
TAXATION AND R E V E N U E  

7 S e p t e m b e r  1954 

2 ? 3  

CONTENTS 

I N T R O D U C T I O N - - D r .  A. J .  K r e s s ,  M e m b e r  of t he  F a c u l t y ,  
I C A F  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

S P E A K E R - - D r .  A l f r e d  G. B u e h l e r ,  P r o f e s s o r  of P u b l i c  
F i n a n c e ,  U n i v e r s i t y  of P e n n s y l v a n i a  . . . . . . . . . .  

G E N E R A L  DISCUSSION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Page 

1 

15 

N O T I C E :  T h i s  is  a c o p y  of  m a t e r i a l  p r e s e n t e d  to  the  r e s i d e n t  
s t u d e n t s  a t  the  I n d u s t r i a l  C o l l e g e  of t h e  A r m e d  F o r c e s .  It i s  f u r n i s h e d  
f o r  o f f i c i a l  u s e  o n l y  in c o n n e c t i o n  wi th  s t u d i e s  n o w  b e i n g  p e r f o r m e d  by  
the  u s e r .  It i s  no t  f o r  g e n e r a l  p u b l i c a t i o n .  It m a y  no t  be  r e l e a s e d  to 
o t h e r  p e r s o n s ,  q u o t e d  o r  e x t r a c t e d  f o r  p u b l i c a t i o n  o r  o t h e r w i s e  c o p i e d  
o r  d i s t r i b u t e d  w i t h o u t  s p e c i f i c  p e r m i s s i o n  f r o m  the  a u t h o r  a n d  t h e  C o m -  
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DR. KRESS: It  s e e m s  as  t h o u g h  t h e r e  w a s  a g r o u p  s o m e  y e a r s  a g o  
a t  Y a l e  U n i v e r s i t y  t ha t  h a d  g o t t e n  a v e r y  f a m o u s  s p e a k e r  to  c o m e  a n d  
t a l k  to  t h e m .  T h e  i n t r o d u c e r  b e g a n  b y  s a y i n g  t h a t  t h i s  m a n  w a s  an  a l u m -  
nus  of  Y a l e ,  and ,  a s  y o u  know,  Y s t o o d  f o r  y o u t h ,  s p e n d i n g  f i v e  m i n u t e s  
on tha t ;  A s t o o d  f o r  a l u m n u s ,  f i ve  m i n u t e s  on tha t ;  L s t o o d  f o r  l o y a l t y ,  
f i v e  m i n u t e s  on tha t ;  E s t o o d  f o r  e t e r n a l  f e a l t y ,  f i ve  :minutes  on t ha t ,  
s p e n d i n g  f i v e  o r  s i x  m i n u t e s  on e a c h  one  of t h o s e  l e t t e r s .  F i n a l l y ,  t he  
s p e a k e r  w a s  a l l o w e d  to  t a k e  t he  p l a t f o r m  a n d  he  s a i d ,  " I  a m  g l a d  I a m  
no t  f r o m  t h e  M a s s a c h u s e t t s  I n s t i t u t e  of  T e c h n o l o g y .  " 

O u r  s p e a k e r  t h i s  m o r n i n g  w a s  e d u c a t e d  a t  Y a l e ,  bu t  he  h a s  b e e n  
a w a y  f r o m  t h e r e  a l ong  t i m e .  D r .  B u e h l e r  h a s  h a d  v a r i o u s  a s s i g n m e n t s  
in s c i e n c e  and  p u b l i c  f i n a n c e .  He i s  t he  a u t h o r  of s e v e r a l  p u b l i c a t i o n s .  
I w e n t  d o w n  to t h e  l i b r a r y  a n d  h a s t i l y  s e l e c t e d  a f e w  t h a t  we  h a p p e n e d  to  
h a v e  on hand .  He  i s  so  b u s y  wi th  h i s  two  c o m m i s s i o n s  and  n u m e r o u s  
a s s o c i a t i o n s  of  w h i c h  he  is  a m e m b e r  t h a t  we  h a d  d i f f i c u l t y  in  f i n d i n g  a 
d a y  to  f i t  h i m  in, bo th  t h i s  y e a r  a n d  l a s t  y e a r .  But i t  is  l i k e  the  o ld  p r o v -  
e r b ,  " I f  y o u  w a n t  s o m e t h i n g  d o n e ,  ge t  a b u s y  p e r s o n  to do i t . "  

D r .  B u e h l e r ,  i t  i s  a p l e a s u r e  to  w e l c o m e  you  b a c k  to  t h i s  p l a t f o r m  
t h i s  m o r n i n g .  

DR. B U E H L E R :  A d m i r a l  H a g u e ,  G e n e r a l  Nib lo ,  and  g e n t l e m e n  of  
t h e  I n d u s t r i a l  C o l l e g e :  T h a t  Y a l e  s t o r y  m a d e  m e  th ink  of  a l e c t u r e  t h a t  
C h a r l e s  E v a n s  H u g h e s  gav~ a t  Y a l e .  I r e c a l l  t h a t  he  i n t r o d u c e d  h i s  r e -  
m a r k s  by  s a y i n g  s o m e t h i n g  l i k e  th is :  " G e n t l e m e n  of  Y a l e  and  l a d i e s  and  
gentlemen." 

T h e  l O 0 - B i l l i o n - D o l l a r  Q u e s t i o n  

It i s  i n d e e d  a p l e a s u r e  to  be  h e r e  a g a i n ,  a n d  on a d a y  a s  ho t  a s  t h i s  
wi th  t h e  t e m p e r a t u r e  s o a r i n g  up t o w a r d  100 d e g r e e s ,  to  be  d i s c u s s i n g  
wi th  y o u  a v e r y  h e a t e d  q u e s t i o n - - t h a t  of  f i n a n c i n g  the  1 0 0 - b i l l i o n - d o l l a r  
e x p e n d i t u r e s  of o u r  g o v e r n m e n t s .  

T h e  F e d e r a l  f i s c a l  y e a r  w h i c h  j u s t  c l o s e d  r e p o r t e d  e x p e n d i t u r e s  of  
6 7 . 6  b i l l i o n  d o l l a r s ;  r e v e n u e s  of 6 4 . 6  b i l l i on  d o l l a r s ;  and  a d e f i c i t  of  
3 b i l l i o n  d o l l a r s .  I a m  no t  g o i n g  to g i v e  y o u  m a n y  f i g u r e s ,  bu t  I t h o u g h t  
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I s h o u l d  s u m m a r i z e  b r i e f l y  o u r  f i s c a l  s i t u a t i o n .  T h e  S t a t e  a n d  l o c a l  
g o v e r n m e n t s  a r e  a p p a r e n t l y  s p e n d i n g  a t  a n  a n n u a l  r a t e  s o m e w h a t  in  
e x c e s s  of  30 b i l l i o n  d o l l a r s ,  s o  t h a t  we  h a v e  a t o t a l  g o v e r n m e n t  b u d g e t  
o f  a p p r o x i m a t e l y  100 b i l l i o n  d o l l a r s .  

Now F e d e r a l  e x p e n d i t u r e s  a r e  t e n d i n g  d o w n w a r d ,  a s  y o u  g e ~ l e m e n  
in  d e f e n s e  k n o w .  In  t h e  14 S e p t e m b e r  1954 b u d g e t  s t a t e m e n t ,  e x p e n d i -  
t u r e s  f o r  1955 a r e  e s t i m a t e d  a t  6 4 . 0  b i l l i o n  d o l l a r s ,  a b o u t  3 . 6  b i l l i o n  
l e s s  t h a n  t h i s  y e a r ,  a n d  r e v e n u e s  a t  5 9 . 3  b i l l i o n ,  c r e a t i n g  a d e f i c i t  of  
4 . 7  b i l l i o n .  

W i t h  t h e  s e r i e s  of  F e d e r a l  t a x  m e a s u r e s  a d o p t e d  w i t h i n  t h e  l a s t  12 
m o n t h s  s i n c e  I w a s  h e r e ,  o n e  h a s  t h e  i m p r e s s i o n  t h a t  o u r  t o t a l  t a x e s  
a r e  c o m i n g  d o w n ,  a n d  a l o n g  w i t h  i t ,  t h e  c o s t  o f  g o v e r n m e n t .  L o c a l  t a x e s  
a r e  c o m m o n l y  g o i n g  up  a l l  o v e r  t h e  c o u n t r y ,  h o w e v e r ,  a n d  in  s o m e  i n -  
s t a n c e s  s t a t e  t a x e s  a r e  g o i n g  up ,  t o o .  So m a n y  t a x p a y e r s  a r e  a c t u a l l y  
n o t  g e t t i n g  m u c h  of  a b r e a k ,  

T h e  d e b t  o f  o u r  g o v e r n m e n t s  i s ,  in  t o t a l ,  a r o u n d  300 b i l l i o n  d o l l a r s .  
W e  c l o s e d  t h e  F e d e r a l  f i s c a l  y e a r  30 J u n e  w i t h  a d e b t  o f  271 b i l l i o n  d o l -  
l a r s  p l u s  t h e  s t a t e  a n d  l o c a l  i n d e b t e d n e s s  o f  a b o u t  30 b i l l i o n .  

A b o u t  80 to  82 p e r c e n t  o f  o u r  t o t a l  e x p e n d i t u r e s  a p p a r e n t l y - - w e  do  
n o t  h a v e  a n  a c c u r a t e  u p - t o - d a t e  f i g u r e ,  b u t  u s i n g  o u r  l a t e s t  c e n s u s  d a t a - -  
a r e  b e i n g  c o v e r e d  b y  t a x e s .  T h a t  m e a n s  t h a t  t h e  r e m a i n i n g  e x p e n d i t u r e s  
a r e  b e i n g  s u p p o r t e d  b y  s o - c a l l e d  n o n t a x  r e c e i p t s .  H e r e  I a m  n o t  i n c l u d -  
i n g  t h e  o l d - a g e  i n s u r a n c e  a n d  t h e  u n e m p l o y m e n t  i n s u r a n c e  p a y r o l l  
c h a r g e s .  T h o s e  a r e  p a r t l y  t a x e s  a n d  p a r t l y  no t j  a n d  f o r  c o n v e n i e n c e  of  
c l a s s i f i c a t i o n  a r e  e x c l u d e d  h e r e .  P e r h a p s  a r o u n d  9 b i l l i o n  d o l l a r s  of  
t h e s e  p a y r o l l  c h a r g e s  a r e  i n c l u d e d  in  t r u s t  f u n d  r e v e n u e s .  T h e n  t h e r e  
a r e  u t i l i t y  a n d  l i q u o r  s t o r e  r e v e n u e s - - F e d e r a l  a n d  S t a t e - - o f  a b o u t  3 . 5  
b i l l i o n ;  m i s c e l l a n e o u s  r e v e n u e s  o f  a b o u t  ~ 10 b i l l i o n ;  a n d  a n  i n c r e a s e  in  
t h e  F e d e r a l  d e b t  t h i s  l a s t  y e a r  o f  5 . 8  b i l l i o n ;  a n  i n c r e a s e  in  s t a t e  a n d  
l o c a l  d e b t s  of  a b o u t  3 b i l l i o n ;  o r  a t o t a l  o f  a b o u t  8 . 8  b i l l i o n  in  i n c r e a s e d  
p u b l i c  i n d e b t e d n e s s .  

We a r e  t a x e d  b e c a u s e  o u r  g o v e r n m e n t s  s p e n d  to  p r o v i d e  u s  s e r v -  
i c e s .  T h e r e  c a n  be  n o  c o n t r o l  of  t a x a t i o n  u n l e s s  t h e r e  i s  c o n t r o l  o f  o u r  
b u d g e t s .  T h e  c o s t  of  g o v e r n m e n t  h a s  g o n e  up  a n d  u p  o v e r  t h e  y e a r s ,  a s  
s h o w n  in  t a b l e  1, f o l l o w i n g  p a g e .  T h i s  i s  o n e  of  t h e  a m a z i n g  p h e n o m e n a  
of  m o d e r n  t i m e s .  G o v e r n m e n t  e x p e n d i t u r e s  h a v e  g o n e  up  b e c a u s e  of  t h e  
i n c r e a s i n g  p o p u l a t i o n ,  h i g h e r  p r i c e s ,  t h e  i n c r e a s e d  d e m a n d  f o r  p u b l i c  
s e r v i c e s ,  a n d  b e c a u s e  o f  w a r s - - p a s t ,  p r e s e n t ,  a n d  f u t u r e .  
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C o n s i d e r ,  f o r  e x a m p l e ,  t h e  F e d e r a l  b u d g e t  f o r  1955.  T h e s e  a r e  
t h e  r e v i s e d  f i g u r e s  o f  S e p t e m b e r  1954.  In  t h e  r e v i s e d  b u d g e t  f o r  1955,  
t h e r e  a r e  t o t a l  e x p e n d i t u r e s  of  64 .0  b i l l i o n  d o l l a r s .  T h e y  i n c l u d e  t h e s e  
e x p e n d i t u r e s :  n a t i o n a l  s e c u r i t y ,  4 1 . 9  b i l l i o n  o r  6 5 . 5  p e r c e n t  of  t h e  t o t a l  
i n t e r e s t  on  t h e  d e b t ,  w h i c h  i s  v e r y  l a r g e l y  w a r  i n t e r e s t ,  6 . 6  b i l l i o n  d o l -  
l a r s  o r  1 0 . 3  p e r c e n t ;  F e d e r a l  a i d s  of  v a r i o u s  s o r t s  f o r  v e t e r a n s  a n d  
t h e i r  a d m i n i s t r a t i o n ,  4 . 5  b i l l i o n  o r  7 . 0  p e r c e n t ;  a n d  i n t e r n a t i o n a l  a f f a i r s  
a n d  f i n a n c e ,  1 . 5  b i l l i o n  o r  2 . 3  p e r c e n t .  T h e s e  w a r  o r  w a r - r e l a t e d  e x -  
p e n d i t u r e s - - a n d  t h i s  i s  n o t  a c o m p l e t e  l i s t ;  i t  i s  j u s t  a c o n v e n i e n t ,  e a s y  
b r e a k d o w n - - a m o u n t e d  to  5 4 . 5  b i l l i o n  d o l l a r s  o r  8 5 . 1  p e r c e n t  of  t h e  
b u d g e t .  

I f  y o u  a n d  I a s  t a x p a y e r s  a r e  to  h a v e  m u c h  m o r e  m o n e y  to  s p e n d  on 
t h e  t h i n g s  we  w a n t ,  t h e  m a j o r  i n r o a d s  m u s t  be  m a d e  on  w a r  c o s t s .  I f  
we  c a n n o t  c u t  c o s t s  t h e r e ,  t h e n  we  m u s t  a n t i c i p a t e  h i g h  t a x e s  i n d e f i n i t e l y .  

T h e  p u r p o s e s  of  g o v e r n m e n t  f i n a n c e  a r e  t h e  f i n a n c i n g  of  o u r  p u b l i c  
n e e d s ,  t h e  p r o m o t i o n  of  t h e  e c o n o m y ,  t h e  a d v a n c e m e n t  of  o u r  m i l i t a r y  
a n d  g o v e r n m e n t a l  g o a l s  a n d  t h e  p r o v i s i o n  f o r  s o c i a l  w e l f a r e .  L o o k e d  
a t  f r o m  t h e  s t a n d p o i n t  o f  t h e  p o l i t i c i a n - - a n d  n o t  u s i n g  t h e  w o r d  in a n y  
o d i o u s  s e n s e - , t h e  p u r p o s e  m a y  be  to  win  f r i e n d s  a n d  i n f l u e n c e  p e o p l e  
b y  p r o v i d i n g  t h e m  b e n e f i c i a l  s e r v i c e S .  F r o m  t h e  s t a n d p o i n t  of  g o v e r n -  
m e n t  e m p l o y e e s ,  t h e  p u r p o s e  m a y  be  t h a t  o f  s e c u r i n g  a n  i n c o m e .  F r o m  
t h e  s t a n d p o i n t  of  t h o s e  w ho  r e c e i v e  t h e  b e n e f i t s ,  t h e  p u r p o s e  of  g o v e r n -  
m e n t  i s  t h a t  o f  o b t a i n i n g  t h o s e  b e n e f i t s .  T h e  p u r p o s e s  of  g o v e r n m e n t ,  
in  e c o n o m i c  t e r m s ,  a r e  t h e  p r o m o t i o n  of  a g r o w i n g  n a t i o n a l  i n c o m e ,  
e q u i t a b l y  d i s t r i b u t e d  a n d  f l o w i n g  a s  s t e a d i l y  a s  p o s s i b l e  to  t h e  p o p u l a -  
t i o n  s o  t h a t  t h e  e c o n o m i c  w e l f a r e  of  a l l  m a y  be  i m p r o v e d .  

Bu t  e c o n o m i c  g o a l s  a r e  n o t  t h e  o n l y  g o a l s .  T h e r e  a r e  s o c i a l  g o a l s - -  
c u l t u r a l ,  e d u c a t i o n a l ,  r e c r e a t i o n a l .  T h e r e  a r e  m i l i t a r y  g o a l s  a n d  
p o l i t i c a l  g o a l s .  A n d  h o w  i s  o n e  to  w e i g h  t h e s e  d i f f e r e n t  o b j e c t i v e s  a n d  
r e c o n c i l e  t h e m  ? 

P u b l i c  f i n a n c e  i s  t h e  f i n a n c i n g  of  g o v e r n m e n t s .  T o  c o n t r o l  p u b l i c  
f i n a n c e  s o  t h a t  w e  g e t  t h e  m o s t  f o r  o u r  m o n e y  we  m u s t  f i r s t  r e a c h  
a g r e e m e n t  o n  w h a t  w e  a r e  t r y i n g  to  d o - - t h e  e m p h a s i s  to  b e  g i v e n  to  
n a t i o n a l  s e c u r i t y ;  t h e  e m p h a s i s  to  be  g i v e n  to  p r o v i d i n g  j o b s ,  to  e d u -  
c a t i n g t h e  y o u t h  of  A m e r i c a ;  t h e  e m p h a s i s  to  be  g i v e n  to  o u r  o t h e r  g o a l s .  
A s  l o n g  a s  t h e r e  i s  c o n f u s i o n  a n d  d i s a g r e e m e n t  o v e r  o u r  c o m m u n i t y  
o b j e c t i v e s ,  t h e r e  w i l l  be  c o n f u s i o n  in  p u b l i c  f i n a n c e ,  w h i c h  i s  a m e a n s  
o f  a d v a n c i n g  o u r  n a t i o n a l  o b j e c t i v e s .  
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P u b l i c  f i n a n c e ,  a s  a b r a n c h  of e c o n o m i c s ,  is t he  f i n a n c i n g  of the  
g o v e r n m e n t a l  a c t i v i t y  d i r e c t e d  t o w a r d  s a t i s f y i n g  o u r  pub l i c  w a n t s  f o r  
m a t e r i a l  t h i n g s - - t h a t  i s ,  f o r  goods  and  s e r v i c e s .  P o l i t i c a l  s c i e n c e  is  
t he  s c i e n c e  of  g o v e r n m e n t .  P u b l i c  f i n a n c e  is a c t u a l l y  b o t h  e c o n o m i c s  
and  p o l i t i c a l  s c i e n c e .  As  one  w r i t e r ,  G e r h a r d  C o l i n ,  f o r m e r l y  wi th  the  
F e d e r a l  G o v e r n m e n t  in v a r i o u s  p o s i t i o n s  and  n o w  wi th  t he  N a t i o n a l  P l a n -  
n ing  Association here in Washington, has said in an article, "It is the 
nature of public finance that it is political economics. " 

P u b l i c  and B u s i n e s s  F i n a n c e  

I wan t  to c o m e  b a c k  to pub l i c  f i n a n c e  and  e c o n o m i c s ,  bu t  l e t  m e  go 
on f i r s t  to c o m p a r i n g  g o v e r n m e n t  f i n a n c e  wi th  p r i v a t e  b u s i n e s s  o r  c o r -  
p o r a t i o n  f i n a n c e .  

We a r e  t a u g h t  t h a t  t he  p u r p o s e  of b u s i n e s s  i s  to m a k e  a p r o f i t - -  
t h a t  pu t s  it f r o m  the  s t a n d p o i n t  of  the  o w n e r ;  t h a t  t he  p u r p o s e  of g o v e r n ,  
m e n t  i s  to p r o v i d e  s e r v i c e - - t h a t  pu t s  it  f r o m  t h e  s t a n d p o i n t  of  the  c o n -  
s u m e r s .  

But  t h o s e  who w o r k  f o r  the  G o v e r n m e n t  r e g a r d  it  a s  a s o u r c e  of 
i n c o m e .  T h o s e  who ge t  c o n t r a c t s  f r o m  the  G o v e r n m e n t  s e c u r e  c e r t a i n  
g a i n s  o r  p r o f i t s ,  and  f r o m  t h a t  a n g l e  the  p u r p o s e  of g o v e r n m e n t  m a y  
s e e m  to be  t h a t  of  o b t a i n i n g  an  i n c o m e .  

If you  look  a t  b u s i n e s s  f r o m  the  s t a n d p o i n t  of  t he  c o n s u m e r ,  t h e  

p u r p o s e  i s  no t  t h a t  of  s e c u r i n g  p r o f i t s  bu t  of  s e c u r i n g  the  t h i n g s  we 
w a n t .  I e m p h a s i z e  t h a t  b e c a u s e  we  h a v e  s o m e t i m e s  o v e r d o n e  the  i d e a  
t h a t  b u s i n e s s  i s  c o n d u c t e d  o n l y  f o r  p r o f i t  a n d  t h a t  g o v e r n m e n t  is  o r g a n i z e d  
o n l y  f o r  s e r v i c e .  We h a v e  b e e n  u n d u l y  c r i t i c a l  of  o u r  c a p i t a l i s t i c  s y s -  
t e m ,  a s  an  i l l u s t r a t i o n ,  b e c a u s e  we  h a v e  a s s u m e d  it  i s  n o t h i n g  but  a 
s y s t e m  in  w h i c h  p e o p l e  a r e  out  to m a k e  m o n e y ,  t h a t  t h e  on ly  p e o p l e  
who m a k e  m o n e y  a r e  t h e  p e o p l e  who m a y  ge t  t he  p r o f i t s ,  a n d  t h a t  g o v -  
e r n m e n t  is  s o m e t h i n g  d i s t i n c t l y  d i f f e r e n t ,  t h a t  i t s  p u r p o s e  is  s i m p l y  
t h a t  of  s e r v i n g  m a n k i n d .  As  I h a v e  s a i d ,  t he  a n a l o g y  m a y  be p u s h e d  
too  f a r .  

T h e n ,  of  c o u r s e ,  g o v e r n m e n t  in t o t a l - - a t  l e a s t  the  F e d e r a l  Gov-  
e r n m e n t - - i s  m u c h  l a r g e r  t h a n  a n y  b u s i n e s s  e n t i t y .  T h i s  i s  v e r y  i m -  
p o r t a n t  b e c a u s e  the  i m p a c t  of  F e d e r a l  f i n a n c i n g  on o u r  s o c i e t y  i s  f a r  
g r e a t e r  t h a n  the  i m p a c t  of  a n y  c o r p o r a t i o n .  H o w e v e r ,  t h e  i n f l u e n c e  
of  y o u r  s p e n d i n g  a n d  m i n e ,  of  y o u r  s a v i n g s  and  m i n e ,  a n d  t h e  i n f l u e n c e  
of  c o r p o r a t i o n  f i n a n c e  is  a l s o  f e l t  in  the  e c o n o m y .  Such  t h i n g s  a s  t h e  
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multiplier and accelerator principle apply to the funds which you and 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 ec~onomics to pub- 
lie 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 
t he  m a r g i n a l  a n a l y s i s  of  t he  e a r l i e r  ecor,  o m i s t s ,  and  it  s u g g e s t s  c o m -  
p a r i s o n s  tha t  y o u  and  I h a v e  m a d e  and  h a v e  had  m a d e  f o r  u s  in c o u r s e s  
in e c o n o m i c s .  We  a r e  t a u g h t  to  c o m p a r e  t he  d e s i r a b i l i t y  of  the  m o n e y  
we h a v e  w i t h  the  d e s i r a b i l i t y  of  o t h e r  t h i n g s ,  and  to  c o m p a r e  the  c o s t  
to  us  of  o b t a i n i n g  the  m o n e y  we  h a v e  wi th  the  b e n e f i t s  we  r e c e i v e  f r o m  
the  t h i n g s  we  b u y .  

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 $I0 in your pocket, shall you spend the evening at the theater--so 

far as $10 will go--or should you use the $i0 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 propnsed public service? We arrive at a judgment, and that 

is all it is. 

Through the processes of government, We 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 inspection, 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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h i g h w a y s ,  he  e x p r e s s e d  h i m s e l f  by  s a y i n g  tha t  a s  f a r  a s  h i g h w a y s  w e r e  
c o n c e r n e d  th i s  w a s  a v e r y  i m p o r t a n t  p r o j e c t ,  e s s e n t i a l  to n a t i o n a l  d e -  
f e n s e ;  the  G o v e r n m e n t  cou ld  not  w i t h d r a w  f r o m  th i s  f i e l d  and  t u r n  it 
o v e r  to the  s t a t e s ;  and  tha t  F e d e r a l  h i g h w a y  s p e n d i n g  s h o u l d  be  m a i n -  
t a i n e d  o r  e v e n  i n c r e a s e d .  I l e a r n e d  l a t e r - - I  d id  not  know it  a t  t he  m o -  
m e n t - - t h a t  t h i s  g e n t l e m a n  p r o d u c e s  m a c h i n e r y  w h i c h  is  u s e d  f o r  r o a d  
c o n s t r u c t i o n .  

A n o t h e r  b u s i n e s s  f r i e n d  of m i n e  h a s  b e e n  in W a s h i n g t o n  f o r  the  
l a s t  s e v e r a l  m o n t h s  a good  d e a l  of h i s  t i m e .  He  c a m e  down h e r e  wi th  
the  n o t i o n  tha t  the  F e d e r a l  b u d g e t  cou ld  be  s l a s h e d  w a y d o w n .  T h e r e  
was  a lot  of w a s t e  h e r e ;  a c r o s s - t h e - b o a r d  c u t s  w e r e  p r o p e r .  T h a t  is  
wha t  you  do in c o r p o r a t i o n s ;  you  s h o u l d  do it in G o v e r n m e n t .  

I t a l k e d  wi th  h i m  a f e w  w e e k s  ago ,  a n d  he i s  a c h a n g e d  m a n .  Now 
he  s a y s  t ha t  G o v e r n m e n t  and  b u s i n e s s  a r e  no t  the  s a m e .  F u r t h e r m o r e ,  
t h i s  is  an e l e c t i o n  y e a r .  He u s e d  to  be a d e m o c r a t ;  now he  is  a r e p u b -  
l i c a n .  T h e  r e p u b l i c a n s  c a n n o t  win the  s e a t s  t h e y  wan t  in t he  H o u s e  and  
S e n a t e ,  he  s a y s ,  u n l e s s  t h e y  s p e n d  s o m e  m o n e y  and  r e d u c e  t a x e s .  

.The P r i n c i p l e s  of T a x a t i o n  

I a m  t a l k i n g  a g r e a t  d e a l  abou t  the  b u d g e t  h e r e  b e c a u s e  e s s e n t i a l l y  
the  t ax  p r o b l e m  is  a b u d g e t  p r o b l e m .  T a x e s  c a n n o t  be  c o n t r o l l e d  un-  
l e s s  the  b u d g e t  c a n  s o m e h o w  be c o n t r o l l e d .  

T h e r e  a r e  two b a s i c  r e v e n u e  p r i n c i p l e s  of t a x a t i o n .  One  i s  t h a t  
t he  t ax  m u s t p r o d u c e  the  r e v e n u e ;  the  o t h e r  i s  t h a t  the  t a x  s h o u l d  p r o -  
d u c e  t h a t  r e v e n u e  j u s t l y .  G o v e r n m e n t s ,  a s  you  and  I know,  n e v e r  l e t  
j u s t i c e  s t a n d  in t h e i r  w a y  when  t h e y  r e a l l y  n e e d  r e v e n u e .  T h e y  h a v e  
c o m m o n l y  p l a c e d  the  p r o d u c t i v i t y  of a t ax  a h e a d  of j u s t i c e .  T h e  p r o -  
f e s s o r s ,  who m a y  be i d e a l i s t s ,  l i ke  to t a l k  abou t  j u s t i c e .  We s p e n d  a 
lot  of t i m e  t a l k i n g  a b o u t  a b i l i t y  to pay .  

We e x p l a i n  to s t u d e n t s  t ha t  a b i l i t y  to  p a y  i s  o b j e c t i v e  in t he  s e n s e  
tha t  i t  r e l a t e s  j u s t i c e  in  t a x a t i o n  to  o u r  e c o n o m i c  s t a t u s  a s  m e a s u r e d  
by  n e t  i n c o m e ,  p r o p e r t y  and  c o n s u m e r  e x p e n d i t u r e s ;  i t  i s  s u b j e c t i v e  
in the  s e n s e  tha t  it i n v o l v e s  a c o m p a r i s o n  of t he  pa in ,  s a c r i f i c e ,  o r  
d i s u t i l i t y  of t he  t a x e s  we pay .  

T h e r e  h a s  b e e n  s o m e  a r g u m e n t  abou t  the  a p p l i c a b i l i t y  of the  l aw  
of d i m i n i s h i n g  r e t u r n s  in i n v e s t m e n t .  It i s  g e n e r a l l y  t r u e  t h a t  the  
m o r e  you  i n v e s t ,  t h e  e a s i e r  i t  i s  to  m a k e  a n o t h e r  d o l l a r ,  t h a t  t he  
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Out of t he  s t u d y  of i n t e r g o v e r n m e n t a l  r e l a t i o n s  s h o u l d  c o m e  s o m e  
s o u n d  c o n c l u s i o n s  c o n c e r n i n g  the  r e s p o n s i b i l i t i e s  f o r  n a t i o n a l  d e f e n s e ,  
f o r  h i g h w a y s ,  f o r  e d u c a t i o n ,  and  o t h e r  f u n c t i o n s ;  a l s o ,  the  r e s p o n s i -  
b i l i t i e s  f o r  f i n a n c i n g  t h o s e  f u n c t i o n s .  

T h e  P u b l i c  D e b t  

We h a v e  a c c u m u l a t e d  a F e d e r a l  d e b t  of s o m e  271 b i l l i on  d o l l a r s  
and  a s t a t e  and  l o c a l  i n d e b t e d n e s s  of a p p r o x i m a t e l y  30 b i l l i o n  d o l l a r s .  
T h e  F e d e r a l  d e b t  is  e s s e n t i a l l y  a w a r  deb t .  T h e  s u m  of a b o u t  20 b i l -  
l ion  of i t  i s  an e c o n o m i c  r e c o v e r y  d e b t  of  t he  N e w  D e a l  p e r i o d .  T h e  
s t a t e  and  l o c a l  b o r r o w i n g  i s  e s s e n t i a l l y  pub l i c  w o r k s  i n d e b t e d n e s s .  

A r e  w a r s  p r o d u c t i v e  o r  a r e  t h e y  w a s t e f u l ?  P e r h a p s  d e f e n s e  is  
p r o d u c t i v e  in the  s e n s e  t h a t  it h e l p s  p r e s e r v e  o u r  i n s t i t u t i o n s  and  o u r  
s o c i e t y .  It m a y  be p r o d u c t i v e  in t h e  s e n s e  t h a t  i t  s t i m u l a t e s  t he  e c o n -  
o m y ,  i n c r e a s e s  ou tpu t ,  and  g i v e s  s o m e  e n c o u r a g e m e n t  to t h e  d e v e l o p -  
m e n t  of n e w  p r o d u c t s .  

I h e a r d  a b u s i n e s s m a n  a f e w  y e a r s  a g o  m a k e  a v e r y  e l o q u e n t  s p e e c h  
in w h i c h  he  s a i d ,  " P r i v a t e  b u s i n e s s  is  p r o d u c t i v e .  G o v e r n m e n t  is  un -  
p r o d u c t i v e .  It p r o d u c e s  no th ing ;  it  l i v e s  l i ke  a l e e c h  on the  t a x p a y e r s .  " 

But  in y o u r  c o u r s e  of e c o n o m i c s ,  I t h ink  y o u  p r o b a b l y  s t i l l  l e a r n  
a s  I did t h a t  p r o d u c t i o n  is  the  r e n d e r i n g  of s e r v i c e s ,  and  if  g o v e r n m e n t s  
p r o v i d e  s e r v i c e s ,  t h e y  a r e  p r o d u c t i v e  in t h a t  s e n s e .  T h e  r e a l  q u e s t i o n  
t h e n  is ,  A r e  g o v e r n m e n t s  m o r e  o r  l e s s  p r o d u c t i v e  t h a n  p r i v a t e  e n t e r -  
p r i s e ,  t h a n  you  and  I a s  i n d i v i d u a l s ?  If g o v e r n m e n t s  a r e  m o r e  p r o d u c -  
t i ve ,  t hen  the  pub l i c  u s e  of o u r  m o n e y  is  j u s t i f i e d .  

T h e  F e d e r a l  d e b t  p r o b l e m  r e m i n d s  one  of t he  old s a y i n g  t h a t  we h a v e  
a b e a r  by  the  t a i l .  N o b o d y l i k e s  a b ig  deb t .  It s h o u l d  be r e d u c e d .  S i n c e  
1931 t h e r e  h a v e  b e e n  on ly  a f e w  y e a r s  in w h i c h  the  b u d g e t  h a s  b e e n  b a l -  
a n c e d ,  and  t h e  d e b t  k e e p s  go ing  up. 

F o r t u n a t e l y ,  o u r  p r o d u c t i o n  h a s  b e e n  i n c r e a s i n g ;  o u r  i n c o m e  h a s  
b e e n  i n c r e a s i n g ;  and  we c a n  c a r r y  a l a r g e r  deb t ,  bu t  t he  d e b t  m a y  h a v e  
s u b s t a n t i a l  e f f e c t s  on the  e c o n o m y .  Deb t  e x p a n s i o n  m a y  h a v e  an  i n f l a -  
t i o n a r y  e f f e c t ;  d e b t  r e t i r e m e n t  m a y  h a v e  the  o p p o s i t e  e f f e c t .  

B u d g e t  p o l i c y  wi th  r e s p e c t  to  t he  d e b t  m a y  be a t  odds  wi th  e c o n o m i c  
p o l i c y .  F r o m  t h e  b u d g e t  a n g l e ,  i t  i s  d e s i r a b l e  to k e e p  the  i n t e r e s t  r a t e  
and  d e b t  c h a r g e s  down .  H o w e v e r ,  a low r a t e  of i n t e r e s t  p e g g e d  and 
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f r o z e n  by  the  G o v e r n m e n t  m a y  h a v e  a d v e r s e  e f f e c t s  on the  e c o n o m y .  
I t  m a y  s t i m u l a t e  e c o n o m i c  a c t i v i t y  w h e n  s t i m u l a t i o n  i s  u n d e s i r a b l e  

a s  w h e n  i n f l a t i o n  i s  r a m p a n t .  

T h e  p r o b l e m  of t he  pub l i c  deb t  i s  t h e  p r o b l e m  of m a n a g i n g  t h e  deb t  
w i th  a m i n i m u m  of i l l  e f f e c t s  upon  t h e  e c o n o m y  and  the  m a x i m u m  of 
good  e f f e c t s ;  i t  i s  a l s o  the  p r o b l e m  of m a n a g i n g  the  d e b t  in a m a n n e r  
c o n s i s t e n t  wi th  b u d g e t  p o l i c i e s  so  t h a t  t h e  d e b t  c o s t s  do not  b e c o m e  e x -  
c e s s i v e .  And  l o o k i n g  a t  t he  l o n g - r a n g e  p r o b l e m ,  t h e  n e e d  would  s e e m  
to be  to  r e d u c e  t h e  d e b t  g r a d u a l l y  in p e r i o d s  of p r o s p e r i t y  so  tha t  t he  
d e b t  wi l l  b e c o m e  m o r e  m a n a g e a b l e  and  we s h a l l  h a v e  a b i g g e r  m a r g i n  
to  r e l y  upon  in p e r i o d s  of c r i s i s  w h e n  t h e  i n t e r n a t i o n a l  s i t u a t i o n  b e -  
c o m e s  m o r e  t h r e a t e n i n g  o r  w h e n  we  s u f f e r  a d e p r e s s i o n .  

T h e  C o n f l i c t  of I n t e r e s t s  

T h e r e  r u n s  a l l  t h r o u g h  pub l i c  f i n a n c e  t he  p r e s s u r e s  and  c o n f l i c t i n g  
a t t i t u d e s  of d i f f e r e n t  g r o u p s .  We a r e  now in t he  p e r i o d  of u n c e r t a i n t y ,  
a s  we know.  We a r e  to ld  by  the  e c o n o m i s t s  in  t he  G o v e r n m e n t  t h a t  we 
h a v e  t o u c h e d  b o t t o m  a n d  t h a t  t he  s i g n s  po in t  to  a g r a d u a l  e c o n o m i c  r e -  

c o v e r y  f r o m  a m i l d  r e c e s s i o n - - i f  we m a y  c a l l  i t  t h a t .  

We d i s l i k e  r e c e s s i o n s : a n d  d e p r e s s i o n s .  We s e e m  to l i k e  m i l d  and  
c o n t i n u i n g  i n f l a t i o n .  In o t h e r  w o r d s  we l ike  d e f i c i t s  and  we l ike  a l a r g e  
F e d e r a l  deb t .  Now t h a t  m a y  c o n f l i c t  wi th  the  o b j e c t i v e s  of e c o n o m i c  
s t a b i l i t y  a n d  the  d e s i r e  to  k e e p  the  d e b t  c h a r g e s  down  so  t h a t  t he  t a x -  

p a y e r s  wi l l  s u f f e r  t he  m i n i m u m  b u r d e n .  

A n o t h e r  i l l u s t r a t i o n  of a c o n f l i c t  of  i n t e r e s t s  is  a c o n t r o v e r s y  o v e r  
t h e  t ax  l e g i s l a t i o n  in  t he  l a s t  y e a r .  Should  t a x e s  be  r e d u c e d  in  s u c h  a 
w a y  t h a t  t h e  r e d u c t i o n s  wou ld  go to  t h e  low i n c o m e  g r o u p s  e n t i r e l y  o r  
v e r y  l a r g e l y ?  Should  t a x e s  be  r e d u c e d  in s u c h  a w a y  t h a t  t he  s t i m u l u s  
wou ld  be  g i v e n  d i r e c t l y  and  p r i m a r i l y  to  c o n s u m p t i o n ?  Should  t a x e s  be  
r e f o r m e d  and  r e d u c e d  in  s u c h  a w a y  t h a t  t he  s t i m u l u s  wou ld  be  g i v e n  

p r i m a r i l y  o r  e x c l u s i v e l y  to  i n v e s t m e n t ?  

U n f o r t u n a t e l y ,  w h e n  t a x e s  b e c o m e  h e a v y ,  we a r e  l i k e l y  to  b u r d e n  
b o t h  c o n s u m p t i o n  and  i n v e s t m e n t ,  and  w h e n  we h a v e  a t ax  r e d u c t i o n ,  
i t  t h e r e f o r e  b e c o m e s  d e s i r a b l e  to  t a k e  t a x e s  off  bo th  c o n s u m p t i o n  and  
i n v e s t m e n t .  W h e n  t a x e s  go up, we put  t h e m  up on a l l  c l a s s e s  and  t h e y  
h a v e  e c o n o m i c  e f f e c t s  upon  a l l  c l a s s e s .  W h e n  t a x e s  c o m e  down,  it  
would  s e e m  d e s i r a b l e  to  r e d u c e  t h e m  upon  a l l  c l a s s e s  to m a i n t a i n  a 
d i s t r i b u t i o n  of t he  t a x  load  w h i c h  wou ld  be  c o n s i s t e n t  wi th  o u r  e c o n o m i c  
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a n d  s o c i a l  o b j e c t i v e s .  T h e  t a x  d o c t o r s ,  t h e  e c o n o m i s t s ,  a n d  t h e  s t a t -  
i s t i c i a n s  d o  n o t  k n o w  s o  m u c h  a b o u t  t h e  e f f e c t s  o f  t a x e s  a s  t h e y  w o u l d  
l i k e  to  k n o w .  A d m i r a l  H a g u e  a n d  I w e r e  c h a t t i n g  a s  w e  c a m e  in a b o u t  
t h e  d i s c o v e r i e s  a n d  a d v a n c e s  in  t h e  n a t u r a l  s c i e n c e s  a n d  m e d i c i n e .  
U n f o r t u n a t e l y ,  in F e d e r a l  t a x a t i o n ,  a s  in  e c o n o m i c s  a n d  p o l i t i c a l  s c i -  
e n c e ,  t h e r e  i s  s t i l l  m u c h  to  b e  k n o w n .  " F i s c a l  s c i e n c e "  i s  s t i l l  a l o n g  
w a y  f r o m  b e i n g  a n  " e x a c t  s c i e n c e .  " I t  i s  s t i l l  v e r y  l a r g e l y  a n  a r t .  

Q U E S T I O N :  W o u l d  y o u  c a r e  t o  d i s c u s s  t h e  d e s i r a b i l i t y  o r  u n d e -  
s i r a b i l i t y  o f  t h e  n a t i o n a l  s a l e s  t a x  a s  a m e a n s  o f  r a i s i n g  r e v e n u e  ? 

D R .  B U E H L E R :  Y e s ,  I s h o u l d  b e  v e r y  g l a d  to  d i s c u s s  i t .  I s h a l l  
t r y  t o  b e  o b j e c t i v e .  L i k e  e v e r y  o t h e r  t a x  p r o p o s a l ,  t h i s  i s  c o n t r o v e r -  
s i a l .  O u r  F e d e r a l  G o v e r n m e n t  h a s  b e e n  u s i n g  a b o u t  e v e r y  a v a i l a b l e  
s o u r c e  of  r e v e n u e .  W e  h a v e  t h e  p e r s o n a l  i n c o m e  t ax ,  w h i c h  i s  a v e r y  
h i g h  t a x  in c o m p a r i s o n  w i t h  t h e  i n c o m e  t a x e s  in o t h e r  c o u n t r i e s ;  we  
h a v e  a v e r y  h e a v y  c o r p o r a t e  t a x  s t r u c t u r e ;  w e  h a v e  r a t h e r  h igh  e s t a t e  
a n d  g i f t  t a x e s ;  a n d  w e  h a v e  b e e n  r a i s i n g  a b o u t  10 b i l l i o n  d o l l a r s  a n n u -  

a l l y  in e x c i s e  t a x e s .  W e  h a v e  r e d u c e d  e x c i s e s  a n d  p e r s o n a l  i n c o m e  
t a x e s  in  1954 ,  h o w e v e r ,  a n d  h a v e  a l s o  g i v e n  up  t h e  e x c e s s - p r o f i t s  t a x .  
In  t h e  1954  r e v e n u e  a c t  on  t h e  o t h e r  h a n d ,  t h e r e  i s  a p r o v i s i o n  w h i c h  
a c c e l e r a t e s  c o r p o r a t e  i n c o m e  t a x  p a y m e n t s  g r a d u a l l y  o v e r  a f i v e - y e a r  
p e r i o d  s o  t h a t  a t  t h e  e n d  o f  t h e  p e r i o d ,  c o r p o r a t i o n s  w i l l  b e  p a y i n g  h a l f  
o f  t h e  t a x e s  on t h e  c u r r e n t  y e a r  in t h e  l a s t  s i x  m o n t h s  of  t h e  y e a r .  
T h a t  h a s  t h e  e f f e c t  i n  t h a t  p e r i o d  o f  s t e p p i n g  u p  t a x  l i a b i l i t i e s  a n d  in 
o n e  s e n s e  i s  a t a x  i n c r e a s e .  

T o  r e t u r n  t o  t h e  s a l e s  t a x  q u e s t i o n ,  in  t h e  e v e n t  o f  a n o t h e r  w a r  o r  
s i m i l a r  e m e r g e n c y ,  t h e  o n l y  m a j o r  s o u r c e  o f  r e v e n u e  w h i c h  w e  h a v e  
no t  a l r e a d y  u s e d ,  a s i d e  f r o m  a t a x  on  n e t  w o r t h  o r  s o m e  k i n d  of  c a p i t a l  
l e v y ,  w o u l d  b e  a g e n e r a l  c o n s u m p t i o n  t a x .  I t  c o u l d  b e  a t a x  on  c o n -  
s u m e r  s p e n d i n g - - I  t h i n k  y o u  h a v e  h a d  r e a d i n g s  on  t h a t ,  a s s e m b l e d  b y  
D r .  K r e s s - - w h i c h  w o u l d  go  to  t h e  i n d i v i d u a l  a n d  b e  a t a x  on  h i m  a s  a n  
i n d i v i d u a l .  O r  i t  c o u l d  b e  a g e n e r a l  s a l e s  t a x  a t  t h e  r e t a i l  l e v e l  o r  a 
t a x  a t  t h e  m a n u f a c t u r i n g  l e v e l ,  j u s t  t o  m e n t i o n  t w o  of  t h e  m o r e  l i k e l y  
p o s s i b i l i t i e s .  

T h e  a r g u m e n t s  a d v a n c e d  f o r  t h e  s a l e s  t a x  in  p e a c e t i m e  a r e :  (1} 
I t  w o u l d  p e r m i t  e v e n t u a l l y ,  i f  n o t  i m m e d i a t e l y ,  t h e  r e d u c t i o n  of  t a x e s  
on  i n c o m e s ,  e s p e c i a l l y  f o r  t h e  m i d d l e  a n d  u p p e r  b r a c k e t s ,  a n d  p e r h a p s  
c o r p o r a t i o n  t a x e s ,  a n d  m a y b e  e s t a t e  a n d  g i f t  t a x e s  a n d  (2} t h e  s a l e s  
t a x  w o u l d  t a x  a l l  g o o d s  a n d  s e r v i c e s  u n i f o r m i l y  a n d  w e  w o u l d  g e t  r i d  
o f  t h e  p a t c h w o r k  e x c i s e  s y s t e m  of  d i f f e r e n t  e x c i s e  t a x  r a t e s  on  d i f f e r -  
e n t  c o m m o d i t i e s .  
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T h e  f i r s t  po in t  r a i s e s  t h e  q u e s t i o n  a s  to  who  s h o u l d  p a y  the  t a x e s ,  
and  I s h a l l  no t  go in to  t h a t  p r o b l e m .  I t  i s  an  i s s u e  o v e r  w h i c h  t h e r e  is  

c o n t i n u i n g  c o n t r o v e r s y .  

T h e  s e c o n d  po in t  i s  a qu i t e  i n t e r e s t i n g  one .  It h a s  b e e n  a s s u m e d  
by  a d v o c a t e s  of t h e  s a l e s  t a x  t h a t  if  we  h a d  a s a l e s  t a x  a t  t h e  m a n u f a c -  
t u r i n g  l e v e l ,  we  wou ld  ge t  r i d  of a l l  e x c i s e  e x c e p t  t h o s e  on a l c o h o l ,  
t o b a c c o ,  a n d  g a s o l i n e .  I t h i n k  I c a n  be  o b j e c t i v e  h e r e  and  s a y  t h a t  t h e  
a r g u m e n t  s e e m s  qu i t e  U t o p i a n  and  u n r e a l i s t i c .  T h e r e  i s  no  n a t i o n  in  
t h e  w o r l d ,  so  f a r  a s  I know,  w h i c h  h a s  a d o p t e d  t h e  s a l e s  t a x - - a n d  
m a n y  n a t i o n s  h a v e - - a n d  w h i c h  h a s  g o t t e n  r i d  of t he  e x c i s e  t a x e s .  

We m i g h t ,  i t  i s  t r u e ,  d i s p e n s e  wi th  o t h e r  e x c i s e s  and  g e t  a l o n g  
wi th  t h e  s a l e s  t ax ,  bu t  in a p e r i o d  of w a r  I wou ld  e x p e c t  s p e c i f i c  e x c i s e  
t a x e s  to  c o m e  b a c k .  We c a n  po in t  to  C a n a d a  a n d  B r i t a i n  a s  an  i l l u s t r a -  

t i o n  of  t h a t .  

T h e  a d v o c a t e s  of  t h e  s a l e s  t a x  e m p h a s i z e  t h a t  we a r e  t a x i n g  m a n y  
c o m m o d i t i e s ;  t h a t  we h a v e  d i f f e r e n t  r a t e s ;  and  t h a t  s o m e  a r t i c l e s  a r e  
no t  t a x e d  a t  a l l .  I t  i s  s a i d  t h a t  we  h a v e  s i n g l e d  out  s o m e  t h i n g s  f o r  t a x -  
a t i o n  wi th  t h e  e r r o n e o u s  n o t i o n  t h a t  t h e y  w e r e  l u x u r i e s .  T h e  t a x e d  i n -  
d u s t r i e s  s a y  t h a t  t h e i r  p r o d u c t s  a r e  n e c e s s i t i e s ,  no t  l u x u r i e s .  T h e  
s y s t e m  is  u n d o u b t e d l y  d i s c r i m i n a t o r y ,  h o w e v e r  one  m a y  f e e l  a b o u t  i t .  

If  we  a r e  go ing  to  t a x  a g r e a t  n u m b e r  of c o m m o d i t i e s  a n d  s e r v i c e s  
t he  t i m e  wi l l  be  r e a c h e d  w h e n  it  wi l l  be  s e n s i b l e  to  h a v e  a u n i f o r m  t a x  
on t h o s e  c o m m o d i t i e s  and  s e r v i c e s ,  w i t h  s p e c i a l  t a x e s  on a l c o h o l ,  a n d  
t o b a c c o  t h a t  h a v e  b e e n  found  n e c e s s a r y  in e v e r y  c o u n t r y ;  and  if  t h e  
F e d e r a l  G o v e r n m e n t  k e e p s  on s p e n d i n g  on h i g h w a y s ,  I w o u l d  a s s u m e  
we  w o u l d  n e e d  a g a s o l i n e  t ax .  T h e n  we wou ld  p r e s u m a b l y  n e e d  and  
i m p o s e  s o m e  a d d i t i o n a l  s e l e c t e d  e x c i s e s  in t i m e  of w a r ,  o r  o t h e r  g r e a t  

r e v e n u e  e m e r g e n c y .  

I w o u l d  t h i n k  t h a t  a t  t he  p r e s e n t  t i m e ,  w h e n  the  e m p h a s i s  is  on k e e p i n g  
b u d g e t s  down,  it  would  be  d e s i r a b l e  t h a t  we s h o u l d  l i v e  on e x i s t i n g  
s o u r c e s  of r e v e n u e .  I k n o w  t h a t  a f f e c t s  d e f e n s e ,  a n d  I a m  no t  s u g g e s t -  
ing  h e r e  t h a t  d e f e n s e  e x p e n d i t u r e s  s h o u l d  be  cu t .  A s  t he  e c o n o m y  a d -  
v a n c e s  o u r  i n c o m e  i n c r e a s e s ,  a n d  we o b t a i n  i n c r e a s e d  r e v e n u e s  a u t o -  

m a t i c a l l y  f r o m  e x i s t i n g  s o u r c e s .  

T h e n ,  too ,  we h a v e  a b o u t  34 s t a t e s  i m p o s i n g  g e n e r a l  s a l e s  t a x e s .  
S o m e  a r e  a t  a v e r y  low r a t e ,  a s  in  D e l a w a r e  a n d  V i r g i n i a ,  w h e r e  t h e y  
a r e  h a r d l y  e v e n  k n o w n .  O t h e r s  a r e  h i g h e r ,  s u c h  a s  t h e  3 p e r c e n t  t a x  
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in  C a l i f o r n i a ,  M i c h i g a n ,  a n d  s o  on .  I f  t h e  F e d e r a l  G o v e r n m e n t  c o u l d  
k e e p  ou t  of  t h e  g e n e r a l  s a l e s  t a x  f i e l d ,  i t  w o u l d  l e a v e  an  i m p o r t a n t  s o u r c e  
of  r e v e n u e  to  t h e  S t a t e s .  

I f  we  s h o u l d  a d o p t  a F e d e r a l  s a l e s  t a x  i t  w o u l d  be  p r e f e r a b l e  to  
h a v e  a r e t a i l  s a l e s  t a x  a n d  n o t  a m a n u f a c t u r i n g  t ax ,  i f  we  w a n t  to  c o n -  
t r o l  F e d e r a l  e x p e n d i t u r e s .  T h e  r e t a i l  t a x  w o u l d  b e  ou t  in  t h e  o p e n  a n d  
t h e  p e o p l e  c o u l d  j u d g e  w h e t h e r  t h e y  w e r e  p a y i n g  t o o  m u c h  f o r  F e d e r a l  
s e r v i c e s .  

I f  we  t h i n k  t h e  b u d g e t  o u g h t  to  go  up  a n d ,  s a y ,  to  i l l u s t r a t e ,  we  
t h i n k  m o r e  d e f e n s e  m o n e y  i s  e s s e n t i a l  a n d  t h e r e  i s  t o o  m u c h  r e s i s t -  
a n c e  to  t h e  r e t a i l  s a l e s  t ax ,  we  c o u l d ,  f r o m  t h a t  a n g l e ,  d e f e n d  a m a n u -  
f a c t u r i n g  t a x  in  p r e f e r e n c e  to  a r e t a i l  s a l e s  t ax .  I d o n ' t  t h i n k  p e r s o n -  
a l l y  i t  w o u l d  be  j u s t i f i e d .  

F r o m  t h e  s t a n d p o i n t  of t h e  b u s i n e s s  g r o u p s  w h i c h  a r e  c r y i n g  f o r  
b u d g e t  a n d  t a x  r e d u c t i o n s  i t  w o u l d  s e e m  i n c o n s i s t e n t  to  a d v o c a t e  a h i d -  
d e n  m a n u f a c t u r e r ' s  s a l e s  t a x .  T h e y  o u g h t  t o  g e t  t o g e t h e r  w i t h  t h e m -  
s e l v e s  a n d  d e c i d e  w h e t h e r  t h e y  w a n t  m o r e  t a x e s  o r  l e s s  t a x e s ;  i f  l e s s  
t a x e s ,  t h e y  s h o u l d  o p p o s e  a n y  n e w  t a x e s .  

A n o t h e r  c o n s i d e r a t i o n  i s  v e r y  i m p o r t a n t .  A r e t a i l  t a x  d o e s  n o t  
h a v e  t h e  p y r a m i d i n g  e f f e c t s  t h a t  t h e  m a n u f a c t u r i n g  t a x  d o e s  a n d  s h o u l d  
c a u s e  l e s s  d i s t u r b a n c e  to  p r i c e s .  A l l  t h i n g s  c o n s i d e r e d ,  t h e  r e t a i l  
s a l e s  t a x  i s ,  I t h i n k ,  e c o n o m i c a l l y  s u p e r i o r  t o  a t a x  on m a n u f a c t u r i n g .  

J u s t  one  t h i n g  m o r e  on  t h i s  s u b j e c t :  A l l  f o r m s  of  a n a t i o n a l  g e n -  
e r a l  s a l e s  t a x  h a v e  t h u s  f a r  b e e n  p o l i t i c a l  d y n a m i t e .  T h e y  w o u l d  f a l l  
u p o n  g r e a t  n u m b e r s  of  p e o p l e  a n d  h a v e  b e e n  w a r m l y  o p p o s e d  by  o r g a n -  
i z e d  l a b o r  a n d  o t h e r  g r o u p s .  In  a g r a v e  w a r  e m e r g e n c y ,  h o w e v e r ,  t h e  
p e o p l e  m a y  b e  w i l l i n g  to  a c c e p t  a g e n e r a l  s a l e s  t a x .  

Q U E S T I O N :  D o c t o r ,  I c a n n o t  c o m p r e h e n d  t h e  r a t i o n a l e  of  t h e  e x -  
c i s e  t ax .  I k n o w  t h a t  i t  i s  l e v i e d  in t h e o r y  u p o n  t h e  p r o d u c e r  a n d  y e t  
t h a t  a t a x  p l a c e d  on a m a n u f a c t u r e r e d i t e m  i s  o n t h e  s a m e  i t e m  t h a t  
t h e  c o n s u m e r  b u y s  in  t h e  r e t a i l  s t o r e . ,  S o m e t i m e s  y o u  w i l l  s e e  t h e  
p r i c e  c a r d  on  a p r o d u c t  m a r k e d  to  i n c l u d e  a 15 o r  20 p e r c e n t  e x c i s e  
t a x .  H o w  c a n  t h e y  p r o v e  t h e  s t a t e m e n t  t h a t  t h e  t a x  i s  n o t  p a s s e d  on  
to  t h e  c o n s u m e r  ? 

DR.  B U E H L E R :  I t h i n k  i t  i s  i n t e n d e d  a n d  w i d e l y  a c c e p t e d  t h a t  
e x c i s e s  a t  t h e  m a n u f a c t u r i n g ,  w h o l e s a l i n g  a n d  r e t a i l i n g  a r e  g e n e r a l l y  
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p a s s e d  on to  c o n s u m e r s .  One  a d v a n t a g e  of t he  r e t a i l  t a x  is  t h a t  y o u  c a n  
s p e c i f y  w h a t  t he  t ax  on the  c o n s u m e r  i s .  If  i t  i s  a t a x  a t  t he  m a n u f a c -  
t u r i n g  l e v e l  of, s a y ,  10 p e r c e n t ,  t h e r e  w i l l  b e  v e r y  f ew  m a n u f a c t u r e r s  
who wi l l  wan t  the  c o n s u m e r  to  k n o w  j u s t  w h a t  t he  t a x  was  on t h e  m a n u -  
f a c t u r e r ' s  p r i c e .  Of  c o u r s e  the  m a n u f a c t u r i n g  t a x  i s  p r o b a b l y  a d m i n -  

i s t r a t i v e l y  e a s i e r  to  h a n d l e  t h a n  t h e  r e t a i l  t a x .  

A c t u a l l y ,  we got  in to  e x c i s e s  b e c a u s e  t h e y  w e r e  a m e a n s  of r a i s -  
ing  l a r g e  r e v e n u e s .  We h a v e  had  t h e m  f o r  c e n t u r i e s .  P e o p l e  ge t  u s e d  

to  t h e m  a n d  do no t  c o m p l a i n  too m u c h .  

Now t h a t  is  p a r t l y  an  a n s w e r  to t h e  q u e s t i o n .  You m a y  h a v e  h a d  

s o m e  o t h e r  p o i n t s  in  m i n d .  

QUESTION:  O n l y  one  thing:  An e x c i s e  on m a n u f a c t u r i n g  is  no t  
d e d u c t i b l e  on y o u r  i n d i v i d u a l  i n c o m e  t ax  b e c a u s e  the  r e v e n u e  d e p a r t -  
m e n t  s a y s  it i s  a t ax  on t h e  p r o d u c e r  and  not  on you .  

DR.  B U E H L E R :  T h a t  c o u l d  be  a m a t t e r  of  t he  l aw.  You k n o w  the  
p r a c t i c e  is  t h a t  s t a t e  e x c i s e s  a r e  d e d u c t i b l e  by  c o n s u m e r s  f o r  F e d e r a l  
i n c o m e  t a x  p u r p o s e s  if  i t  i s  p r o v i d e d  t h a t  t h e y  a r e  to  be  p a s s e d  on to  
t h e  c o n s u m e r .  F e d e r a l  e x c i s e s ,  u n d e r  p r e s e n t  l a w s ,  a r e  not ,  h o w -  
e v e r ,  d e d u c t i b l e  by  c o n s u m e r s  f o r  i n c o m e  t a x  p u r p o s e s .  

QUESTION:  It  h a s  b e e n  s u g g e s t e d  f r o m  t i m e  to  t i m e  t h a t  t he  c o r -  
p o r a t i o n  i n c o m e  t a x  be  a b a n d o n e d .  Is  t h a t  a s e n s i b l e  s u g g e s t i o n  and  
one  t h a t  c o u l d  be  a d o p t e d  a l o n g  wi th  i n c r e a s e s  in t h e  p e r s o n a l  i n c o m e  

t a x  s t r u c t u r e  ? 

DR.  B U E H L E R :  Wel l ,  I s h a l l  be  b lun t .  No i t  i s  no t  a s e n s i b l e  
s u g g e s t i o n .  It  o v e r l o o k s  t he  f a c t  t ha t  it i s  v e r y  e a s y  to  r a i s e  20 b i l l i o n  
d o l l a r s  c u r r e n t l y  f r o m  c o r p o r a t i o n s .  T h e  i n c i d e n c e  of t he  c o r p o r a t i o n  
i n c o m e  t a x  is  v i r t u a l l y  unknown;  t h e r e f o r e ,  n o b o d y  k n o w s  j u s t  who 
p a y s  it .  T h a t  i s  p o l i t i c a l l y  i m p o r t a n t .  I t h i n k  i t  i s  u n r e a l i s t i c  to  e x -  

p e c t  o u r  g o v e r n m e n t s  to  d i s p o s e  of the  c o r p o r a t i o n  t ax .  

F u r t h e r m o r e ,  m a n y  p e r s o n s  f e e l  t h a t  c o r p o r a t i o n s  a r e  qu i t e  p r o f -  
i t a b l e ,  t h a t  s o m e  of t h e m  a r e  m o n o p o l i s t i c ,  and  t h a t  b u s i n e s s  a b u s e s  
w a r r a n t  c o r p o r a t e  t a x e s  a s  r e g u l a t o r y  m e a s u r e s .  It i s  r e l a t i v e l y  e a s y ,  
m o r e o v e r ,  to r a i s e  l a r g e  r e v e n u e s  f r o m  the  c o r p o r a t e  i n c o m e  t a x .  
R a t i o n a l l y  one  m i g h t  a r g u e  in a d i f f e r e n t  d i r e c t i o n ,  t ha t  w h e n  we a r e  
t a x i n g  c o r p o r a t i o n s ,  we a r e  t a x i n g  i n d i v i d u a l s ,  and  it  would  be  m o s t  
l o g i c a l  and  e q u i t a b l e  to  t a x  t h o s e  i n d i v i d u a l s  d i r e c t l y .  T h e  52 p e r c e n t  
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c o r p o r a t e  t ax  h a s  to  be  b o r n e  by  i n v e s t o r s ,  c o n s u m e r s ,  e m p l o y e e s ,  o r  
s o m e o n e  e l s e ;  t h e r e f o r e ,  i t  would  be  d e s i r a b l e  to  t ax  t h o s e  i n d i v i d u a l s  
a s  i n d i v i d u a l s  if we  c o u l d .  T h i s  i s  a s e n s i b l e  po in t  of v i e w ,  but  it i s  
no t  l i k e l y  to  be  a d o p t e d .  

A v e r y  i m p o r t a n t  p r a c t i c a l  q u e s t i o n  is  th i s :  If  we g ive  up the  c o r -  
p o r a t e  tax ,  h o w  wou ld  we  r a i s e  t he  20 b i l l i on  d o l l a r s  it n o w  y i e l d s ?  If  
we  a r e  g o i n g  to  r a i s e  it  f r o m  the  p e r s o n a l  i n c o m e  tax ,  h o w  wou ld  we 
a l l o c a t e  t he  t r e m e n d o u s  b u r d e n ?  How s h o u l d  we i n t e g r a t e  t he  c o r p o -  
r a t e  and  p e r s o n a l  i n c o m e  t a x e s ?  T h e s e  p r o b l e m s  i n v o l v e  a l l  of  the  
q u e s t i o n s  and  c o m p l i c a t i o n s  of the  c o m p a r a t i v e  t r e a t m e n t  of c o r p o r a t e  
and  n o n c o r p o r a t e  e n t e r p r i s e ,  t he  t a x a t i o n  of  d i s t r i b u t e d  p r o f i t s  w h i c h  
go out  in  d i v i d e n d s  and  the  u n d i s t r i b u t e d  p r o f i t s  w h i c h  go b a c k  in to  t he  
b u s i n e s s ,  a n d  of l a r g e  and  s m a l l  c o n c e r n s .  

One  s u g g e s t i o n  i s  t h a t  we t a x  c o r p o r a t i o n s  in  the  s a m e  m a n n e r  a s  
p a r t n e r s h i p s ,  m e a n i n g  tha t  e v e r y  i n d i v i d u a l  s t o c k h o l d e r  would  be t a x e d  
not  o n l y  on the  d i v i d e n d s  he  r e c e i v e s  but  a l s o  on the  u n d i s t r i b u t e d  p a r t  
of t he  p r o f i t s .  T h e  t a x a t i o n  of  u n d i s t r i b u t e d  p r o f i t s  p r e s e n t s  s o m e  
t r o u b l e s o m e  p r o b l e m s .  S tock  m a y  be  b o u g h t  a n d  s o l d  d a y  by  d a y  o r  
f r e q u e n t l y  d u r i n g  the  y e a r .  Who is  to  s a y  who is  the  o w n e r  f o r  t ax  
p u r p o s e s ?  F u r t h e r m o r e ,  t he  i n d i v i d u a l  c a n  a r g u e  t h a t  h e  r e c e i v e s  no  
i n c o m e  f r o m  u n d i s t r i b u t e d  p r o f i t s  and  s h o u l d  p a y  no  t ax .  

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 as 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. 

T h e r e  is a t h e o r e t i c a l  p o s s i b i l i t y  h e r e  t h a t  wou ld  p e r m i t  g e t t i n g  
r i d  of t he  c o r p o r a t e  t a x - - I  do no t  t h ink  it would  a p p e a l  to  y o u  g e n t l e -  
m e n  in d e f e n s e - - t h a t  i s ,  s l a s h  the  F e d e r a l  b u d g e t  so  low t h a t  we c a n  
g ive  up the  c o r p o r a t e  t a x  o r  r e d u c e  i t s  r a t e  to  10 p e r c e n t  o r  e v e n  1 
p e r c e n t ,  t he  r a t e  we  had  in 1909. T h e n  we would  no t  h a v e  to w o r r y  
a b o u t  t he  i m p a c t  of t h e  l igh t  c o r p o r a t e  t ax  s t r u c t u r e .  
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To  s u m  it up, wh i l e  t h e r e  is  m u c h  to  be  s a i d  a g a i n s t  c o r p o r a t e  t a x -  
a t i o n  and  in t h e o r y  we m i g h t  p r e f e r  a m o r e  r a t i o n a l  t y p e  of d i r e c t ,  p e r -  
s o n a l  t a x a t i o n ,  in p r a c t i c e  t h e r e  is  no i m m e d i a t e  l i k e l i h o o d  t h a t  c o r p o -  

r a t e  t a x a t i o n  wi l l  be  a b a n d o n e d .  

C O L O N E L  B A R T L E T T :  I w o n d e r  if  y o u  wou ld  t a c k l e  t he  s u b j e c t  of 
e v a s i o n .  Is  t he  e v a s i o n  of t a x e s  a t  F e d e r a l ,  S t a t e  and  m u n i c i p a l  l e v e l s  
on the  i n c r e a s e  by  t a k i n g  a d v a n t a g e  of l e g a l  l o o p h o l e s  ? 

DR. B U E H L E R :  I w i s h  we k n e w  w h e t h e r  i t  i s  on t h e  i n c r e a s e ,  C o l -  
one l  B a r t l e t t .  We do not  h a v e  s t a t i s t i c s  to s h o w  w h e t h e r  t h e r e  is  r e l a -  
t i v e l y  m o r e  e v a s i o n  now t h a n  t h e r e  was  in e a r l i e r  y e a r s .  We do k n o w  
t h a t  t h e r e  h a s  b e e n  f o r  c e n t u r i e s  qu i t e  a b i t  of e v a s i o n  of p r o p e r t y  t a x e s  . 

T h e  p r o p e r t y  t a x  t h a t  we s h o u l d  e m p h a s i z e  is  a v a l u a t i o n  t ax .  T h a t  
i s ,  we  h a v e  to a s s e s s  p r o p e r t y  in o r d e r  to t ax  it .  T h e  i n c o m e  t a x  is  
a l s o  a v a l u a t i o n  t ax .  T h e s e  t a x e s ,  w h e r e  we h a v e  to  d e t e r m i n e  the  
v a l u e  o f  s o m e t h i n g - - p r o p e r t y ,  i n c o m e ,  e x c e s s  p r o f i t s - - a r e  c o m p l i c a t e d  
t a x e s  w h i c h  p r o v i d e  m a n y  p o s s i b i l i t i e s ,  f o r  e v a s i o n .  T h e r e  i s  a v e r y  
s u b s t a n t i a l  a m o u n t  of i l l e g a l  e v a s i o n ,  of t h a t  we c a n  be  s u r e .  

: I h a v e  h o p e d  f o r  m a n y  y e a r s  t ha t  we cou ld  h a v e  s t u d i e s  w h i c h  would  
s h e d  l i gh t  on the  q u e s t i o n  of w h e t h e r  e v a s i o n  is  i n c r e a s i n g  o r  d e c r e a s i n g .  
We r e a l l y  do not  know.  But  we do k n o w  t h a t  t h e r e  is  a l t o g e t h e r  too m u c h  

of i t .  

W h e t h e r  t h e  e t h i c s  of t a x a t i o n  a r e  d i f f e r e n t  f r o m  the  e t h i c s  one  h a s  
in h i s  h o m e ,  in c h u r c h ,  in s c h o o l ,  in b u s i n e s s ,  o r  in g o v e r n m e n t  i s  a 
v e r y  i n t e r e s t i n g  q u e s t i o n .  D o e s  t ax  e v a s i o n  i n d i c a t e  a low s t a t e  of 
m o r a l s  g e n e r a l l y ?  Or  d o  t h o s e  who e v a d e  t h e i r  l e g a l  t a x  o b l i g a t i o n s  
p a y  t h e i r  p r i v a t e  d e b t s  a n d  d i s p l a y  a h i g h e r  e t h i c s  in t h e i r  o t h e r  s o c i a l  
r e l a t i o n s ?  We c a n  r e a s o n  tha t  a s  t a x e s  i n c r e a s e  the  i n c e n t i v e s  to 
e v a d e  a r e  s t r o n g e r .  But  t a x e s  a r e  a l s o  e v a d e d  w h e n  the  t ax  r a t e s  a r e  
low.  An i l l u s t r a t i o n  of t h a t  i s  t he  P h i l a d e l p h i a  i n c o m e  t ax .  T h e  r a t e  
is  now 1 .25  p e r c e n t .  S t u d i e s  t h e r e  h a v e  s h o w n  a g r e a t  a m o u n t  of e v a -  
s ion ,  a n d  t h e y  v e r i f y  the  c o n c l u s i o n  t h a t  l o c a l  g o v e r n m e n t s  c a n  r e s o r t  
to  an  i n c o m e  t a x  f o r  s u b s t a n t i a l  r e v e n u e  on ly  if  t he  t a x  is  w i t h h e l d  
f r o m  w a g e s  and  s a l a r i e s .  If  t he  t a x  i s  no t  w i t h h e l d ,  e n f o r c e m e n t  of t he  

t a x  is  a p p a r e n t l y  h o p e l e s s .  

QUESTION: What  s e e m s  to  be  t he  t r e n d  in the  u s e  of p e r s o n a l  in -  
c o m e  t a x e s  f o r  l o c a l  r e v e n u e s ,  f o r  m u n i c i p a l  p u r p o s e s ?  
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D R.  B U E H L E R :  T h e r e  i s  n o t  v e r y  m u c h  of  a d e f i n i t e  t r e n d  e x c e p t  
i n  m y  s t a t e  of  P e n n s y l v a n i a ,  w h e r e  w e  h a v e  a b o u t  350 l o c a l  i n c o m e  
t a x e s .  

A l a w  e n a c t e d  in 1947 p e r m i t s  P e n n s y l v a n i a  l o c a l  g o v e r n m e n t s  t o  
t a x  a n y t h i n g  w h i c h  i s  a v a i l a b l e  to  t h e  s t a t e  c o n s t i t u t i o n a l l y  b u t  w h i c h  
t h e  S t a t e  d o e s  n o t  t a x .  I t  h a s  b e e n  c a l l e d  t h e  " t a x  a n y t h i n g "  l a w .  T h e  
r e s u l t  h a s  b e e n  t h a t  we  h a v e  h a d  a n  o u t c r o p p i n g  of  t h e s e  l o c a l  t a x e s .  

No t  m a n y  m o n t h s  a g o  t h e  c i t y  o f  P i t t s b u r g h  a d o p t e d  a n  i n c o m e  t ax ,  
a n d  t h e n  t h e  l o c a l  g o v e r n m e n t s  a r o u n d  P i t t s b u r g h  a d o p t e d  a n  i n c o m e  
t a x .  I f  t h e y  d i d  n o t  g e t  t h e  t a x  r e v e n u e ,  t h e  c i t y  of  P i t t s b u r g h  w o u l d  
t a k e  i t .  T h e i r  r e s i d e n t s  a r e  a l l o w e d  a c r e d i t  a g a i n s t  t h e  P i t t s b u r g h  
t a x  i f  t h e i r  h o m e  c o m m u n i t i e s  l e v y  a s i m i l a r  t a x .  

W h i l e  t h e r e  a r e  s o m e  l o c a l  i n c o m e  t a x e s  i n  a f e w  o t h e r  s t a t e s ,  t h e  
n u m b e r  h a s  n o t  g r e a t l y  i n c r e a s e d .  B u t  t h e r e  i s  g r e a t  i n t e r e s t  i n  t h e  
i n c o m e  t a x  a s  a p o s s i b l e  c i t y  r e v e n u e .  

I h a d  j u s t  t h i s  l a s t  w e e k  a l e t t e r  f r o m  a s t u d y  g r o u p  in  t h e  c i t y  o f  
L o n d o n  w h i c h  w a s  g o i n g  i n t o  t h e  q u e s t i o n .  N e w  Y o r k  C i t y  h a s  c o n s i d -  
e r e d  t h e  i n c o m e  t a x  a s  a s o u r c e  o f  n e w  r e v e n u e .  L a r g e  c i t i e s  c a n  o b -  
t a i n  s u b s t a n t i a l  r e v e n u e s  f r o m  t h e  t a x  ff  t h e y  w i t h h o l d  i t  a t  s o u r c e  o f  
p a y m e n t  o f  w a g e s  a n d  s a l a r i e s .  

Q U E S T I O N :  D r .  B u e h l e r ,  we  h a v e  g o t t e n  a r o u n d  to  e t h i c s ,  w o u l d  
y o u  c a r e  t o  d i s c u s s  a n a t i o n a l  l o t t e r y ?  

DR.  B U E H L E R :  T h e  l o t t e r y  i s  a n  o ld  f o r m  o f  r a i s i n g  r e v e n u e .  
So f a r  a s  I k n o w ,  t h e  l o t t e r i e s  h a v e  n o t  b e e n  s u b s t i t u t e s  f o r  a s a l e s  
t a x  o r  a n  i n c o m e  t a x .  We a r e  i n c l i n e d  to  t h i n k  t h a t  we  c o u l d  r a i s e  
v a s t  r e v e n u e s  f r o m  l o t t e r i e s ,  b u t  I b e l i e v e  t h e  e x p e r i e n c e  of t h e  g o v -  
e r n m e n t s  w i t h  l o t t e r i e s  h a s  b e e n  t h a t  t h e y  a r e  a v a i l a b l e  f o r  o n l y  m i n o r  
revenues. 

T h e  e t h i c a l  q u e s t i o n ,  i s  a l s o  r a i s e d  in  t a x i n g  h o r s e  a n d  d o g  r a c i n g ~  
Q u i t e  a f e w  s t a t e s  n o w  o b t a i n  r e v e n u e  f r o m  r a c e  t r a c k s .  

T h e r e  i s  a l s o  an  e c o n o m i c  q u e s t i o n .  We  h a v e  l e a r n e d  in  t a l k i n g  
a b o u t  t h i s  in  P e n n s y l v a n i a ,  w h e r e  we  h a v e  n o  s t a t e  p a r i - m u t u a l  r a c i n g  
s y s t e m ,  t h a t  t h e  m e r c h a n t s  a n d  t h e  b u s i n e s s  p e o p l e  a r e  c o n c e r n e d  
a b o u t  t h e  m o n e y  s p e n t  a t  t h e  r a c e  t r a c k s .  T h e y  r e a s o n  t h a t  t h i s  m o n e y  
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i s  t a k e n  ou t  of  t h e  c o f f e r s  of  t h e  m e r c h a n t s .  T h e r e  i s  s o m e  t r u t h  in  
t h a t .  I f  y o u  s p e n d  m o n e y  on  a l o t t e r y ,  y o u  c a n ' t  s p e n d  i t  s o m e w h e r e  

e l s e .  

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 +o 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. 

!, 
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