where, as the tax rate goes up, the 
business executive will lessen his efforts and s~y, "What is the use?" 
For example, if the tax rate on incumes above IO, OOO dollars were IOO 
percent, so far as the econemic motivation is concerned, a person would 
quit working and risking his capital after he got up to that ameunt. 
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The taxpayer can also see that if he did not have to pay 500 or 1,000 
dollars of incQme tax, he might buy a new car, a new refrigerator, or 
other things that his fsmily wants. 

While the taxpayer is therefore in no position to know how much 
ought to be spent for national defense and other governmental functions, 
he is in a position to know how the taxes he openly and d~ectly pays 
affect him. That is the lever he can use in working on the budget of 
the Federal Government. He can use his influence to prevent higher 
taxes or join with his neighbors in demands for tax reductions. If the 
resistance to new or existing taxes is effective, the budget is likely 
to be lower than it would otherwise be. 

Government financing is conducted on a much larger scale. Govern- 
ments, in cc~parison with corporation finance, or at least the Federal 
Government, have some control over the currency system. Govermments 
can utilize what we call fiscal policy. By fiscal policy is meant that 
utilization of government spending, taxation s and the public debt to 
promote such economic objectives as a more stable economy and a higher 
national income. Within limits what you and I do also affects the 
econumy. Personal and business spending, for exan~le~ increases the 
total spending and under conditions of high employment would have an 
inflationary effect; therefore it is very important to coordinate the 
public and private seutors of the economy in promoting our econoLic 
objectives. 

The magnitude of government financing~ including the total Federal, 
Statej and local budgets of approximately I00 b41~ on dollars~ is very 
great, exceeding that of any corporation. The total spending of busi- 
ness and individuals, however w is even greater. But the Federal Govern- 
ment can conduct its financing in a unified manner on a national basis 
and thus substant~ally affect economic conditions. 

The Principles of Taxation 

Now what principles should be followed in taxation to raise the 
large sums of money that we need to meet the costs of modern government? 
The cost of government can hardly be divided equally on a per capita 
basis. The poor people have a lot of votes and will not tolerate equal 
taxation. The aged, the infirm, and children could hardly be expected 
to contribute to the cost of gove~.~ent on an equal basis with the more 
fortunate. Many people have no children to send to the public school; 
the unemployed may also be unable to pay taxes. We accept the principle, 
that it is our privilege and duty, if we are able, to maintain our ed- 
ucational projects--those things that are advantageous for the group, 
which the individual himself may not be able to provide. We also accept 
the necessity of providing military, police, and fire protection, public 
health service and other public service %o those unable to pay for them. 
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Some people that are able refuse to provide for their needs. That 
can be carried too far. That gets us again into the problem of ethics 
that I mentioned. ?his discussion may suggest another theory of taxa- 
tion, She ability to pay. Many persons say, "The citizen should pay 
taxes according to his ability to pay them.,, We have a question of 
ethics here as well as economics. ?here are actually theories of ability 
to pay. For instance, one person says the sales tax is a tax levied 
acc~rdlng to the ability to pay. Another person denies it. That is a 
matter of Judgment, of defining what we mean by ability to pay. In the 
popular sense "ability to pay" has come to mean taxation in relation to 
net inccme--a higher rate for the higher brackets. That is about as far 
as one can get with it. Just how high the taxes ought to be is a matter 
of Judgment. On this question there are many differences of opinion. 

Taxes and the Econ  

Another tax theory may be mentioned. It is the idea that taxes 
ought to be appraised in terms of their economic and social effects. 
When Adam Smith in his "Wealth of Nations" said that taxes should be 
imposed according to ability to pay, he was considering primarily justice 
to the taxpayer. He was, however, in his fourth maxim considering the 
welfare of the whole economy when he said that the taxes should be se- 
lected which would least injure ~he economy. 

I think that the writers and the students have always given sume 
thought to the problems of the econ~. Justice in taxation is more 
than Justice to the people who pay the taxes. It also involves justice 
to others who feel their effects. It might be, for example, that to 
increase the taxes on, let us say, the lower and middle incomes would 
be deflationary. But which is the greater evil--to tax the lower in- 
crones or not to tax them and thereby increase the inflationary pressure 
of consumer spending? At the other end of the income scale it may not 
be worth while to vote to push taxes to the point where they weaken the 
incentives of the physician~ the lawyer, the business executives~ and 
the other people who are getting the higher incomes to exercise their 
talents in supplying useful services. In recent thinking the tendency 
has been to consider the whole society and to appraisej so far as one 
can~ the effects of taxation on the national income, the stability of 
flow# and the distribution of that income among the population. 

There is another basic idea here~ that is~ taxation ought to be 
as direct and personal as possible. Ideally we might say that every 
taxpayer should be charged every month his share of the cost of the 
Government. But the taxpayers do not want to pay their taxes that way. 
A lot of smaller taxes~ many of them hidden, appear to be more accept- 
able to the citizens than one large tax. From the Government's Side~ 
it is easier to raise large sums of m~ney fr~n diversified sources than 
it is from one big income tax. ~hat has been known for centuries. 
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Table 2. Federal, State and local tax revenues, fiscal year 1952 

(Excluding social security taxes) a/ 

Amount 
(Millions of dollars) Percent of tota~ 

48 All h8 r All 
Tax Federal b~ States local c~ Federal States local 

i . . . . . .  - " " - L , , 

Personal Income 30,949 905 68 49.6 9.2 .8 

Corporation income 21,163 830 7 33.9 8°4 .I 

Death and gift 815 211 3 1.3 2,1 .i 

~cohol ,_/ 2,513 519 - ~/ h.o 5.2 - ~/ 
Tobacco 1,563 h49 - ~ 2.5 4,6 - _d/ 

Gasolin~ 713 1,871 - d_/ 1.2 19.0 - ~/ 

mmsements 376 14 - ~ .6 oi - 

Genera l  sales f~ - 2,229 551 - 22.7 6.4 

Pmoper%y - 370 7,580 - 3.8 87.9 

Other 4,297 2,440 412 6.9 24.9 4.7 

Total 62,389 9,838 8~621 lOO.O 1OO.O I00.0 

a~ Federal social se~rity tax collections were 4;573 million dollars. 
State social security tax collections were 1,423 million dollars. 

b_c~/ Tax refunds excluded. 
For fiscal year 1951. 
Included in general sales tax collections. 
Includes license taxes. 
Includes both general and specific sales taxes. 

Source: U. S. Cmmerce, Labor, and Treasury Departments. 

T o t a l  

~9o.5 

Table 3. American public debt, end of fiscal year 1952 

(Millions oZ dollars) . . . . .  

Federal State Local 

259X 8 . 9  . . . . . . .  22.5 (estim~ted> 

Source~ U. S, Bureau of the Budget and U. S. Department of Commerce 
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While ~I! taxes cannot be levied directly upon the individual in 
relation to his inc~ue, wealth~ and expenditures, some of them can be. 
The total tax load should be distributed so far as possible, so that 
each individual will be taxed in the manner we would rationally follow 
if we could impose his total tax bill directly upon him according • to 
the pattern we consider most logical. 

That would be related to the type of society we want. Adam Smith 
wanted a laissez faire--a competitive economy. We may want a different 
type of economy, a different type of society. We have to decide what • 
our economic and social objectives are if our taxes are to be consistent 
with our goals. And, of coursep much of the difficulty with public 
finance is that we do not know what we want to accomplish as a nation. 

Running all through taxation s in practice s is a political thread. 
Many times the decision is made on political grounds and not on the basis 
of a consideration of the effects on the whole economy. 

Of course, the problem is complicated, because so many factors are 
~uvolved. Noneconomic objectives may conflict with the economic. To 
illustrate, we know that in fighting a war of any magnitude we are going 
to suffer, considering human weaknesses, from the inroads of inflation. 
Ideally wars ought to be financed in such a way that we would have no 
inflation during the war and no inflation after the war. But we have the 
psychological problem--that, even though the cost of a war is going to be 
borne currently by the population, whether ~ finance the war with in- 
flation or without it, and the people have to sacrifice anyway, still the 
people may prefer what looks to them like putting the burden on the 
f~ture or at least placing more of the burden on other persons. Then it 
is a choice between defending ourselves with inflation, let us say s or 
not defending ourselves at all. 

I have said there is an analogy to private financing. Let me • 
illustrate: When our children are growing up, they may have some musical 
interests and want a piano. The family may decide that the children must 
have a piano even if spending is inflationary because their musical edu- 
cation cannot wisely be postponed. 

In Philadelphia we wanted to improve and extend the subway system 
after the war. It did not seem to matter whether the city spending was 
inflationary or not. Perhaps, however, some spending can be postponed. 
In other words we may have a choice. When we have a war on, we know 
we must spend on it. But the war ought to be financed with a minimum 
of inflation. We should rationally chose among our objectives and hold 
to our course. 

Some borrowing is inflationary and same taxes are not. We have a 
chain reaction of effects and countereffects; let us try to reduce it 
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to simple terms. The question would seem to be, Does the taxing and 
spending process increase the funds in circulation in relation to the 
supply of goods and services? We may increase the money in the markets 
but have the goods and services in constant supply; or the taxes m~y 
be so deadening that the supply is reduced. The quantity of money in 
circulation may be the same~ but in relation to the supply it may be 
increased. 

When the Goverr~ent spends for new production facilities in a 
period of inflation, that is inflationary. No question about that, be- 
cause it is bidding up the demand for goods and services. But when the 
plants come into productiouj the output iS. increased and supply expands. 
That works in the opposite direction. So we have to take this secondary 
effect into consideration too. 

The Public Debt 

I have been trying to emphasize smue things here that experience 
shows require emphasis. Some of them are simple things but they are 
basic. 

Coming now to the present Federal predicament--and it is indeed a 
predicament--the tremendous Federal budget and our great debt present 
perplexing problems. What can be done about it? The State and local 
governments have another 30 billion dollars of debt. Is the debt to 
become a perpetual and perhaps increasing obligation about which we can 
do nothing except eventually to liquidate it through inflation or in 
s~e other manner? 

Our ideas about the public debt have changed. I remember during 
the war meeting here in Washington a banker; he was a conservative Mid- 
western banker. We were talking about the debt and he said the debt was 
not so bad. We had gone through the so-called New Deal period and m~ch 
of the war period; and he declared that the economy could have carried 
a much larger debt. That was a businessman,s attitude toward the debt 
at the time. Back in the 1930's many persons thought a debt of 50 
billion dollars would ruin the country. 

The burden of the public debt is not determined simply by its size. 
The debt probl~ must be related to the size and growth of the national 
income, the amount of debt-charges in relation to the total Federal 
budget, the effects of the debt on the economy, and other variable 
factors. I do think that our load is not more than we can bear. But 
there are dangers in deficit financing. There are dangers in a growing 
debt. There are dangers in a growing budget. As the budget, The debt, 
and taxation grow, the problems of each grow. 

I would like to leave this ~hought with you. In gove~z~Lent spend- 
ing, in taxation, in our financial administration, in the management of 
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the debt, we +should, so far as is humanly possible, relate our program 
to the problems of our society and to the problems of our econ~ny. We 
should keep in mind the kind of •society we want--economic and social 
objectives, our desire for a growing and more prosperous econcmy~ for 
the better way of life which we all want. ~hen we should direct public 
finance toward attaining those objectives, 

QUESTION: What is the position of the municipalities in the present 
tax situation? They seem to have a more or less inelastic source of 
taxable income. In the face of a rising budget and inflationj aren't 
they in a rather precarious position~ at least some of themj today, 
through no fault of their own? 

DR. BUEHLER. Undoubtedly the cities of the country are in a tight 
spot. They have the old property tax to fall back on, and some minor 
revenue from the parking meters and that sort of thing. Some cities 
impose a sales tax and various other so-called business taxes. They 
may levy an income tax. They may collect both an income tax and a 
sales tax. 

In Philadelphia we have a mercantile license tax~ so-calledj im- 
posed by the school districts~ and a gross receipts tax imposed by the 
city government. While the rates are low~ actually they are sales taxes 
in effect. Even if the city does its best, it does have some very dif- 
ficult financial problems. 

No doubt there is the difficulty of working out appropriate re- 
lations between the State and local governments. I think in most of 
the States the legislatures are still pretty much dominated by the rural 
representativesj and they are sometimes not too much concerned about the 
welfare of the cities. ~hen there may be political problems, as we have 
in Philadelphia, which has a Democratic administration, while the State 
has a Republican administration. 

Looking at this as a revenue problem from the broad, overall stand- 
point, and leaving out expediency in politics, it would be preferable to 
have sales and income taxes levied exclusively at the state level. 

We have in Pennsylvania a rash of local incume taxes, almost 300 
of them. I had a letter from California just a few days ago about the 
great number of city sales taxes--there are approximately 150 of them. 

I think it would be much better for Pennsylvania if we would deny 
to all local governments, except a few of the larger cities, the power 
to impose an income or sales tax. We now have a uniform sales tax 
throughout the State and in time may have a uniform income tax which 
could be employed to raise money for the benefit of the local, as well 
as the State, governments. As the question perhaps implies, it may 
happen that too many responsibilities requiring spending may be placed 
upon or be assumed by cities. 
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QUESTION: Would you discuss what might have been the effect on 
our econ~ if we had had a pay-as-you-go policy during the war period? 

DR. BUE~TA~: I said in my earlier informal discussion that we 
would have to pay the cost of a war whether we did it by taxation or 
by deficit financing. I am assuming that we finance the war internally-- 
if we should assume that we could obtain a contribution frc~ the Dominion 
of Canada or another foreign government to the I0 billion dollars per 
year, that would change the problem. But, assuming that the costs all 
have to be financed internallyj fhen we have got to pay for the war 
right away so far as our resources are concerned. Or, to put it another 
way, we cannot  fight in Korea or Indo-China or any place else with weap~s 
that we are going to make tomorrow. We have to fight with the men and 
materials that we have now. 

So looking at it objectively, we, as a nation have to make sacrifices 
anyway; and, the more we pay through taxation rather than by deficit fi- 
nancing, the less inflation we should have. We have to consider the 
effects of taxes on the people and their willingness to produce for the 
war progrem while restricting their cansumption on nonessentials. Some 
individuals may profit from inflation, but most of us are bound to be hurt 
by it. While tax sacrifices are painful, the inroads of inflation are 
even more c o s t l y .  

Cow, sider, for example, an analogy between a sales tax of some kind 
and inflation. The sales tax was resisted during the war because some 
people felt it was inflationary. Others just did not like it and they 
opposed it as an unjust impost. 

But a sales tax would probably exempt food. This would take out 
a big part of the family budget. Of course, the rental of living quarters 
would not be taxed. If by putting on a sales tax we ~ould raise, say, 
i0 billic~ dollars a year in taxes, instead of borrowing i0 billion 
dollars through the banks, the economic effects would be somewhat dif- 
ferent. 

But during the Second World War we borrowed from the banks and we 
had some inflation. The effect of the inflation was to raise the price 
of everything. In effect everyone was indirectly taxed. Inflation is 
a sort of tax, a cruel tax which burdens the poor as well as the rich. 

Why then, do we not ~void inflation through heavier taxation? 
~here is always the hope that if tax increases are postponed, we shall 
as individuals come out more favorably than if the taxes were put on 
right away. For example, if instead of proposing a sales tax, we should 
consider adopting a net worth 5ax, or what used to be called a capital 
levy, the richer classes would probably figure that the tax on wealth 
would be pretty tough; and that perhaps inflation would be easier on 
th~ than a heavy tax on their savings. Others may feel, even though 
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they are wrong, that a sales tax or higher income taxes would burden 
them more than inflation. This is a problem the Nation needs %o think 
through and master. 

QUESTION: Doctor, I would like to ask a question in the field of 
the economics of taxation, with particular reference to the excess- 
profits tax. We have all seen little articles in various periodicals 
about taxing beyond the point of reduced returns, Financial experts~ 
at least a certain element among them, say there are certain products 
that have been taxed too heavily, so that the total revenue that is 
produced is less than it was previously at a lower rate of taxation. 
I would like to know to what extent that actually does exist; and if it 
does, 

DR. BUE~R: The classic example of the revenue effects of high 
taxes is that of the tax on liquor, which is pretty high. The Federal 
tax is $10.50 a gallon. ~hen some states have a monopoly on packaged 
liquor. In addition %0 the store prefits~ some like the State of Penn- 
sylvania, put a tax on it too. It may be that~ depending on the nature 
of the demand, more revenue can be raised with lower rates than higher 

rates. 

There is an analogy there bei~een the problems of monopolies and 
prices in the economy. The question for a monopoly to decide is whether 
it will get more profit with a high price, a moderate price, or a lower 
price. ~heoretically we can find, I supposep by experimentation the 
point at which the largest quantitywill be sold and whether more profit 
will be made at a moderate price than at a high price. 

Of course, part of your problmu is the problem of substitutes. 
You have the substitution of bootleg liquor for the taxed liquor. I 
suppose that the incentives for tax evasion would increase as the tax 
rate goes up. It would be a very interesting study to try to determine 
whether people are more dishonest when the taxes go up or dishonest 

anyway. 

If you go through the hearings on the excises, you will find that 
in the case of about every industry they presented the same argument-- 
that more revenue would be raised if the rates could be lowered. I 
suppose you could reduce that to absurdity and say that you would get 
still more revenue if you had no tax at all. So there is a point, no 
doubt, where the most revenue would be raised. 

One meets that same logic in the discussion of the various Federal 
taxes. It is commonly argued that there would be an increase in in~ 
vestment and economic activity if corporate and personal income taxes 
were reduced. But if you look at the statistics, you realize that 
there would have to be a very substantial increase in the base of the 
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tax to make up for the loss of revenue if the Government reduced the rate, 
for instance, from 30 to i0 percent. 

The chief arguments against the so-called excess profits are (i) 
that it is i~racticable to define excess profits, (2) that the tax, 
in practicej is exceedingly complicated, (3) that it falls ver~ un- 
equally upon the various industries and particular concerns, (4) that 
it frequently penalizes growing concerns by punishing them when they 
finally "strike it rich,', and (5)that its high rate is an invitation 
to corporate extravagance in the outlays for advertising and other ex- 
penses. While the excess-profits tax may raise considerable revenue, 
equivalent revenue could more readily be obtained by increasing the 
corporate income tax rates, if that sum must be raised fr~n corporatimas. 
The primary argument for the so-called excess-profits tax is political. 
In a time of emergency when wages~ rents, and prices are subject to 
controls, it has been deemed necessary to strike at war gains and prof- 
iteering, although the we~on employed is a very imperfect one. 

QUESTION: Doctor, you mentioned that there is some tax waste in 
the State of Pennsylvania. From Philadelphia you can look across the 
river and find the State of New Jersey with no personal income tax, no 
sales tax, a low gasoline tax, and excellent roads. I don't knew what 
their financial situation is. Now, why is the difference so marked from 
one state to another in their financing? 

DR. BUEHLER: The answer to your question is that the low taxes 
of New Jersey are largely a myth. They are low at the state level, for 
the reasons you have mentioned. But the local property ~xes are high, 
as disclosed in the report of the New Jersey Tax Committee that came out 
just a few months ago. 

If you take the total of the state and local taxes in New Jersey 
and compare therewith the figures for Pennsylvania, you will find out 
an interesting thing. We had a group of studies made and we found out, 
surprisingly enough, that New Jersey actually is a state with fairly 
high taxes when you include the local taxes. The combined state and 
local taxes in New Jersey in 1951~ for example, were substantially higher 
in relation to population and income than the total taxes in Pennsylvania 
and were also considerably above the national average. From the stand- 
point of industry, because corporation people sometimes move into low- 
tax states, it would be very important to find out what the property 
tax is over there; and also frum the standpoint of the home owner. The 
property tax is particularly heavy on home owners in New Jersey. The 
taxes on business property may, however, be quite favorable. 

I don't want to imply that New Jersey is not a desirable state in 
which to live. The question is, What do you get for your tax money?. 
Are the governmental services obtained worth what they cost? 
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QUESTION: Coming back to this question of tax evasion which is 
basically an ethical problem, you implied that your studies show a 
fairly high rate of evasion here in this country. Do you know ~at 
percentage is involved there? 

DR. BUEHLER: The percentage of Federal tax evasion has not yet 
been published but the results of a survey in ~he Boston area should 
soon be available. Every study we have had in Philadelphia showed 
that the city income tax suffers a substantial mount of evasion. It 
means that the people ~hose taxes are withheld are paying the bulk of 
the city income tax. Many people whose tax is not withheld just do 
not pay, including some gover~nent employees. 

QUESTION: What can be done about this tax evasion problem? 

IR. BUEHLER- Well, I made a speech a year ago and I worked hard 
on it. It was the presidential address at the National Tax Association. 
My subject was ,'Ethics and Taxes." I laid before the National Tax Asso- 
ciation the idea that the ethics of the taxpayer and the tax official 
ought to be improved~ and that this great association should do something 
about it. ~he association was so disturbed about the complexities of the 
problem that so far it has not dane anything about it. We talked about 
the problem and decided that something ought to be done about it. I 
suggested that we get down to business and draw up a code of ethics, try 
to get the taxpayers and the tax practitioners to agree o~ the things 
that come within the code. 

Are ethics in taxes at a higher or lower level than ethics in other 
human relations? The income tax is still to a considerable extent a tax 
which depends on the taxpayer's honesty, Jud~ment~ and his cooperation. 
So is the property tax. 

Now~ it is proposed that the GoverrJuent should compute our income 
taxes. ~his would be an interesting experiment. It would lessen the 
work of the taxpayers. But _suppose the Govermuent is computing your 
income tax and sends the taxpayer a bill. He may look over the b~1] 
and say, "Gee that's swell. They did not know about the other income 
that I had." Would the average ta~ps~er be more or less inclined to 
report outside income? 

It is a question, ~oo, of having ample personnel as to quality an~ 
quantity for tax enforcement. It is often said in Washington that if 
the Bureau of Internal Revenue had more employees~ someone would have 
more time to put pressure on the taxpayers and there would be more 
revenne. This may very well be true. A tax is a compulsory payment, 
and as such it requires enforcement. 

I know that runny people do not like the withholding of income taxes. 
Some employers do not like it. But I think if one is hones~ about it, 
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he will have to admit that the Gover~,ent gets considerable revenue, 
perhaps 5 billion dollars a year from withholding, that it would not 
otherwise get. Maybe in 10 years we will have withholding for the self- 
employed as well as the other people. 

By better enforcement and with taxpayer cooperation, we should be 
able to reduce greatly the amount of tax evasion. Lord Stamp in his 
book on taxation said that it was rather traditional for Americans to 
evade taxes. He said tax evasion becomes comnunal evasion; it becomes a 
community habit. The evasion habit grew out of the property tax and the 
weaknesses there. Property tax evasion has long been prevalent. Now 
we are learning that income tax evasion is also a popular pastime. This 
is a serious problem which we must struggle to overcome. But tax en- 
forcement should not depend solely upon the ethics of the taxpayers. 

COLONEL BARTLETT: Doctor, I recall that your lecture started out 
by introducing the subject of ethics. Now in the discussion we have 
come full turn back to it. ~his is perhaps an appropriate point to end 
the questioning. 

We particularly enJ eyed and valued your remarks on the ethics of 
taxation, as the practical end of the economic refresher course. On 
behalf of the C~,~aandant and the student body~ I thank you very much 
for your lecture. 

(18 Nov 1953--250)S/ibc 
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