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'TAXATION AND REVENUE

T September 1954

DR. KRESS: It seems as though there was a group some years ago
at Yale University that had gotten a very famous speaker to come and
talk to them. The introducer began by saying that this man was an alum-
nus of Yale, and, as you know, Y stood for youth, spending five minutes
on that; A stood for alumnus, five minutes on that; L stood for loyalty,
five minutes on that; E stood for eternal fealty, five minutes on that,

- spending five or six minutes on each one of those letters. Finally, the
speaker was allowed to take the platform and he said, "I am glad I am
not from the Massachusetts Institute of Technology. "

Our speaker this morning was educated at Yale, but he has been
away from there a long time. Dr. Buehler has had various assignments
in science and public finance. He is the author of several publications.
I went down to the library and hastily selected a few that we happened to
have on hand, He is so busy with his two commissions and numerous
agsociations of which he is a member that we had difficulty in finding a
day to fit him in, boththisyear and lastyear. But it is like the old prov-
erb, "If you want something done, get a busy person to do it."

Dr. Buehler, it is a pleasure to welcome you back to this platform
this morning.

DR. BUEHLER: Admiral Hague, General Niblo, and gentlemen of
the Industrial College: That Yale story made me think of a lecture that
Charles Evans Hughes gave at Yale. I recall that he introduced his re-
marks by saying something like this: ''Gentlemen of Yale and ladies and
gentlemen." ’

The 100-Billion-Dollar Question

It is indeed a pleasure to be here again, and on a day as hot as this
with the temperature soaring up toward 100 degrees, to be discussing
with you a very heated question--that of financing the 100-billion-dollar
expenditures of our governments.

The Federal fiscal year which just closed reported expenditures of
67. 6 billion dollars; revenues of 64. 6 billion dollars; and a deficit of
3 billion dollars. I am not going to give you many figures, but I thought
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I should summarize briefly our fiscal situation. The State and local
governments are apparently spending at an annual rate somewhat in
excess of 30 billion dollars, so that we have a total government budget
of approximately 100 billion dollars.

Now Federal expenditures are tending downward, as you gestlemen
in defense know. In the 14 September 1954 budget statement, expendi-
tures for 1955 are estimated at 64. 0 billion dollars, about 3. 6 billion
less than this year, and revenues at 59. 3 billion, creating a deficit of
4,7 billion.

With the series of Federal tax measures adopted within the last 12
months since I was here, one has the impression that our total taxes
are coming down, and along with it, the cost of government. Localtaxes
are commonly going up all over the country, however, and in some in-
stances state taxes are going up, too. So many taxpayers are actually
not getting much of a break.

The debt of our governments is, in total, around 300 billion dollars.
We closed the Federal fiscal year 30 June with a debt of 271 billion dol-
lars plus the state and local indebtedness of about 30 billion,

About 80 to 82 percent of our total expenditures apparently--we do
not have an accurate up-to-date figure, but using our latest census data--
are being covered by taxes. That means that the remaining expenditures
are being supported by so-called nontax receipts. Here I am not includ-
ing the old-age insurance and the unemployment insurance payroll
charges. Those are partly taxes and partly not, and for convenience of
clagsification are excluded here. Perhaps around 9 billion dollars of
these payroll charges are included in trust fund revenues. Then there
are utility and liquor store revenues--Federal and State--of about 3.5
billion; miscellaneous revenues of about 10 billion; and an increase in
the Federal debt this last year of 5. 8 billion; an increase in state and
local debts of about 3 billion; or a total of about 8. 8 billion in increased
public indebtedness.

We a/re taxed because our goVernments spend to provide us serv-
ices. There can be no control of taxation unless there is control of our
budgets. The cost of government has gone up and up over the years, as
shown in table 1, following page. This is one of the amazing phenomena
of modern times. Government expenditures have gone up because of the
increasing population, higher prices, the increased demand for public
services, and because of wars--past, present, and future.
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Consider, for example, the Federal budget for 1955, These are
the revised figures of September 1954, In the revised budget for 1955,
there are total expenditures of 64,0 billion dollars. They include these
expenditures: national security, 41.9 billion or 65.5 percent of the total
interest on the debt, which is very largely war interest, 6.6 billion dol-
lars or 10. 3 percent; Federal aids of various sorts for veterans and
their administration, 4.5 billion or 7.0 percent; and international affairs
and finance, 1.5 billion or 2,3 percent. These war or war-related ex-
penditures--and this is not a complete list; it is just a convenient, easy
breakdown--amounted to 54.5 billion dollars or 85.1 percent of the
budget.

If you and I as taxpayers are to have much more money to spend on
the things we want, the major inroads must be made on war costs. If
we cannot cut costs there, then we must anticipate high taxes indefinitely.

The purposes of government finance are the financing of our public
needs, the promotion of the economy, the advancement of our military
and governmental goals and the provision for social welfare. Looked
at from the standpoint of the politician--and not using the word in any
odious sense--the purpose may be to win friends and influence people
by providing them beneficial services. From the standpoint of govern-
ment employees, the purpose may be that of securing an income. From
the standpoint of those who receive the benefits, the purpose of govern-
ment is that of obtaining those benefits. The purposes of government,
in economic terms, are the promotion of a growing national income,
equitably distributed and flowing as steadily as possible to the popula-
tion so that the economic welfare of all may be improved.

But economic goals are not the only goals. There are social goals--
cultural, educational, recreational, There are military goals and
political goals. And how is one to weigh these different objectives and
reconcile them? ’

Public finance is the financing of governments. To control public
finance so that we get the most for our money we must first reach
agreement on what we are trying to do--the emphasis to be given to
national security; the emphasis to be given to providing jobs, to edu-
cating the youth of America; the emphasis tobe given to our other goals.
As long as there is confusion and disagreement over our community
objectives, there will be confusion in public finance, which is a means
of advancing our national objectives.
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Public finance, as a branch of economics, is the financing of the
governmental activity directed toward satisfying our public wants for
material things--that is, for goods and services. Political science is
the science of government, Public finance is actually both economics
and political science. As one writer, Gerhard Colm, formerly with the
Federal Government in various positions and now with the National Plan-
ning Association here in Washington, has said in an article, "It is the
nature of public finance that it is political economics., "

Public and Business Finance

I want to come back to public finance and economics, but let me go
on first to comparing government finance with private business or cor-
poration finance.

We are taught that the purpose of business is to make a profit--
that puts it from the standpoint of the owner; that the purpose of govern-
ment is to provide service~-that puts it from the standpoint of the con-
sumers,

But those who work for the Government regard it as a source of
income. Those who get coniracts from the Government secure certain
gains or profits, and from that angle the purpose of government may
seem to be that of obtaining an income.

If you look at business from the standpoint of the consumer, the
purpose is not that of securing profits but of securing the things we
want. I emphasize that because we have sometimes overdone the idea
that business is conducted only for profit and that government is organized
only for service. We have been unduly critical of our capitalistic sys-
tem, as an illustration, because we have assumed it is nothing but a
system in which people are out to make money, that the only people
who make money are the people who may get the profits, and that gov-
ernment is something distinctly different, that its purpose is simply
that of serving mankind. As I have said, the analogy may be pushed
too far,

Then, of course, government in total--at least the Federal Gov-
ernment--is much larger than any business entity. This is very im-
portant because the impact of Federal financing on our society is far
greater than the impact of any corporation. However, the influence
of your spending and mine, of your savings and mine, and the influence
of corporation finance is also felt in the economy. Such things as the

5




<850

multiplier and accelerator principle apply to the funds which youand I
spend and invest as well as to the funds which governments spend and
invest. Our emphasis on fiscal policy has perhaps tended to neglect at
times the influence which the activities of the individual and the corpora-
tion may have on the economy.

But governments do have at their command vast borrowing and tax-
ing powers. The magnitude of government finance is very great; the
control of the currency possessed by the National Government provides
the opportunity for unified national action on the economic and financial
front and has a greater impact and influence than that which can be ex-
ercised by any corporation, individual, or particular group.

Economics and Public Finance

Without belaboring the point and carrying it further for the moment,
let me return to the question, if I may, of the bearing of economics upon
public finance. In a sense the big question in public finance is this: How
can we get the most out of the dollars which we have available? Shall
we spend these dollars, otherwise divert them to private use, or shall
we turn them over to government use? The question may be put some-
what differently: What are the appropriate limits to government action?
How far should governments go in providing for economic welfare, for
social welfare, and other wants as well as national defense?

In a recent book by Professor Joe Due, of the University of Illinois,
on public finance, an effort is made to apply welfare economics to pub-
lic finance. The suggestion is laid down that governments should spend
in such a way, tax in such a way, and borrow in such a way that the
maximum economic welfare will be attained. That is reminiscent of
the marginal analysis of the earlier economists, and it suggests com-
parisons that you and I have made and have had made for us in courses
in economics. We are taught to compare the desirability of the money
we have with the desirability of other things, and to compare the cost
to us of obtaining the money we have with the benefits we receive from
the things we buy.

Extend that analogy now to society, and the welfare economist would
have the funds so used that the maximum social welfare would be attained.
The difficulty with the concept is this: What is the maximum social wel-
fare? It is controversial as to what our objectives should be. It is con-
troversial as to what national welfare is. It is debatable how much each
measure promotes the national welfare. Eventually this becomes a
problem in judgment.
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The judgment may be relatively simple when you and I, for example
contemplate whether, if we have a choice, we shall come to a lecture
this morning or devote our funds and energies to other purposes. If you
have $10 in your pocket, shall you spend the evening at the theater--so
far as $10 will go--or should you use the $10 to buy yourself a hat for
your fall wardrobe?

When we have the judgment of 160 million people involved, the de-
cision as to how best to use our resources becomes extremely compli-
cated. Who is to say what the social cost is and what the social gains
are of a proposed public service? We arrive at a judgment, and that
is all it is.

Through the processes of government, Wwe elect people to go to
Washington, to the State Capital, to the Town Council, to the Mayor's
Office. Then we become parts of pressure groups. We go down there
and watch them and try to make them do the things we think they ought
to do which we are afraid they will not do, and there is this continual
pressure back and forth. The man who wants political influence looks
at appropriating public funds one way; a person who obtains the bene-
fits looks at it another way; and the taxpayer who must pay the bill looks
at public expenditures in still another way.

Let me give you a couple of illustrations. In the July bulletin of the
First National Bank of Boston, there is an editorial which represents
the conservative point of view on government spending and taxing. The
writer declares, "The national habit of turning to the Government in
time of trouble and for handouts of one kind or another continues.' He
says that pressure groups from all over the country are making shame-
ful raids on the Treasury in the belief they are getting something for
nothing. The principal budget item is national defense which calls for
more than two-thirds of the total expenditure. He declares further,
'"While the American people insist that the Government should spend
whatever is necessary as a safeguard against aggression, that there
is much waste is obvious from casual ingpection, as has been brought
out by men in the military service." He states that nondefense expend-
itures are also wasteful because the Federal Government carries on
activities that should be eliminated or which could be performed as
well or better by State or local governments or private enterprise.

I attended a conference in Washington a few months ago on highway
policy. One member of the group was a very conservative man who was
very outspoken against waste in Government and high taxes. In discussing
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highways, he expressed himself by saying that as far as highways were
concerned this was a very important project, essential to national de-
fense; the Government could not withdraw from this field and turn it
over to the states; and that Federal highway spending should be main-
tained or even increased. I learned later--I did not know it at the mo-
ment--that this gentleman produces machinery which is used for road
construction.

Another business friend of mine has been in Washington for the
last several months a good deal of his time. He came down here with
the notion that the Federal budget could be slashed waydown. There
was a lot of waste here; across-the-board cuts were proper, That is
what you do in corporations; you should do it in Government,

I talked with him a few weeks ago, and he is a changed man. Now
he says that Government and business are not the same. Furthermore,
this is an election year. He used to be a dernocrat; now he is a repub-
lican. The republicans cannot win the seats they want in the House and
Senate, he says, unless they spend some money and reduce taxes.

The Principles of Taxation

I am talking a great deal about the budget here because essentially
the tax problem is a budget problem. Taxes cannot be controlled un-
less the budget can somehow be controlled.

There are two basic revenue principles of taxation. One is that
the tax must produce the revenue; the other is that the tax should pro-
duce that revenue justly. Governments, as you and I know, never let
justice stand in their way when they really need revenue. They have
commonly placed the productivity of a tax ahead of justice. The pro-
fessors, who may be idealists, like to talk about justice. We spend a
lot of time talking about ability to pay.

We explain to students that ability to pay is objective in the sense
that it relates justice in taxation to our economic status as measured
by net income, property and consumer expenditures; it is subjective
in the sense that it involves a comparison of the pain, sacrifice, or
disutility of the taxes we pay.

There has been some argument about the applicability of the law
of diminishing returns in investment. It is generally true that the

more you invest, the easier it is to make another dollar, that the
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Out of the study of intergovernmental relations should come some
sound conclusions concerning the responsibilities for national defense,
for highways, for education, and other functions; also, the responsi-
bilities for financing those functions.

The Public Debt

We have accumulated a Federal debt of some 271 billion dollars
and a state and local indebtedness of approximately 30 billion dollars.
The Federal debt is essentially a war debt. The sum of about 20 bil-
lion of it is an economic recovery debt of the New Deal period. The
state and local borrowing is essentially public works indebtedness.

Are wars productive or are they wasteful? Perhaps defense is
productive in the sense that it helps preserve our institutions and our
society. It may be productive in the sense that it stimulates the econ- -
omy, increases output, and gives some encouragement to the develop-
ment of new products.

I heard a businessman a few years ago make a very eloquent speech
in which he said, "Private business is productive. Government is un-
productive. It produces nothing; it lives like a leech on the taxpayers., "

But in your course of economics, I think you probably still learn
as I did that production is the rendering of services, and if governments
provide services, they are productive in that sense. The real question
then is, Are governments more or less productive than -privaté enter-
prise, than you and I as individuals? If governments are more produc-
tive, then the public use of our money is justified,

The Federal debt problem reminds one of the old saying that we have
a bear by the tail. Nobody likes a big debt. Itshould be reduced. Since
1931 there have been only a few years in which the budget has been bal-
anced, and the debt keeps going up.

Fortunately, our production has been increasing; our income has
been increasing; and we can carry a larger debt, but the debt may have
substantial effects on the economy. Debt expansion may have an infla-
tionary effect; debt retirement may have the opposite effect,

Budget policy with respect to the debt may be at odds with economic
policy. From the budget angle, it is desirable to keep the interest rate
and debt charges down. However, a low rate of interest pegged and

13
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frozen by the Government may have adverse effects on the economy.
It may stimulate economic activity when stimulation is undesirable
as when inflation is rampant.

The problem of the public debt is the problem of managing the debt
with a minimum of ill effects upon the economy and the maximum of
good effects; it is also the problem of managing the debt in a manner
consistent with budget policies so that the debt costs do not become ex-
cessive. And looking at the long-range problem, the need would seem
to be to reduce the debt gradually in periods of prosperity so that the
debt will become more manageable and we shall have a bigger margin
to rely upon in periods of crisis when the international situation be-
comes more threatening or when we suffer a depression,

The Conflict of Interests

There runs all through public finance the pressures and conflicting
attitudes of different groups. We are now in the period of uncertainty,
as we know. We are told by the economists in the Government that we

have touched bottom and that the signs point to a gradual economic re-
covery from a mild recession--if we may call it that.

We dislike recessions.and depressions. We seem to like mild and
continuing inflation. In other words we like deficits and we like a large
Federal debt. Now that may conflict with the objectives of economic
stability and the desire to keep the debt charges down so that the tax-
payers will suffer the minimum burden.

Another illustration of a conflict of interests is a controversy over
the tax‘legislation in the last year. Should taxes be reduced in such a
way that the reductions would go to the low income groups entirely or
very largely? Should taxes be reduced in such a way that the stimulus
would be given directly and primarily to consumption? Should taxes be
reformed and reduced in such a way that the stimulus would be given
primarily or exclusively to investment?

Unfortunately, when taxes become heavy, we are likely to burden
both consumption and investment, and when we have a tax reduction,
it therefore becomes desirable to take taxes off both consumption and
investment. When taxes go up, we put them up on all classes and they
have economic effects upon all classes. When taxes come down, it
would seem desirable to reduce them upon all classes to maintain a
distribution of the tax load which would be consistent with our economic

14
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and social objectives, The tax doctors, the economists, and the stat-
isticians do not know so much aboul the effects of taxes as they would
like to know. Admiral Hague and I were chatting as we came in about
the discoveries and advances in the natural sciences and medicine,
Unfortunately, in Federal taxation, as in economics and political sci-
ence, there is still much to be known. "Fiscal science" is still a long
way from being an "exact science.' It is still very largely an art.

QUESTION: Would you care to discuss the desirability or unde-
sirability of the national sales tax as a means of raising revenue?

DR. BUEHLER: Yes, I should be very glad to discuss it. I shall
try to be objective. Like every other tax proposal, this is controver-

sial. Our Federal Government has been using about every available
source of revenue. We have the personal income tax, which is a very

high tax in comparison with the income taxes in other countries; we
have a very heavy corporate tax structure; we have rather high estate
and gift taxes; and we have been raising about 10 billion dollars annu-
ally in excise taxes. We have reduced excises and personal income
taxes in 1954, however, and have also given up the excess-profits tax.
In the 1954 revenue act on the other hand, there is a provision which
accelerates corporate income tax payments gradually over a five-year
period so that at the end of the period, corporations will be paying half
of the taxes on the current year in the last six months of the year.
That has the effect in that period of stepping up tax liabilities and in
one sense is a tax increase.

To return to the sales tax question, in the event of another war or
similar emergency, the only major source of revenue which we have
not already used, aside from a tax on net worth or some kind of capital
levy, would be a general consumption tax. It could be a tax on con-
sumer spending--I think you have had readings on that, assembled by
Dr. Kress--which would go to the individual and be a tax on him as an
individual. Or it could be a general sales tax at the retail level or a
tax at the manufacturing level, just to mention two of the more likely
possibilities.

The arguments advanced for the sales tax in peacetime are: (1)
It would permit eventually, if not immediately, the reduction of taxes
on incomes, especially for the middle and upper brackets, and perhaps
corporation taxes, and maybe estate and gift taxes and (2) the sales
tax would tax all goods and services uniformily and we would get rid
of the patchwork excise system of different excise tax rates on differ-
ent commodities.

15
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The first point raises the question as to who should pay the taxes,
and I shall not go into that problem. It is an issue over which there is
continuing controversy.

The second point is a quite interesting one. It has been assumed
by advocates of the sales tax that if we had a sales tax at the manufac-
turing level, we would get rid of all excise except those on alcohol,
tobacco, and gasoline. I think I can be objective here and say that the
argument seems quite Utopian and unrealistic. There is no nation in
the world, so far as I know, which has adopted the sales tax--and
many nations have--and which has gotten rid of the excise taxes.

We might, it is true, dispense with other excises and get along
with the sales tax, but in a period of war I would expect specific excise
taxes to come back. We can point to Canada and Britain as an illustra-
tion of that.

The advocates of the sales tax emphasize that we are taxing many
commodities; that we have different rates; and that some articles are
not taxed at all. It is said that we have singled out some things for tax-
ation with the erroneous notion that they were luxuries. The taxed in-
dustries say that their products are necessities, not luxuries. The
system is undoubtedly discriminatory, however one may feel about it.

If we are going to tax a great number of commodities and services
the time will be reached when it will be sensible to have a uniform tax
on those commodities and services, with special taxes on alcohol, and
tobacco that have been found necessary in every country; and if the
Federal Government keeps on spending on highways, I would assume
we would need a gasoline tax. Then we would presumably need and
impose some additional selected excises in time of war, or other great
revenue emergency. ' '

I would think that at the present time, when the emphasis is on keeping
budgets down, it would be desirable that we should live on existing
sources of revenue. I know that affects defense, and I am not suggest-
ing here that defense expenditures should be cut. As the economy ad-
vances our income increases, and we obtain increased revenues auto-
matically from existing sources.

Then, too, we have about 34 states imposing general sales taxes.
Some are at a very low rate, as in Delaware and Virginia, where they.

are hardly even known. Others are higher, such as the 3 percent tax
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in California, Michigan, and so on. If the Federal Government could

keep out of the general sales tax field, it would leave an important source
of revenue to the States. '

If we should adopt a Federal sales tax it would be preferable to
have a retail sales tax and not a manufacturing tax, if we want to con-
trol Federal expenditures. The retail tax would be out in the open and
the people could judge whether they were paying too much for Federal
services,

If we think the budget ought to go up and, say, to illustrate, we
think more defense money is essential and there is too much resist-
ance to the retail sales tax, we could, from that angle, defend a manu-
facturing tax in preference to a retail sales tax. I don't think person-
ally it would be justified.

From the standpoint of the business groups which are crying for
budget and tax reductions it would seem inconsistent to advocate a hid-
den manufacturer's sales tax. They ought to get together with them-
selves and decide whether they want more taxes or less taxes; if less
taxes, they should oppose any new taxes., '

Another consideration is very important. A retail tax does not
‘have the pyramiding effects that the manufacturing tax does and should
cause less disturbance to prices. All things considered, the retail
sales tax is, I think, economically superior to a tax on manufacturing,

Just one thing more on this subject: All forms of a national gen-
eral sales tax have thus far been political dynamite. They would fall
upon great numbers of people and have been warmly opposed by organ-
ized labor and other groups. In a grave war emergency, however, the
people may be willing to accept a general sales tax,

QUESTION: Doctor, I cannot comprehend the rationale of the ex-
cise tax. I know that it is levied in theory upon the producer and yet
that a tax placed on a manufacturered item is on the same item that
the consumer buys in the retail store. Sometimes you will see the
price card on a product marked to include a 15 or 20 percent excise
tax, How can they prove the statement that the tax is not passed on
to the consumer?

DR. BUEHLER: I think it is intended and widely accepted that
excises at the manufacturing, wholesaling and retailing are generally
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passed on to consumers. One advantage of the retail tax is that you can
specify what the tax on the consumer is. If it is a tax at the manufac-
turing level of, say, 10 percent, there will be very few manufacturers
who will want the consumer to know just what the tax was on the manu-
facturer's price. Of course the manufacturing tax is probably admin-
istratively easier to handle than the retail tax.

Actually, we got into excises bec,éuse they were a means of rais-
ing large revenues. We have had them for centuries. People get used
to them and do not complain too much.

Now that is partly an answer to the question. You may have had
some other points in mind.

QUESTION: Only one thing: An excise on manufacturing is not
deductible on your individual income tax because the revenue depart-
ment says it is a tax on the producer and not on you.

DR. BUEHLER: That could be a matter of the law. You know the
practice is that state excises are deductible by consumers for Federal
income tax purposes if it is provided that they are to be passed on to
the consumer., Federal excises, under present laws, are not, how=-
ever, deductible by consumers for income tax purposes.

QUESTION: It has been suggested from time to time that the cor-
poration income tax be abandoned. Is that a sensible suggestion and
one that could be adopted along with increases in the personal income
tax structure?

DR. BUEHLER: Well, I shall be blunt. No it is not a sensible
suggestion. It overlooks the fact that it is very easy to raise 20 billion
dollars currently from corporations. The incidence of the corporation
~ income tax is virtually unknown; therefore, nobody knows just who
pays it. That is politically important. I think it is unrealistic to ex-
pect our governments to dispose of the corporation tax.

Furthermore, many persons feel that corporations are quite prof-
itable, that some of them are monopolistic, and that business abuses
warrant corporate taxes as regulatory measures. It is relatively easy,
moreover, to raise large revenues from the corporate income tax.
Rationally one might argue in a different direction, that when we are
taxing corporations, we are taxing individuals, and it would be most
logical and equitable to tax those individuals directly. The 52 percent
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~ corporate tax has to be borne by investors, consumers, employees, or
someone else; therefore, it would be desirable to tax those individuals
as individuals if we could. This is a sensible point of view, but it is
not likely to be adopted.

A very important practical question is this: If we give up the cor-
porate tax, how would we raise the 20 billion dollars it now yields? If
we are going to raise it from the personal income tax, how would we
allocate the tremendous burden? How should we integrate the corpo-
rate and personal income taxes? These problems involve all of the
questions and complications of the comparative treatment of corporate
and noncorporate enterprise, the taxation of distributed profits which,
go out in dividends and the undistributed profits which go back into the
business, and of large and small concerns.

One suggestion is that we tax corporations in the same manner as
partnerships, meaning that every individual stockholder would be taxed
not only on the dividends he receives but also on the undistributed part
of the profits. The taxation of undistributed profits presents some
troublegome problems., Stock may be bought and sold day by day or
frequently during the year. Who is to say who is the owner for tax
purposes? Furthermore, the individual can argue that he receives no
income from undistributed profits and should pay no tax.

The Supreme Court has held that income must be received or re-
alized to be taxed, and there is constitutional doubt that the retained
profits which are beyond the grasp of the corporate stockholder could
be taxed ag individual income.

Then, there is the question of incidence. It is quite commonly
assumed now that some part of the corporate income tax, perhaps
much, is shifted. It is uncertain how much of the tax is shifted and
on whom the tax finally falls, The politician may reason that it is a
good tax because its burdens are substantially concealed.

There is a theoretical possibility here that would permit getting
rid of the corporate tax--I do not think it would appeal to you gentle-
men in defense--that is, slash the Federal budget so low that we can
give up the corporate tax or reduce its rate to 10 percent or even 1
percent, the rate we had in 1909. Then we would not have to worry
about the impact of the light corporate tax structure.
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To sum it up, while there is much to be said against corporate tax-
_ation and in theory we might prefer a more rational type of direct, per-
sonal taxation, in practice there is no immediate likelihood that corpo-
rate taxation will be abandoned. k

COLONEL BARTLETT: I wonder if you would tackle the subject of
evasion. Is the evasion of taxes at Federal, State and municipal levels
on the increase by taking advantage of legal loopholes? ‘

DR. BUEHLER: I wish we knew whether it is onthe increase, Col-
onel Bartlett. We do not have statistics to show whether there is rela-
tively more evasion now than there was in earlier years. We do know
that there has been for centuries quite a bit of evasion of property taxes.

The property tax that we should emphasize is a valuation tax. That
is, we have to assess property in order to tax it. The income tax is
also a valuation tax. These taxes, where we have to determine the
value of something--property, income, excess profits--are complicated
taxes which provide many possibilities for evasion. There is a very
substantial amount of illegal evasion, of that we can be sure.

1 have hoped for many years that we could have studies which would
shed light on the question of whether evasion is increasing or decreasing.
We really do not know. But we do know that there is altogether too much
of it, ‘

Whether the ethics of taxation are different from the ethics one has
in his home, in church, in school, in business, or in government is a
very interesting question. Does tax evasion indicate a low state of
morals generally? Or do those who evade their legal tax obligations
pay their private debts and display a higher ethics in their other social
relations? We can reason that as taxes increase the incentives to
evade are stronger. But taxes are also evaded when the tax rates are
low. An illustration of that is the Philadelphia income tax. The rate
is now 1.25 percent. Studies there have shown a great amount of eva-
sion, and they verify the conclusion that local governments can resort
to an income tax for substantial revenue only if the tax is withheld
from wages and salaries. If the tax is not withheld, enforcement of the
tax is apparently hopeless. ’

QUESTION: What seems to be the trend in the use of personal in-
come taxes for local revenues, for municipal purposes?
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DR. BUEHLER: There is not very much of a definite trend except
in my state of Pennsylvania, where we have about 350 local income
taxes. - - -

A law enacted in 1947 permits Pennsylvania local governments to
tax anything which is available to the state constitutionally but which
the State does not tax. It has been called the "tax anything” law. The
result has been that we have had an outcropping of these local taxes.

Not many months ago the city of Pittsburgh adopted an income tax,
and then the local governments around Pittsburgh adopted an income
tax. If they did not get the tax revenue, the city of Pittsburgh would
take it. Their residents are allowed a credit against the Pittsburgh
tax if their home communities levy a similar tax.” =

While there are some local income taxes in a few other states, the
number has not greatly increased. But there is great interest in the
income tax as a possible city revenue.

1 had just this last week a letter from a study group in the city of
London which was going into the question. New York City has consid~
ered the income tax as a source of new revenue. Large cities can ob-
tain substantial revenues from the tax if they withhold it at source. of
payment of wages and salaries. '

QUESTION: Dr. B’uehler,‘ we have gotten around to ethics, would
you care to discuss a national lottery?

DR. BUEHLER: The lottery is an old form of raising revenue.
So far as I know, the lotteries have not been substitutes for a sales
tax or an income tax. We are inclined to think that we could raise
vast revenues from lotteries, but I believe the experience of the gov-
ernments with lotteries has been that they are available for only minor
revenues.

The ethical question, is also raised in taxing horse and dog racing..
Quite a few states now obtain revenue from race tracks.

There is also an economic question. We have learned in talking
about this in Pennsylvania, where we have no state pari-mutual racing
system, that the merchants and the business people are concerned )
about the money spent at the race tracks. They reason that this money
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is taken out of the coffers of the merchants. There is some truth in
that. If you spend money on a lottery, you can't spend it somewhere
else.

I doubt very much that defense could rely on the revenues from a
national lottery. They would be only "a drop in the bucket. "

QUESTION: Dr, Buehler, what would you say about the justifica-
tion of the very large depletion allowances which are enabling certain
individuals to build up rather large fortunes which are almost unobtain-
able by people in other types of business? I am talking about those who
have oil wells with 27.5 percent allowances on petroleum incomes.

DR. BUEHLER: The depletion allowances do seem to be quite gen-
erous. I noticed in a recent speech about deductions by Secretary
Humphrey of the Treasury that he referred to depletion allowances as
a subject which needed study and on which action might be taken. I
think it certainly is a subject that needs investigation.

The previous administration had proposed to raise about 400 mil-
lion dollars a year, as I remember, from cutting down on depletion
allowances. The so-called loopholes in the income tax do reduce the
revenue. We have to keep in mind that the tax system is one which is
subject to pressures from the different groups of taxpayers, and every-
one feels that he should have special treatment. Once we set up deple-
tion allowances for one industry, every other industry wants them.

I was down here in Washington some months ago and heard some
of the discussions on depletion. I was amazed to see the various in-
dustries coming in, and each industry said it was essential to national
defense. That is always an appealing argument and it is frequently
abused. ‘

Mr. NIKLASON: Dr. Buehler, you were assigned a very difficult
subject. I am sure everyone here will agree that you handled it exceed-

ingly well, both the lecture and the answer period. Thank you very
much,

(9 Nov 1954--250)S/gw
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