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heigh, & Apr.

Business taxes. -
Motor vehicles

Payroll tax

me don'tbelievein them.
?

tax - soc.sec. act, 39⁰ en emp., 34⁰ mm emplage. Also a 30 tax toget
states ropars nempl.insacts, which they did.

-elastic

Ar65, people receive benefits regardless ofneed. Alsowhen chempt.
Incidence of payroll tax- consensus is it hits employee mostly.demand forlaber. Great administrative difficulties,pany exceptions.

Natural resources In One. timberclassification is a
e

In One. timberclassification isa"optional with owners._ brott ?
Butyou

must use it for timber proposes. It reduces raxbill greatly.
& stering

Non -tax revences:

With sulfur lvt, menop.couldbe maintained,perhaps, in smallpart, by miningit, so it is intaxed. When does it becomea product?

notinquiz
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Leigh, 2 April

Incidence.
taxes

Excitewouldbe worthwhite for marg. from to keep producing as long

as mue & uble cust, for then they wouldbe making something, rather
on fixed inv.

tham nothing,
Shifting d& ratio of curve slopes.

(Forward 'or 'backward' is

:analysissame

from orientation of

Prop. tax - he's approaching it clumsily. Not distinguishing land &improvements,
nor interest'& amortization. Amortization exactly the

as excise. Int. practicallysame.

Taxes reduce return on inv.,.. lomer 1.1.

send cap.toothers,
Hem emphasizes mobility ofsupply

less mobile than for perishabbes.

If the tax is
more. -odd, just opposite

will have to take it.

supplyside.

raxed officially.the one taxed.
sutramació

isis ex

Taxes in one field

in this, while actually
it is

ifnot, consumer
general, invester bears it;

from

He reneges slightly, sayingthesethis isjust
that steretaxed aloneprinciple

i

whose

fair market value is ..

/
say

Noted in Reportof Water District of S. Cal.: Area which includes

LA₁, Long Beach. &manybut not all surrunding cities, has propersy
$b. It has moren c. #b in war. ( ?) Things

$
to add to assessed figure include c. ·76 tax free. Ass. is 50 %⁰. Everyonethe
expected a post war slump. It did not come. expectation

wept dann e.p.s & prevented slemp. When Iand values rise, then I'll
expect a slump. When product valves rise, it is profitable toproduce.

valves rise instead of land? Because land has a
Why do product

certain bergaining pormer,which connot be increased indefinitely.
become scarve, pomer rises

relative to land's - the productining decreases, so total productis less,&
m.p. of laber is less, reducing its banginingpemer.

Anyway, predict depressions by landvalues.
So ?



Leigh . 4 Apr.

Quiz next Fri - including pre lastquiz.
backward shifting - to immobile factors.
Timberland: -

&
cities.

because

comparable

Thesis en state taxation ? add Comada."It's effecton products
Info

properly
categorized veryhard to

get! -not a good lib
. ref.gob.

5%/acre + severemce, 12 £ % on all harvested. Ore.
sev. tax down. Land would bearInterstate competition keeps

most of backward shifting birden.
Prop. tax : on investment.

an inv. (or anycategory?)

The more general the tax, the harder to pass on. Prop taxis
general, hard topassen.

hittable tax"!
Income & inheritance taxes comnotbe shifted. -much. "Least

lep. ofworkingby reducingsupply, ifsubsidy indep.

raise wages! -but only nominally,for

reliseprices more.may
ifitraised wages itwould raise

Subsidizing labor



*A A> Not worth reviering forany test. The maybe source of ideas.
RolphMonday Oct4

Tax Theorem

mi

Idea that excise taxes have higher burden on public.Tham income
tax of same yield.

money

1

tinc.

}}an'tspent on cig.(1.9.,not'sprunton money')(or held)(or
spuntonother things)am't

spent
on other
things

g

cg.
Taxteried or cigs, steeperprice line, lomer indiffcome

2 effects: substitute other things, & home lomer income.
Claims inc..tax hits higher indiff.cure. I doubt it. (Also

price by full_amt of tax, but thenit hits someone else. I
·/so excise

-tax doesn't raise
i

+

inc. tax does it too)

(He thinks inc. taxes make poor abs. betteroff, by kempingproves down)

com

eig

Tax on cigs.
So there who don't use_
both

binamams of

causes moremes

over

x&y

get less if as wellas less.yThinkes
you

ec.com

one in

He objects to Stig's argement on takes,

--_
ine

tax--cig
tax

produce.

factersy to be produced, cus
are better off. Those whouse-cigs

general worse off. (This is moking lots ofassumptions)

taxes, for Sing.
Pess_cig.

should treat_Faxes & fort exps separately-

fors more.

assimes
Or at least do not get more y.

you



ļ

Rise inprice ofx. makes line steeped; but xriseKrisein
einy.it less steep again.

Whoever buys taked thingisboth is moot.who
buys

i spent.
be same

for

Youv

have

regard for

When
you

relativeregard

money

cigs.

Price line has same slope theout because every change
= am't spentmeam >&app. change

ratio of length on graph.
y

So

cannot draw price

Vs

worse

Society

in

A

you

any 2 pos anyway.
imply inelastic. Lomane.

off. Who doesn't is better.
whole can't

for

cigs, must draw indiff.
with no cigs atat all

you're still
2 .

Price line needn't be tangent to
any

no cigs. & changes in prière of cigs don't affectyou.
with I love they do... Cis line is result. You hit
Revenue taken from indendual is:

X, E

cutres

still on a high

suchout com

'C
cigs

indiff come, like A...Then

an't of
& This will always

lov

mates.

cine,

omer

say.Produing-2

to show little

one

spent on other things -yet that is normal ! If you drawinditt..
so, can. But can't draw

corner

in price line such that when ig price goes up, more is
curres

out com have inf.# benommanysuch

But note. That asuwally drawn, indiff. comes

worldby



?
M2.4+ Ly

PyPx

But you can'tsay what willbe.
right:right there,

~ +price is

To derive demand schedule from indiff.map, quantity is
price is Mspent , Mspunt is distance from. pt. tangency vertical to
ly - intercept ofpaive line if y is $. Or it is x intercept dindededby
M, which is y-interceptif is M, othermise is justgiven

Cam curesmes foran me drearindiff. Com
society

Or is it easier to xfer demand schedule concepts to allsociety?

I

Rolph Oct4 p.2

eam

Society worldbe indiff. between

same price. In

indiff. map
better than

twith

a

+

yo

Why
of their marther behavior.t

Ex

Xo

change yo &Xo just bychanging units.

a measure.
attitudes historica

& should.

priceline = pr/py) ~
1

historically

{1

practive money
of one good vs. M, for society.

These are always

& what wouldyou have finally
demand schedule? A lot of complications. Ofcourse

goodin that they don't letus forget that one is
choosing betwem alternatives, & M notspent to

for :Thingiscord
some other way, & exchange is ofproducts for products, etc. But
seems worth effort.

one

hardy

any
one would have to be

So

Xo

not measive marg ùtiling? Individuals do, thatis bursis

What is more, morg ut. schedules

betmeren points,points, justa measine

as in

couldbe drawn without assuming
diff. curves are draw ;& indiff. corres could be drann

The difference is not in the technique, but
associated with each. & I think

you

you c

mornot.
aswhole, as we com for individuals?me

2 combinations forwhich they'dpay
You'd get an

Renere taken from individual: .can't

Px

can measive,

Measure+
gotten. ·say.

don't know tax rate! Stig.But pricerises

+by. amount of fax! - completely elastic supply, (something better
shown by other technique).. Amoint of_̀ tax_is difference between

_now take & what youfor an`t of cigs you
what

you pay

agine tenance

assumes



Rolph oct4, 3

+ world have hadhave had topay

gets. But certainly

for some am't at laver price. That is whatgovt.
whole

story main thing weshaldcounder is

effecton producers. Well, from their view, demandis less. Thosewhostill

not w

+
+
ļ produce get

for
same as eves,

suurety reduced.
greatest loos ? Well, in m you get less income

terms you get less incomme period.
Now "subst. effect iswhat I doubt. According to it

relative price change leaves you worse off, water itsco. gustbec

fit changes existing ratios.

any
cause

tet Well,of price of thing goes up alot

¡

Others presumably less. Productive. opportunities

It's here, rather than in demand side, we find

·&pay.higher prices. In real

!it hurts
you

trise in one somehow - for its m.v. rises as
more thanif allthings go up a little

At thept. C.crosses comme

11.thelybe tongent at upperleff sorrenhore,to a
curve.

then
curre.

But it doesn't have to tre

you tarke none

B )

one

& will

higher

t to me
indiff.

Since none of theseof there price lines
but one cancan be tangent

come at thept., it follows

that they c'ammot representsame

tong.to myev
levelof satisfaction. So there's

ofone. Item, still get to higher only one price ratio, at therecomments,
mycrome:

that lets ishit thiscoure, beff

you haveless.
C

A

The sim equalling the
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Rolph, 0ct4, 4

HowworldI figure thisout withoutindiff. comes ? Ask 'is consumer
injured when

price ratios change?! Answer is simple : depends on hispersonal
interest in items.. How would I Isolate this subst. effect? & abstract from

personal position? Take 2 items he & has thedentical & constern(&
equally,

elustrecty)demand schodetes fer. -but make them typical, Theyget
more elastic to left....Make cheaper, other deaver, same L. At firstno

a small reduction in cheaper will be a largerchange. But toward extremes

Cincidentally, han about changing def. of elast, to mean jest Aq ?)
onamore|% Than same AP in other

Į
+

They're sayingof a given
are necessarily worse

a lot. as

one

taken from

same
you by AP one things

worse off Thamif amount is taken by smallAPs of
This cannot be true, for,fitmore then next time thesubject

it is better to keep things

What They'd say itisa little than on one

! you

everything...
came sayeup you worldhave to

even if proposal were to reduce this tax.
better to reduce taxes on

reduction in expendiime}Itmight havebeen
increase.
reductio in taxes

collected,
assuming

perfel.
supply

+

+

amount is

everything
follows: (I should change this for elastic care,which is more

"
reducingalltaxes a little

new arm't sprent

mitoftaxnot taken,, fthatam't hadbeen boughtat highermore.

HA

theyare,

-reducing taxon X

thing

In this case hita higher
indiffe come.. by reducing all taxesa
little than by reducing one a lot..it+So argument canbe turned around,& isnogood. Butwhy? 13.14

Inot because it all depends on how the indiffcomes are drann

me



+

at first? Can't conclusion be reversed from start?

Rolph Oct4, 5

A IthingsH
#mits ofmany: "+akion",1.2. Spent forother

Things (or hoarded,but
forget that for now)

-+1

Irrelevant, since

II line thw that pt, & it would necessarily! Butif talkeme
..tangency.

+

ŠMA ZA

+

I

That would then be am't takken,

hit higher

SO

This jazzes up
We are

In this case,
brings us to a higher
that on all things. But this is

we would then draw

quantity ofx falten

maybe

is it better for him to

another.

also a
supply,& inelastic demand, are also

typical,mustbe checkhed)
Whatgortgets?Label of ordinate How

say
+ ( changing supply prices would be represented by curved micelines. -Ifthey

+changed in response to amitdemanded. Individual's pruelines will be

pretty straight, but when demands more of something
Its pure tives, somely
becomes cheaper:

the

be crux too.

excise on one

curve rearptof
inc. tax first: then mono tax hits higher indif.

So itall depends on which
cure.

to

thing
come.Thom

line you get to draum tang.an indiff. corre at thepoint?
Therein is crux.

(Assumptionsofperfectlyelastic

society
can't have as much, but other

-priceline forsociety.

This tax even more. sex.how later)propozition

justdealing...with an individual in thisproposition, orthingpor
certain simgive c . to gort. in eneway.



Bofph, tuct, 6
Giren : am'tavailable

to
spend.

read
amitofother

satisfact

gotten,

even
Gigs myndly

WH

measured in m-but

be

careful

.

+
+

+

AA

be at this point.
(you

+ & by changing!

higher indiff.

poly

1. Withmineral exentessates tax, gutgets difference ofold&new
price times amit takken. This is a given %, vertical distance between

lines. Cincidentally, white undiff. comes letus abstract inc. from sub. effect,

it they don't allow apusite) .
2. With mono sabes tax, to raise same revenue, hit same

-twith such a tax never world hit this
your

+ omejent to indiff. come. The two are not alternatives, in

point. But

priceline notpoint,
H

Stig. says,glibly by raising given
other.

by
lomer indiff curre? But if we raised it the other

but 2 taxes differ in this.

com newup raise but one amitof ver. at I pt, with sales tax ofgirm you.
it to cross lomes

price line at anghe, be en

Argiment.

amitofx taken

Abstract from hoarding - either tanencourages it, &whatever is worsta
counts encarrages it more.

come

∙no Tux

miversalsales tax

bring in desived am't, always
lemmerToner curve !(*)

you
tax getsame.

So:

by comundering reducing

my only valid objection is that you
reducing taxes.

Before tacklingit from that anughe, my
English : iL

you pay a given tax amit
must meed it world+ or you
get no tax. If everything is higher, you

since

com

way.
way.

nt. cannot be reversed betmenn taxes, since to get to...
with meno tax must get hess revenue, while with

other

we are on

we would not

In conclusion

implicationstate olupam

on just one thing you
stop buyingit altogether & they'd

com cut down
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7

+ Those less attractive to

Things attractive to

by taxing all things.
best position resulting, & then you
am't, & it is necessarily

true

relative to all others allons individual to

point
A+

youpersonally Youpay

Whatener am'tyou comger by toxing,
Tax one Thing,

+ improve

buy is taxed.

taking less x.
above) , consumer

change price ratio

improve himself, for he can

pay just

com

just as much,but

thing, you canget....

choven &be better off. - assuming smooth continuous indiffcurves.
ind.ff. comeis

tangency mang rate of subst of x forof anpt nec.

+ higher than on mive line, going to right, for that ishow partofhowpt was

selected. By changing tax, com give
him a rake

mang
1 price..

consumer lets1.e.,

price line where

texceeds indiff comes a little atleast, let him better self. (butis
Px ?) rate ofsubst.= pue ratio. Now

Mr.Sxy,m

-tequalled price ratio, now exceeds pue ratio, & being cheaper, & allowsus to

afecting tax proceeds, for whatever me

fline =₁ py
by changing tax me

mary
ratio suchthat

Sayıwhich

x
without affectingposition

let individual choose

on a

tax all things to get some

price ofx...
take more x & less others than

That The reduction

comes x.g.

is not inverse

Whenever the rate of subst, an indiff

2x= ly, to prices, e.g. Py =2Px (&me

don'tknow thatmueline means this), then

buy
different amounts. If 2x=y,Mar

one com

& P₁ , then one can do better by taking morex ; if Px`==, byx

#(= ².₂)( +

at

Pxmono

Impose tax. & at some point.Py
dearer,stuffs theme. But can get same revenue by

cheaper Px Lrs*, & me cansy
taxing everything. Do so. Now X 15

become better offjustby shifting expenditures, &with no lossot reverve.
+ It is always possible to improve

ratiosgiven mixture when

There is noMange, the in other. ofcases assurance
prue

going to a
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8

t

higher level

Adding

In tax case it

+ :

her level since new

it does

Whenever price of
no basis for

tax nochddo what to actual price lines? Morethanjust

saying
Well, a given increase

+

4

Now
suppose

4+
Which one? Anyon

me?

price

+way

+

one

lines before

price line need not

Still,by hypoth.
thing-

ginen

in falls,

The pointgo
me com

reduction in

even the others rise

we are at.
generalize

tax

how much theyuch they rise, no bass ofgeneralizing.
in costs is better if spread around ovenly....

some :

Let's abstract wost effect, in away, by giving backall the Arenome megot.
But not enes a little, untilme

him toby
his true no matter what ison x, & no matter+

how me

mono tax, but reducing allexistingnot by repeating

+get him up to procline c. We would have done better.

return to onginal prostion. Akai ( This

how little preferenceis shorm it (the not howmuch) ?] But now
must also consider.The reduced (or increased) expenditureson other taxed,ramy)

2._ strange conclusions: 1. Ifthcost structure more anything but what
we should be worseoff! 2. Better to relise taxes together,but

Tomer them individually- well, this conclusion is moreparticularized. We

Tomer them indinduallyif resulting

relative

it is

must know situation. Better to

line hirs higher indiffime tham another work , but nopossible
of

knowing
one ofa

themindindually for

ifit world apriori (& enmit you're.benn
So com't conclude it's better to lower them

But. This also means we com'tconclude that #1. Foraltogether..
might be betteroff. isone.

So only conclusion that follows in

they actually draw. & Puff's_Popestis intran 8.my
potential objections are not firetilying. -The I'm still hoping.

LA

well mon

in taxes. Is better to reduce all, orjust one?



q

fellse

++

Ia
by

one minto
you

not taxed & because
opposite short

Price lines:__

more

++

inconenderation rè taxing many things is that in
taxingsooner, both because alternaties are

elasticity
heme

effectsthatmanyyou toxtre resume further! - the thatmay

polytas
sontherotonde

refern.

ith
tax,

mono

not helastic.
Adding tax, consider thatsupply

getsbe
to

(considering all sovety, also recognize that society ofers ..
income from Thingsin question,question, so amount available

Probly the more is

podvours will come in

ofmits ofx8y

#

L

supply

+
What does this do to analysis of tax? Same conclusion, see above.
First, 1.ofmueline is one arbitrary distammeover another. Only

anything.can it mean

Pr 4
3

3M Px = 4gpPy
4.
Jinterapt

one or man

firs

sprindmaychange?)
s produced, thegreater is supplyelasticity, since

fromother work towhich
hobeny

y

x

it

m Mort tax

Q= x Px +

a :
Q o

+ 4Py
of

Assume mis Axly havesome scale. Then
units

Elastic supply.

y py
3Px + O

taxedpriceongmal mive

Py
quety intere

•Faxedprice to producer

+ Thistable bellsis nothing aboutgrannly_texken, only rutins.

com

1

interms
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With supplynot 100% elast,of revenue perperson is higher from monotex tham

Stig's analyers shamed. This also lowers taxedpave to consumer &

quantity takken. This wins analysis vitterly

price

increases

+
Poly tax & smpply elasticity. (hp)

'Real'
pipi,in money1

'Real' amitof in to sprend
forother tham X.

1

things
goten

Lespect
othermiso,

not measured

in money

(You can't use

another flour in (proof)
It doppe 100%indlastic supply, prices don't change due to tax(assuming goutspends

itatsame V, & forgettingg extra T, & moved to increase cashbalances). Then reduced

as sabes tax reduces incomes.
+ price linejust means hers in to spend byspend by indinduals

This is llue Stig's income tax assumptions. But if we allow any price changes,
not have mon

ordinate. ((.First, what is ofno price change? Diference of

old & new income,which is t.t. " oldincome. Ifnopue change,

must

is revenue 4

express it as

teas m
spend measured byvertical sparation of price lines. Butif value of in

changes, incoreduction still vertical distances by having real.
am't of in held on ordinate. This falls ifmuss nis

Get around

rise or mincomes fall, -8
comes meedn't be redrawn. The fallof income is the fall of

m

indiff

__m held + fallin ornit

money

2.of2.ot x

measure

you

n'tspron'toura

exp...
for it doesn't-coattossa X²

tin
smalt. Soigmong tho, to say it numericanumericatty=

left in this analysis,

Things you comby, which is difference of ann't of

so much x, & what y you

now can't getif. take

couldIget

since its value

so much
wchyo

vertical fall
Total

14

com

com

may change

& clot = it ::hen

theacce tax burden,

it now if.y you get
before. Thisequals invalue thex

but easer to measure in

fyoutake

yo
you....
as that
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?

M. F. W. Joseph , The Excess Burden of Indirect Taxation

Will try , with indiff . curves , to show the excess loss xi_without assuming const . m.u. of money .
Runs thru the demonstration in Stigler's prop . in taxation .

The excess burden which I have been content to call the difference
between the two indiff . curves , he makes by drawing a 3d inc . lineparallel to the first tang . to the indiff . curve reached by the
excise tax , and the difference thxxx between their two yintercepts is the excess burden .

(But note that this analysis doesn't xxxM ™ succeed in
allowing for changes in .u of money Money , unchanged , is on___the y axis ) Does this differ from linc. effect" ?

Howabout AP? -the
The greater the curvature of the indiff curves , the lessthe excess burden and , in extreme case , curve has a rt . anglewhere the price line after excise tax touches it , and the price x becomesmoreline after inc . tax with same yield touches it at same spot , no valuable anexcess burden . This means elast . of subst . of tea for m is zero less is had.at that pt . Or marg . rate of subst . , as I would say.

lesselastic demand(at thatpt.
Curvature's

the rate atwhich

? ~

Marshall had said the less elastic the demand , the less the
excess burden , as less reduction in quantity taken would occur .
Joseph doesn't state if he said same about supply .

Joseph says excess burden is zero when marg . rate of subst .of the taxed good for money is zero , this being a limiting case .Says excess burden depends on a certain relation of priceelasticity to income elasticity , not on price elasticity alone .The ttex less important the article taxed , the smaller mustprice el . be in relation to income elasticity to avoid excessburden . He shows this with some geometry that I don't follow .But idea is when income elasticity of demand for item is high ,then the income effect of the tax will affect the demand for theitem . The general condition he says for the minimizing excessburden is that marg . rate of subst . , or as he says , elasticity ofsubst . shall be zero , rather than that elastic . of demand shall
be zero . These two coincide when proportion of income spent onitem is very small . if it large , then position
other things...--orhave less tospendon them. Soyour cons.pattern changes,of him, anyway.

youffendso
This isadistortion. my interpretation+

Further states that the undesirability of an aaaaaa t excisetax increases with its rate .
But nowhere , so far as I see , analyzes excise taxes on all goods ,just those on a few goods .

butthe
2arenot

Concludes that if you must use excise taxes , tax those with
a low elasticity of substitution , i.e. an inelastic demand . Butelasticity of demand is made up of both income and subst . effects , identical
and if inc . effect neglibible , then subst . effect gives right demandresult . But if inc . effect great e.g. inferior goods , where elast- includea riae , in income causes a fall in demand -- then inelasticity incomeeffect.

since

of and does not mean small_excess burden .
justTax many commodities lightly rather than a few heavily ; ifa few are taxed , let them be those most purchased .•

See if you can figure out from this what the guy said .

—
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Ec . 230 , p.4
production of the thing is loss , but just decline of c.s. , which
implies the displaced factors go to work somewhere else .

To show that c.s. should be measured with "const . m.u. of m"
i.e. ass . that income is unchanged , consider a practical case ,
an irrigation project . The c.s. is the value of the water over &
above what customers pay for it , and not what the value of the water
would be to them if their incomes were lower . This would even be
true if they were the final consumers of the water . This is the
measure of their welfare . 11.9., notan allornothing,nothingproposition

over

Hicks says c.s. is the difference in income between the indiff .
curve you would be on if price of thing so high you bought none ,
& curve you are one . There is no difference between this and my conceptofMarshall's c.s. Of course that does not mean that the other
concept could not be expressed , if Hicks had not flubbed up . It is
what individual would pay for the good in an all or nothing bargain ,
the most he would pay . And the issue is , is c.s. the difference
between the "all -or -nothing" price and the pq he pays , or is it
the excess of the area under demand v* curve over pq ? (re
above criticism of Hicks c.s. , he might say "You mean individual
would not pay for the good the amount of his increased welfare
caused by it ? " And answer is no , he would not , because he lacks
the income , under an all -or -nothing price , to pay for it as much as
his increased welfare would be xxaxta when it is cheaper ) And my
answer is , it is the area under the demand curve , because you
cannot pay as much for the good , at the all -or -nothing price , as
you are helped by the amount you can buy at a lower price .

J There is more to elasticity of demand than curvature of indiff .
curves . The slope of the curves is more important . Curvature is the
rate at which slope changes . Neither one is exactly elasticity .

Joseph is not satisfied with Marshall's dictum that excess
burden is a minimum when elastic . of demand is zero . But Marshall
is ok . Joseph ignores that Marshall's elast . of demand is a composite
of Joseph's elast . of subst . & elast . of inc . He speaks as tho
Marshall's elast . of demand were like Joseph's elast . of subst . ,
& Marshall had ignored elast . of inc .

I take it back . Joseph says genera . condition for no excess
burden is that elast . of subst . , which he distinguishes from Last .
of demand , eq . zero . It seems to me the condition for no excess
burden is that demand for factors be unimpaired , i.e. that demand

elast . equal zero . So I disagree with Joseph on this count . Subst .
elast . might be zero and still , due to inc . elast , you might take

of resources shift. He
excessless of the taxed article, causing cose burden.But thenyouwouldalso takenight. over

1 The other big error of excess burden argument was in identifyingexcise taxes with mono taxes .

Not clear just what Joseph concluded , but it looks as tho he
finally came around and said that demand elast . was crucial for
excess burden , and when subst . elast . was the same as demand elast .

This saying of Rolph & Frisch that it is adequate for prices to
be proportional to me for ideal allocation , is sophistry . By which I
mean it is making the point seem more profound and significant than it
really is . For if you say the tax is not a cost , then after excise
taxes have been applied to all goods , factors will not move from what



C.S. Note thatbyputting M on axis, wo make discconces beencon
indiff. curvesand cardinal.

Hicks used his new1,e., apparaters to show whatcould be shownjust

aswell with Marshall, and what I had alway thought Marshall

did mean ; c.s. is area under demand conve.
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So he is write,forthat thing,
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effect, not a price effect. He is onlywrongif he said there was excen

burden with Oprice cloot to only excess bundenwhenprinceaffectspurchasesclast.
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Ec . 230 , p.5 .

they were doing before , producing as much as ever . There will be no
increase of prices , just increased taxes paid , just as tho they
were income taxes . (perhaps more leisure will be taken ) Prices willstill equal me . If , alternatively , the tax is taken as a cost , then
the alternative opportunity costs of the factors fall , since other
opportunities are also taxed , and costs in this sense fall , while
the tax is added to cost to make up the difference . In either case ,
mc continue to equal price .

Choice between leisure and work will be distorted . This does not
mean that mc will not equal price , but that all mc will rise a little .
And pri ces too .

Summary of criticisms of Musgrave & Domar
1. Full loss offsets , with progressive tax , will not reduce losses

as much as they reduce gains . Suppose a constant income from one
source , and risky inc . from another . If you win , you pay at higher

rates ; if you lose , offset steady income at lower rates .
He probly assumed proportional tax . (which corp . inc . tax is )

2. The only pressure discussed by Musgrave that caused risk taking
to increase was that people were made poorer , hence mu of further
income increased . But a , This means a tax which made them poorer w/o
penalizing marginal gains would do even better ; b , when people are
poorer they have less to invest .

3. Ass . that people shy from risk per se is not nec . SO .
4 . All they have snown is that taxes (with loss offsets ) make

people shift investments from less risky to more risky assets , not
that total inv . will increase . But , a , this in itself is quite something
to show ; b , People will tend to convert m into other assets , due to
lower risk differential , (this increases inv . ) But on the other hand ,
lower yields in general has just opposite effect , so get no net
conclusion from this .

So the only net conclusion is that taxation causes undue lack
of caution about risks , which is a diseconomy .

Cary Brown is talking about incentive to invest , not to take
risk . ( re Musgrave , incidentally , cannot say that mu of income to a
corporation is greater if it has less , only to individuals . And the
individuals income will not be reduced by taxation , they will just
get it in form of govt . services instead of things they buy . So last
leg of Musgrave argument goes ).ml.

Brown argument is good , even if it be assumed that taxation
increases inv . For then it is simply turned around . And all Brown
is saying is that if you allow inv . to be immediately deducted from
inc . tax base , you neutralize effect of bus . inc . tax on incentives,
whatever that effect may be .

Rolph speaks of govt . expenditures , ( G ) , and taxes ( T ) , as
analogous to S & I , uses them in same eqns . But G & T are gross
concepts , shouldn't be treated with net concepts . Treating govt .
like another individual , which it can be monetarily , its net
saving and net inv . are of interest , and they , when totalled with
private s & I , will equal . To throw in the gross concepts does not
destroy the equality , but makes totals too big .

1 The general idea , I think , of Rolph's monkeying with S & I
concepts is just to say that govt . should be in the picture , which
is obvious and even trivial .

Rolph , using Robertson , assumes that current taxes have no effect



ba

govt
(81.

question ofwhether
you

income creating expenditures, or subsume themin

Purely optional

want to mate outseparate



Ec . 230 , p.6

| on current spending , on idea that current spending is fn . of lastpd's income , and current taxes only take from this pd.s inc . , andonly that part of it which would have been saved , not spent . Whichis fantastic . But from it he concludes that to increase bothtaxes and expenditures simultaneously will increase spending in thecurrent period , which ain't nec . so .

Rolph prefers Robertson to K. analysis , inter alia , because withRob . , you know that dC means less S , while with K it might meanmore inc . in same pd . , don't know what it does to S. I think byeither method of analysis the net outcome is indeterminate withoutmore information .

XËRRMEKZXantxzkox
Another serious shortcoming in saying resource allocation isall right if only mc prop . to price is that this would make monop.sok , if all production monopolized and prices raised same proportionabove mc . Must keep the crux in mind , which is that resources mustnot be kept from producing the highest possible mp , and as long asthey are not production is most efficient . this is very reason whyRolphsays universal monop would be ok.
Rolph himself prefers to look at taxes as reducing prices tosellers , not increasing costs . Which is ok . & in so doing he willkeep p eq . mc , perhaps w/o realizing it .

Domar & Musgrave argument only applies to some risks , those thatare risk of absolutely losing m . The risk of not getting as muchyield as otherwise , which is a form of risk , gives you no offsetThis kind of risk is still avoided .
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Lerner makes an important distinction that other K. ec -ists
seem to miss , which is that dM itself need not lower mr , but only
if the dM comes on mkt as loans at low i.r. This to Lerner is a
very important distinction , so to im borrowing & taxing have
distinct functions . You borrow when you just want to take m away
and also raise ' mr ; you tax when you want to take m away but not
raise mr . To a degree he concedes taxing will raise mr by reducing
saving , but generally treats it as tho it didn't at all . And this , as
opposed to K formulation , is very good .

Joseph criticized conventional presentation of excess burden
argument in wrong place . He said that weakness was with ass . of
const . m.u. of m . But this was not a weakness ; it is doubtful if
his formulation gets away from the weakness if it is one ; there were
other weaknesses , esp . the ass . that displaced resources not used
elsewhere -- but this weakness could be overcome by specifically
stating that reduced productivity was the loss -- and conventional
argument didn't imply , come to think of it , that displaced factors
would not be used elsewhere , but just that they would be applied
marginally elsewhere while they could be applied supermarginally
here . Classical analysis doesn't say the whole kaxxx decline of
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Henderson , The Case for Indirect Taxation , Ec . Jnl . ,, December
1948 –

Classics condemned indirect taxation because of excess
burden . Recently it has been more realized that income taxes
had also an excess burden , that this burden appeared as
absenteeism from work which was more harmful than loss of
consumer surplus , or at least more spectacular ,; that this was
from affecting choice betw en leisure and work; and it has
been concluded that income taxes are as bad as excises , or worse .

Henderson will show that excises have the same affect on
choice between work & leisure as income taxes , and in addition
distort consumer preference , and are worse . That the only
advantage in them is they are less progressive .
200% from the start ,

I -agree
32 21

The same tax rate on all items does not insure proportional
results , (for , due to shangaxxtnx differences in s & d conditions ,
each commodity will change in price differently , and the taxfinally arrived at is not prop . to original price . Is this
relevant ? Is my idea )

Henderson just says that if the tax rates differ on different
items , excise tax may be progressive or regressive . Suppose two
items only , taxed at different rates . If one has inc . el . of
demand greater than one , & other less , then if that with higher
inc . el . taxed more , system is progressive , if v.v. , regressive .

P. 541
Henderson accepts and repeats the Joseph- Stigler argument .Then remarks that excise taxes can be progressive & ncn- proport . ,that this involves an excess burden , and draws a graph with inc .tefore tax on abscissa , after tax on ordinate , a 45 deg . line

showing line of equality , and two lines underneath it , the differencetetween the lower two being the excess burden , by def . I don'tthink this graph shows much , that he didn't already say from Joseph .
Now he turns to supply side , and follows Wald . Leisure onordinate , all goods on abscissa , draws indiff curves so that wheninc . tax imposed , take taxxxtetsuks more leisure (1.9 . , clactic

demand for leisure in terms of effort ) (its price falls and you takeHero of it? Ne , opond more for it?) !

Get some practice drawing the se curves and showing excess burden ,will probly have to some day . Over
The ideal tax for redistributive purposes is on . "earningcapacity " , if that defined in such a way that individual cannotinfluence it . But as this is impossible , actual earnings are bestsays . (Amazing that they state principles which so directlyd - clare that lvt is best tax , but do not mention it . Even when theyh : ve Hotelling throwing it in their faces )

Now he will consider saving . ( excise taxes di stort choiceb- tween sav . & cons . , but this probably a good thig for society asa whole , to increase cap . formation ) Excise taxes exempt saving ,8. encourage it , which is good for increasing capital he says ,e p . in booms , but on other hand distorts consumer choice . Various
o her complications , conclusion depends on situation . But notest at indirect taxes reduce real income and there by reduce saving .

So by introducing saving , some doubt is brought into traditional

~

Over
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cage vs. indirect taxation .

Also says that irrationality of individual decisions , meaning
meaningless shifts of indifference maps , makes case unclear , for
then it is not , clear that distorting individuals choices will
hurt any .

Why , then , he asks , are people coming to favor indirect
taxation more in Britain now ?

11. It is a means of making tax structure less progressive , which
cannot be done by changes in income tax for political reasons ,

political reasonbut has to be done to increase incentive to work .'
Administrative reason : any one tax , no matter how good

theoretically , is subject to evasion , and those who evade
income tax are caught by excises , esp . luxury taxes .
2 .

3. To rat bring administered prices into line with mc .
This wouldn't apply to.free market prices , but English prices
not free . Excise tax on tobacco.recently justified on grounds
that L was overvalued relative to $ , so too much tobacco was

being consumed . (he's wrong here I think . Reason was that an

excise tax on an imported item is a tariff , and Eng . needed
tariffs at that time to improve terms of trade )
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ch.9, 10, 12

Black Daneam, TheInsidenceof_Inc.Taxes, London,MainMen, 1934

ch.9 : ConditionsAssumed 2 Mechod tobe follend.
(shifting & incidence of raxes issimilar to ideonlyingbenefracaniesof

I c expenditures. Like benefits, taxes onlycome to rest where there's
micted mobility)

To Schyman, 'Incidence' iswho paysit.. 'effec13'is whatitden to
production. Blackdebrons of distinction __Camnom northpink_incidence, speak

'effects! Black willuse 'incidener 'to meam effeers!
Marshall & Edgemoth distinguished incidence, borden & weight of

Blach likes gen. eg. method of_Laugame.
n_which everything is hall ramable, as opposed to set par.

partialeq, & allinteractions considered. (how com all interactionsbe
deved ?) The method calls for large.no.of egns, tobe sol

ispendens in practice. Uschl becauseit h

over various sini.
of

taxes,

volved, whileyou use partial eq. amalyan.
omalegersto pontial differentiation)

ill_of___sivation pre tax vs. pust tax 'method of cf-ative

Lollowing X²
xition from one eq. to another,_disturbance causedbystatics!

Assimes purt, comp. in
not inin_SeNhung, brying factors. No momapaly, but

monoproefopfers oftax a comb ofits effect on demand forgoods, Isupplyof
factors.

X,

Ch.10 : On distegand of expenditure of taxprocends in themyatinadures

He favors counting in expenditure increase in figuring tax incidence, not
considering tax alone. (this crucial to proving income tax reduces work).
Marshall sometimes_considered_benshirs...

ch___12 : Effect on Because inEffect on supplyoflabor.1Faxtax - it bringgiven buch free -_but marg. incentive reduced, Inc. tax
reduces uupply oflaber.___

inc. notand reduced by ine.
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Verygood. But he understates his prints.

Goode Richard,! Inc. Tax & LaberSupply', JPE, Oor 49, pp.428-38

Classical analysn of effectsof• fax on -production AN IN choise bernen lieses &in...
Tax reduces pouxofliesme. Like other price changes, has a subst._effundprice

effect.____But inc.effect_small,because_gort, services come back -itom ince
Atax. Thisscums conclusive to me,butmay evenbe theyarewith more tha

not to Goods,
The moreprogressive the tax, the moreit deters work. Excroes better

-them inc. taxes on thisscare... They do not deter saving,
People also wish for pleasectwork & womt high pretas_inc.

either.

conventionalsymberofsiccen.
Tax_ causes more with forone'sself, reduces Frade, distorts allocation

Costsof training not deductible, training discouraged..____

Cultivate self-sufficiomay, for inc. taxes will rise. Bry hometrots-a good
inv., notsuffect tointl.

_Fluctuating inc. jobs discorraged__

Tax on self-employed depends
counterbalances above sometiones..

11

_long_
I think inequality essential to incentives,
as opportunities.equal._

voluntarycomplience.
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the better, se
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History Reveals
Strange Taxes

MEN HAVE paid taxes and grumbled about
since the earliest days of recorded history.

More than 35 centuries ago , a cuneiform writer
of Sumer in what is now Iraq , cut this proverb on
a clay tablet : "You can have a lord, you can have
a king , but the man to fear is the tax collector."

it

Taxation in one form or another went on . Dur-
ing the Golden Age of Bablyon , says the National
Geographic Society , King Hammurabi used ad
vanced knowledge of astronomy to figure exact
ime of payments.

HAMMURABI was a born internal-revenue man.

When a leap year month was needed in the 17th

century B.C. , he had the sixth month , "Elul,” re
peated . An extra round of taxes , he decreed, would

be due on the 25th of Elul II .

Egypt's pharaohs gathered fortunes in direct
levies and tribute , as shown by graphic carvings
on tombs and monuments . After dividing land

among his people, Rameses the Great (1318-1232

B.C.) set up a special tax scale based on the share
each farmer received.

The Bible contains many references to taxes
imposed by the Israelites on themselves and to the
even less popular demands of Egyptian , Syrian,
and Roman overlords . Mary and Joseph went to
Bethlehem at the time of the Nativity because of

census-revenue requirements.
The Roman tax system as its height was all

inclusive, with charges on land, property, and
income , plus poll , luxury, temple and road fees .

Like other important trading nations , such as
Greece, England and the medieval republic of
Venice, Rome also set duties on both export and
import items .

Feudal Europe struggled in a maze of assess
ments church tithes , royal dues and land and
traffic levies paid to petty princes and local lords.

THE ENDLESS search for state revenues has
led to taxes on nearly everything people need or
desire, including salt , tea , coffee , wines , furs ,

clothing , houses even on water and grass con-,
sumed by animals.
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MOTOR VEHICLE auto license
collections are up nearly $2.6 mil
lion , and gasoline taxes have pro
duced an additional $500,000. In
come tax collections not includ
ing the final deluge of yesterday's
deadline have increased more
than $2.5 million in the nine month
comparisons.

Morris said there was a total of
$155,070,956 in cash on hand , de
posited in banks or United States
securities to Missouri's credit last
March 31.

All state tax collecting agencies
are watching with keen interest
what effect the recession will
have on their receipts . But up to
this point , most of them still are
filing monthly reports of prosper
ity .

Man Says Fireworks
Was 'for the Birds'

f
Shooting firecrackers is " for the

birds," says George Herndon , 32.
He was issued a summons at

8:03 last night for shooting fire
crackers within the city limits.

Police said he was shooting them
in a storeroom above Hunt's drug
store, 801 East Broadway . He said
he was placing firecrackers on the
window ledge to scare the birds
away.
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SURVEYASSA S

STATESPENDING

BY'A."OVATION

By BOYD F. CARROLL
Jefferson City Correspondent

of the Post-Dispatch .

JEFFERSON CITY, Sept. 25
-Curbing of steadily mount
ing expenditures of the Mis
souri State Government under
the existing system of "ap
propriation through automa
tion" was urged today by the
Missouri Public Expenditure
survey.

The survey, a privately sup
ported fact - finding agency
headed by Edward Stples of
Jefferson City , pointed out that
Gov. mes T. Blair and the
Legislature actually had com
plete control over only about
13.5 per cent of the $533,903 ,

000 appropriated for the cur
rent 1958-1959 fiscal year.

The other 86.5 per cent of
the spending authorizations for
the fiscal year , beginning last
July 1 and ending the follow
ing June 30 , are predetermined
by fixed control laws and form
ulas, which give neither the
Governor nor the Legislature
full discretion to determine
needs.

Blair and state fiscal agen
es have established that the
ancial requirements for ope

ration of all activities of the
tate government in the 1959

1961 biennium will exceed one !
billion dollars , which would re
uire additional tax revenues.

Calls for Halt.
The survey, in its analysis

of the state's immediate finan
cial future urged " a halt in

e onward march of appropria
tion by automation ."

It pointed out five ways in
hich appropriations are com
tted in advance to a financ

ng pattern or formula that
holly or partially restricts

he budgetary discretion" of
e Governor and the lawmak
s . They are:
1. Earmaking by state con

titutional provisions of re
eipts from certain taxes , such

gasoline taxes , for specified
urposes. Such controls ac
unt for 21 per cent of the

total state budget.
2. Fixed controls of funds

received from the Federal Gov
ernment, which also sets spe
cific conditions controlling ex
penditures of state matching
funds in some instances . Such
federal funds account for ap
proximately one third of the
state budget for a fiscal year.

3. Requirements that the
state match certain federal
funds . if they are to be re
ceived by the state . Such funds
make up about 10 per cent of
the state budget. 14. Commitments by previous
legislatures as to state funds,
which specify the spending
formulas to be met . Such com
mitments account for about 21 '
per cent of the budget.

5. Earmarking of receipts and
fees received by state hospitals
and institutions for use by the
state boards and institutions
which collect these fees and
receipts.
Some Earmarking Desirable.

The survey, in its study, con
ceded it was sound and desir
able to earmark some funds in
advance of collections, such as
funds for debt service as an
aid in the sale of state bonds
at favorable interest rates, and
earmarking of highway 'user

for highway
poses, to prevent road fund
diversion to non-highway pur

The report urged that any
urther reduction of the con

1 of the Governor and Legis
ature over appropriations of

enues "should be resolutely
voided."

revenues pur

i

A new budget system and
ained budget staff set up on

mmendations by Blair "can
vercome some , but not all of i

the disadvantages of excessive
predetermination by law of
how and to what extent State
funds will be appropriated ,” it
was said.

The survey said further
study of the present fiscal sys
tem would "reveal instances of
needless precommitment of
funds that could be corrected ."

"Control over the purse
strings of the state to the maxi
mum degree possible and prac
tical by the elected Represen
tatives of the State , the Legis
lature and Governor ," was re
commended by the survey..

"This is essential," it was
said , "if state funds are to be .
annropriated prudently in the



SOME TAX CRITERIA

lawmaker, nor easily understood or readily susceptible to public review and
change . Most economists would probably agree that many of our tax laws
defy economic law . Our existing structure includes a maze of shifts of burden
from one place to another , of exemptions and discriminations.

A number of the Section's members believe this Section's next task should
be a reappraisal of the tax system according to these criteria to the end of
proposing whatever tax revisions such study may show to be desirable . Such
an appraisal is a job those who pay the taxes should not shirk.

CONCLUSIONS OF GOVERNMENTAL FINANCE SECTION SUBMITTED
TO COMMONWEALTH CLUB OF CALIFORNIA FOR FUTURE BALLOT+

(Results of Mail Ballot of Section Membership Following Study of
"Criteria of a Sound Tax System")

1. As to each of the following, indicate whether you regard it as
a proper criterion for judging the soundness of a tax system :

a . The balancing of the relative need of the national, state
and local governments. Yes 58, No 24

Yes 67, No 16b . The encouragement of economic effort.
c. Restraint on undesirable economic practices.

d . Social and moral restraint.
e . Neutrality as to economic or social effect.

f. Sufficiency of yield.
g . Ability to pay.
h . Benefits received.
i . Nonshiftability.
¡ . Awareness and ease of understanding.
k . Public control
1. Acceptability.
m . Uniformity of application .
n . Certainty.
o. Reliability..

Yes 38 , No 44
Yes 32, No 49
Yes 34, No 44
Yes 53, No 26
Yes 60, No 24
Yes 69, No 15
Yes 49, No 31
Yes 77, No 5

Yes 72, No 10
Yes 37, No 38
Yes 75, No 6
Yes 76, No 5

Yes 59, No 20
p . Efficiency of administration and collection .

2. Do you believe that we now have a sound tax system ?
Yes 74, No 8

Yes 12 , No 67
3. Irrespective of your opinion on the above questions , do you

approve the Section's proposed report as to form and content
only? Yes 73, No 6

1

57

Considered an
important

criteria by :*

(20)
(30)

(11)
(5)
(8)
(24)
(31)
(24)
(15)
(22)
(18)
(3)
(27)
(12)
(8)
(18)

Members were asked to check , if they desired , five important criteria.
A Section vote cannot commit the Club . To determine the Club's viewpoint , a vote of the Club's
membership is necessary.
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In Support of the
Section Report
BY LOUIS I. KROEGER
Management Consultant

PRESIDENT BOHANNON : We will now
call on Louis J. Kroeger, to give us the
argument in support of the Report. Mr.
Kroeger, management consultant, was
Chairman of the Section when the study
began and is Chairman of the Committee
which drafted the Report.

THTHIS REPORT is the result of a very long study , of many sessions of the Section's
Drafting Committee, and of much discussion in the Section itself. I strongly

suspect that no combination of words as long as a phrase or clause has survived
from the original draft.

There has been a great deal of earnest thought, of hammering out honest differ
ences of opinion about what such a report should include.

Subject of Report Important
Three reports recently sent out by a research organization indicate how important

the subject matter of this Report is . The first advises any of us who own stock how
we should manipulate our stock between now and the end of the year to minimize
the tax effect of our transactions.

The second advises any of us who manage corporations how we should manage
division of our corporate earnings between now and the end of the year to minimize
the effect of taxes on those earnings .

The third was a more general report on the economic situation which included
a prediction that there would be no tax reduction next year unless a severe economic
slump should make such an adjustment necessary.
Encourages Evasion

The thing that impressed me was how these three reports suggest that our present
tax system encourages widespread evasion , flouting , or taking advantage of the law.
The authors are acknowledging that to a considerable extent the present tax system
may indeed be a severe burden on our economic system .

This relationship of taxation to our general economic well-being makes it im
portant that we give serious consideration to the Section Report.

Sixty-seven members of the Governmental Finance Section have concluded that
by the criteria offered in the Section's Questionnaire (page 57) and most of
these criteria have been accepted by the Section vote- we do not now have a sound
tax system . It behooves all of us to give serious thought to what needs to be done
about the tax system.

Preceded by Related Studies
Over the last five years , the Governmental Finance Section has been engaged

in a series of related studies . One was specifically concerned with the tax problems
of cities where cities must look to raise their revenues. That was followed by a
more general Report on controlling expenditures in government service ; we analyzed
various aspects of government expenditures and hoped to find some means of cur
tailing their spiraling effect . This Report was related to the specific, direct aspects
of budget planning . A following Report analyzed indirect aspects of expenditures.

In the current Report we turned initially to a review of what would constitute
a sound tax system . We found that study too broad in its concept and decided first
to try to find the criteria by which we could judge tax systems.

Then came the suggestion that , as a further step , if we are seriously concerned
with taxation (as the vote here would indicate ) there should be a further study

I
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People are very free about asserting certain taxes are
passed on . Union Oil Co , SF Chrinicle , p . 28 , Mon Aug 11 ¹52 ,
asserts thatcorp inc tax , sales & excise taxes , social insurance
contributions , & property taxes , are all passed on .

Property taxes " ( If a family rents its home , farm or apt ,
it may not pay all these taxes directly . But it pays them
indirectly , for the landlord has to include them when he sets
the rental price . ) "



ed. Tax.Policy for Ec.._
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Finance Week

25 PER CENT CEILING 'ON TAXES?

If a 25 per cent ceiling on fed
eral taxes becomes law:

Individuals with high incomes
will get big tax savings.

Big corporations will pay about
half the present tax rate .

Government will have to cut

spending , or find new tax fields.
Peacetime rearmament may

have to rely on borrowed funds.
Here are the facts about the

proposed lid on U. S. taxes.
There is a real possibility now that

the U.S. Constitution will be amend
ed to fix a 25 per cent limit on the tax
that the Federal Government can im
pose upon the income of any person,
the profit of any corporation , or the
proceeds of any estate or gift.

That possibility and the vision of
a 16-billion-dollar annual loss in federal
revenue-is causing concern in the new
Republican Congress.

Already, some 28 State legislatures
have passed resolutions demanding the

jäljačala

U.S.

Corporations

NOW PAYING
mmmmmmmmmmmmmmm

$23.7
BILLION

TILETE ]=

Beeeeeee

WILL PAY

U.S.

:

It Could Come-What It Will Mean to You

tax limit. If 32 States act, then Congress
will be required by the Constitution to
submit the 25 per cent Amendment for
ratification by the States , or else call a
constitutional convention .

Actually, at least eight of the 28 State
resolutions are being challenged on le
gal grounds. Yet the demand has been
approved by one house of four other
legislatures and will be pushed in many
State assemblies that meet this year.

Just how this campaign can work out is
explained in detail on page 50.

Opposition to the whole idea of a
rigid tax ceiling is widespread . A show
down may be delayed for years."
Even so , Government tax authorities
are evidencing concern . They are look
ing into the question of what will hap
pen if such a ceiling is forced on the
Government.

Effects, as uncovered by these au
thorities , are these:

Tax revenues of the Federal Govern
ment will be reduced drastically by a
25 per cent tax limit.

Based on estimates by Tax Advisory Staff of the Secretary of the Treasury

86

Corporations, in income and excess
profits taxes, will pay 13.5 billion dol
lars less in a year if the amendment is
adopted-provided their income is as
high as it is now .

If Taxes Stop at 25% ...
Individuals

NOW PAYING
mmmmmm

$33.6
BILLION

eeeeeeeeee

WILL PAY

Individuals will pay 2.7 billion dollars
less in income taxes.

Estates and gifts will be taxed 143
million dollars less than they are now .

Federal Government , for its part, will
find these revenues dropping from 58.1
billions now to 41.8 billions-or by 28
per cent on the basis of estimates made
by the U. S. Treasury Department.

What all this means , in the official
view , is a national sales tax of at least 10
per cent on everything , including food .
Government, it is explained , will have to
turn to a sales tax in order to get the
money it needs .

!

Those who favor the proposal, on the
other hand, deny that a sales tax will be
necessary. The whole idea , they point
out, is to cut Government spending, to
force Government to give up some of its
scores of programs.

As official planners see the proposal,
it also means an end to the "safety valve"
provided by present taxes . As rates now
are fixed , they say, a business recession
causes an automatic drop in tax pay
ments . That stimulates private spending.

As prices and incomes rise, the tax take
rises even more rapidly . That, accord
ing to theory, discourages inflation.

(Continued on page 88)
191

Estates & Gifts

NOW PAYING
mmmmmmmmmm
$895
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Total tax saving:($16.3 ) of which corporations will save $13.5BILLION
BILLION
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1953. By U.S. News Pub . Corp.
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Changes in Taft-Hartley
may advance AFL interests

There still was a possibility that the
CIO might get one of the four assistant
secretary jobs in the Department, but
this was not enough to restore CIO's
prestige.

The future doesn't look good for CIO,
in terms of Washington influence . Where
CIO formerly received White House
blessing for wage demands, it now could
expect Ike to remain aloof, or even to
encourage employers to resist.

AFL's influence , on the other hand ,

is likely to grow . The AFL may be able
to get some of its ideas written into the
Taft-Hartley Act amendments . AFL
may get a break through amendments

L

-Harris & Ewing

CIO PRESIDENT REUTHER

second fiddle?

that will help it and hurt the CIO, with
its industry-wide unions . AFL may have
more influence in the writing of other
labor legislation .

The CIO is more vulnerable to injunc
tions under the Taft-Hartley Act's emer
gency section than is the AFL , and CIO
may be in court oftener than under the
Truman Administration . This section of
the law allows 80-day injunctions against
strikes affecting a vital industry, or a
major part of it . The CIO calls more in
dustry-wide strikes than does the AFL ,
which bargains more on a plant or area
basis.

Attempts to bring about a merger of
CIO and AFL probably will be set back
considerably by these developments . If
AFL retains a favored spot with the
Eisenhower Administration , and CIO
remains out in the cold , the AFL is not
likely to hurry into an alliance .

JANUARY 23 , 1953
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governmentcontracts

INVISIBLE ARMOR

www

Get the LATEST word on invitations and
bid requirements and GET IT FIRST.

Our Washington Service Bureau has daily contact
with the Corps of Engineers , Air Force , Navy, and
Veterans' Administration and gathers up-to-the
minute information . Bulletins are prepared show
ing who is issuing the invitation- the location of
the job- where bids are received when they are
to be opened—the description of the project and
all other available information.
YOU can receive these valuable reports without charge or
obligation by completing this coupon and sending it to
our Washington Service Bureau.

National Surety Corporation , Dept. U
413 Woodward Building , Washington 5 , D. C.

Firm Name

By

Street Address

City

Na

DE
33 22 2

Fairchild Aerial Surveva, Inc.

YOUR INVISIBLE ARMOR IS A NATIONAL SURETY BOND OR POLICY

NATIONAL SURETY
National Surety Corporation , 4 Albany St., New York

Please add our name to your contractors ' mailing list.
We understand there is no charge or obligation on our part.

Position

State
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Gateway to business
in Indiana -

$

NDIANA NATIONAL BANK
OF INDI POLIS

Condensed Statement
at Close of Business

of
Condition

December 31, 1932
Resources

Cash on Hand and on Deposit withFederal Reserve and Other BanksU. S.
Government Securities .Other Bonds and SecuritiesStock in the Federal Reserve Bank.Loans and Discounts

Bank
Buildings

Accrued Interest Receivable .
Other Resources

Customers' Liability under Letters of Credit

Liabilities
Capital

Surplus.
Undivided Profits
Accrued Interest, Taxes and Other ExpensesDividend Payable January 2 , 1953Deposits

Unearned Discount .
Letters of Credit Issued .Other Liabilities

Directors
RUSSELL L. WHITE

Chairman
WILLIAM P. FLYNN

President
WILSON

MOTHERSHEADExecutive Vice-President
ROY E. ADAMS
CORNELIUS 0. ALIG
FRED G. APPEL

WILLIAM A. ATKINS
EARL B. BARNESR.

NORMAN BAXTERC. HARVEY
BRADLEY

VOLNEY M. BROWN
FERMOR S. CANNON
BRODEHURST ELSEY
EDGAR H. EVANS
HARRY S. HANNA

$
124,561,621.74

167,012,792.78

$
6,500,000.00

15,000,000.00

6,076,478.29

$
291,574,414.52

26,528,019.37

645,000.00

88,631,507.91
2,000,000.00

933,664.76

599,037.38
286,332.97

$
411,197,976.91

$
27,576,478.29

1,774,585.36
227,500.00

380,358,664.94
575,513.95
599,037.38
86,196.99

$
411,197,976.91

HERMAN C.
KRANNERTW. I.

LONGSWORTH
JOHN J. MADDEN
MYRON J. McKEE
JOSEPH IRWIN MILLERPERRY E. O'NEAL
CHARLES S. RAUH
SAMUEL B. SUTPHIN
JOSEPH O. WAYMIRE

Since 1834, the Indiana National Bank has been at the heart of
business and banking in Indiana. We believe the statement above attests
the Indiana National's stature and capacity to serve you- effectively.
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The Business
is there...
New Construction jobs you want

But if you don't
know where ,
you can't get your share

Dodge Reports
will tell you

T

where your opportunities are...
everyday- anywhere east of the
Rocky Mountains . Get " How to
Use" book free . Write Dept. U. 532

DODGE REPORTS
119 W. 40th St., New York 18, N. Y.

Timely, accurate, comprehensive
construction news service

THE FIRST STEP IN EVERY SALE

In

good

company

for

88

.W. DODGE

COLUMBIA
GAS

SYSTEM

Look over the advertise.
ments in this issue . You'll
notice how many differ
ent kinds of business and
products find it advanta
geous to advertise in
"U.S. News & World Re
port." Ask your advertis
ing agency for their facts
on how the "magazine of
essential news" may fit in
your own advertising pro
gram .

TREES
3 to 5 year healthy selected trees , 6*

to 16 " tall , 5 each of : Colorado Blue
Spruce, Norway Spruce , Austrian

Pine , Scotch Pine , Douglas Fir . Post
paid at planting time . For Complete
Evergreen Catalog write Box 24 -A .

MUSSER FORESTS, ∙Inc.
Indiana , Pa ,

THE COLUMBIA
GAS SYSTEM , INC .

The Board of Directors has declared this day
the following quarterly dividend:

Common Stock
No. 74 , 20 % per share

payable on February 14 , 1953 , to holders of
record at close of business January 20 , 1953 .

DALE PARKER

SecretaryJanuary 8 , 1953

Finance Week

Family of four would not gain by ceiling on tax
unless income went above $20,000 level ...

It is this safety-valve action that tax
officials expect to be knocked out by any
25 per cent ceiling.

Other effects , too , are predicted for
the proposed tax lid.

Huge tax savings to be realized if the
proposal becomes law will go almost en
tirely to bigger corporations and to in
dividuals with higher incomes.

For individuals , the 2.7-billion-dollar
melon will go to 1 per cent of the coun
try's 42 million taxpayers . These are the
upper-income persons who now pay an
over-all rate of more than 25 per cent on
their incomes . This Treasury estimate
assumes that the ceiling will be in the
form of a maximum effective rate on in
comes figured after deductions.

For single persons , only individuals
with incomes above $8,000 will benefit
from the proposal . Married couples
with two children will need more than
$20,000 to share in the cut.

theFor higher-bracket
windfall will be substantial.

taxpayers,

A single person getting $100,000 a
year, after deductions , will find his tax
reduced from $69,688 now to $25,000 .

He will save $44,688, or 64 per cent of
his present tax.

A married couple with two children
and an income of $500,000 a year will
see its tax reduced from $ 411,224 to
$125,000 . With this 70 per cent tax re
duction, the couple will keep more than
three times as much income as now.

That, at least , is the picture of tax
cuts that the U. S. Treasury shows for
the 25 per cent tax ceiling .

For corporations , an effective ceiling
of 25 per cent on income taxes will have
these results:

The present 30 per cent “normal”
rate on the total amount of net income
received by all corporations will be re
duced to 25 per cent . That drop already
is scheduled in law for April 1, 1954.

The 22 per cent surtax on all corpo
ration income above $25,000 will be
wiped out by a 25 per cent ceiling . This
is Government's really big money raiser.

Excess-profits tax-now 30 per cent of
so-called "excess" profits-will be killed
by the ceiling , if adopted . It is scheduled
to die next June, anyway.

Tax-saving melon expected by cor
porations under a 25 per cent limitation
will be cut like this :

A small corporation , one making $25,
000 a year in profits , will save $ 1,250 per
year under the amendment . Actually,
this tax cut-about 16.7 per cent- is one
that small corporations will get before
long, anyway.

A larger corporation , earning $100 ,

000 a year, will find its taxes dropping
by $21,500, or by 46.2 per cent.

A still bigger corporation , one clearing
1 million dollars a year, will get a tax
cut of $264,000-about 51 per cent.

All corporations earning at least $300,

000 a year will get a tax reduction of at
least 50 per cent . At the maximum , a
corporation paying the top income and
excess-profits tax rates will get a 64 per
cent cut in its taxes .

Estates and gifts will be affected far
less than incomes. Exemptions are so
high that only about 1 per cent of the
estates passed on by individuals are
subject to any federal tax . Big estates ,
though , will benefit .

-Wide World

CHAUNCEY REED

time to put on the lid ?

Tax on a single person's 10-million
dollar estate, for example, will be re
duced 2.4 million dollars , or by about
half, under the proposed ceiling.

A married person , using the bene
that go with income splitting, will
to leave an estate of more than 20
lion dollars if his heirs are to sh
the tax cut.

As for gifts, the proposed tax cut will
begin to take effect at even higher levels
than for the estate tax .

Other effects of a 25 per cent ceil
ing also are being turned up .

Graduated income tax will be all but
dead, if the ceiling is adopted as pro
posed . Rates will start at around 22 per
cent on low incomes and rise to 25 per
cent. If Congress reduced rates on low
incomes, to keep the graduated-tax prin
ciple, revenue loss would be still greater.

U. S. NEWS & WORLD REPORT
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Rolph has a peculiar concept of " shifting " . By tax " shifting" ,
I mean raising the selling price of the taxed article including tax ,
i.e. adding tax to price . Rolph means increasing gross receipts of
taxed industry . (whenever shifting is discussed , mention this ,
mention that I am speaking of shifting in conventional way ) Thus
if demand for an industry were of unit elast . or more , the tax
could not be shifted , for consumers would spend less on the
product , regardless of price , regardless of how much price rose .
So determining factor to Rolph is elast of demand.



About analyzing effects of taxes & assuming an increase in
govt . expenditures corresponding : let us admit that you can doit either way . Is no reason for saying one way right , other
wrong . Just so you recognize what you are doing . I imagine
Rolph would agree .

Both Black & Goode have pointed out that when income taxes do
not reduce income of individuals because services given back
free , that you reduce supply of resources offered for money .
Which is very straightforward & obvious , really . When earning
money is no longer the means of acquiring satisfactions , people
cease to bother to earn it . Other means of making them work must
be found . Which is an old but Goddam true observation .
On which I could write an interesting study , comparing money
incentive system with alternative incentive systems .

Rolph's argument that interferences with freedom are ok because
they may counterbalance other interferences is not 100% wrong .
E.g. , if you tax non-monop . products , force resources into monop .
industries , they may produce things of more value there , even
tho they get less returns . But , as a practical matter , to say
that the chances are just as good that interferences will balance
out requires tremendous proof . Offhand , seems to me at least a
9-1 chance that you will cause further distortion . Indeed , to
konkxuponzkbæzïzŁŁArxaxzRokpzdasxixz say that the discr . tax
might improve allocation is to say that it would be part of an
overall system that was less discr .

---

His other argument , that taxes are not really taxes , is just
hogwash .

Rolph says that intermediate services of govt . are small .
I imagine they are very large . Outweighed by military , to be sure .

i



Rolph on incidence of single commodity tax .

His motive , I believe , is the usual combination , to upset the
apple cart and be conservative .

His assertion : single commodity tax is a burden on factors ,
not on " consumers " ,

His argument : the loss of cons . surplus due to higher price
is offset by the lower prices of other things the resources produce
after being displaced from this field by the tax . ( which is wrong
because the other things they produce will be less valuable )

Besides which , the distinction between consumers in general
and resources (producers ) in general is meaningless . Except for
individuals living off assets .

He speaks of the loss to producers in competing industries into
which the displaced resources go as part of burden of tax , as
"sideways shifting " . But this is not burden or shifting , as it
has nothing to do with paying tax . It is just an incidental effect ,
a redistribution of income among individuals due to the movement
of resources occasioned by the tax . Of course it is of interest ,
for the burden of a tax is the final net loss of income caused by
it , and to complete the analysis we would have to add up all the
gains & losses to each individual .

The more elastic are demand and supply , the less tax is collected ,
for the more resources and consumers leave the industry ●

Rolph says the loss is all the producers ' , not the consumers ,
because the consumers can buy other goods cheaper not . In first
place , this not strictly true , as shown ; in 2d , is no more
reason to say this than to say that producers are just as well off
because there is now more demand for their services in other
industries which their will be unless demand for taxed item is
inelastic , & in that case burden is obviously on consumers .

Rolph's method of assuming taxes independent of expenditures
abstracts the excess burden of tax . For , as it is not really a tax ,
but just a means of reducing money in circulation , only net burden
is effect in distorting allocation .

The truth , is , of course , that those who are closely bound to
the taxed commodity , either as producers or consumers , will bear
the tax , while those producers & consumers who can escape will
not bear it . Rolph supplements ixix the straightforward analysis
in terms of s & d elasticities by observations on effect on other
prices . He observes that suppliers moving outwards will lower prices
elsewhere but not that consumers moving outwards will raise them .
So he fails to handle case in which demand is elastic .

More than that , involved in his reasoning are two basic assump
tions that foul up everything : first , that taxes are just money
collections , not matched by expenditures , for analysis ; 2d , that
allocation is already distorted , that taxes have as good a chance
of improving allocation as distorting it further . Using these
two assumptions , he reasons that consumers are no worse off
because the new goods may be worth more -- tho this is obviously
false , for if they were the resources would already have been
producing them ; and that producers are much worse off , because
demand for their products has declined , because the govt . doesn't
spend the money it collects .

-
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Rolph Review , p.2

In my analysis I would not use these two assumptions . I
would assume an increase in govt . spending equivalent to the .
tax , as otherwise it is no tax . Of course you could reason
w/o`xit , in which case you have abstracted excess burden , and ,
in addition , you have assumed deflation , which means a windfall
to holders of money , Rolph's " consumers " , and that is one reason

- he gets no burden on consumers . But he doesn't explicitly statethis . He has just as many resources working for consumers after
the tax as before , just differently distributed .

Could expand on this indefinitely , but have enough for any .
exam .

Summary of my stand on Musgrave

Musgrave tries to show that corporate proportional incometaxes with full loss offsets will not reduce investment . On
grounds that it is simply a question of how you are going to
hold your assets , not of how much assets you will have , that the
main deterrent to real investment is "risk " , that inc . tax with
offsets gets rid of risk , hence encourages investment .

Even if this were true , the shouldering of risk by govt . would ...
result in people's taking uneconomic risks . Indeed , even if it is
not true , this holds . Loss offsets means a distortion of capitalallocation because the incentive not to lose money is gone , or
reduced , so managers will not put themselves out so much to
prevent losses . & govt . will have to step in to direct allocation
to prevent gross waste .

Anyway , as to holding assets , when returns from inv . in general
are lower , you hold more assets as money ; and you tend to live on
the assets you have , instead of investing them again . This
is explicitly stated in Somers ' expression of alternative ways
of holding assets , one being consumption .

Besides , investors also have other sources of income , or
most of them do . Musgrave's argument is based on the assumption
that a lower income due to lower yields causes xxx- xx an increased
m.u. of income . But this increase may be negligible . We do not

para determine m.u. of income by the size of our income , but
by the am't of our assets . If we already have large assets , changes
in income have negligible effect on m.u. of income to us . If we
do not have assets , chances are we work for a living , and property
income is negligible to us , so again reduction of yields does not ...xxx increase m.u. of income much .

Musgrave argument applies to your choice between different
kinds of investments . But not to investment in general . Is a
suggestion in it that you will tend to hold less of your assets
as money , more as other things , thus increase real investment .
This overlooks basic pressure that , as implicit yields from money
not taxed , while explicit ones are , you tend to hold more money .
Besides , is some question if , by shifting assets from one form
to another , you create more assets . Investment occurred when
you accepted money . When you buy another asset with the money ,
you are giving someone else a chance to invest in the money , but
they have that chance anyway , and if they do not wish to invest
in the money they pass it on -- still , tho this increases Vêc
money commands no more assets , the assets have been created , so

-



Rolph Review , 3

perhaps you have created more assets . Anyway , is question about it ,
something to write about .

Further criticism : Musgrave assumes the only deterrent to
investment is risk of loss . But if that were so , distribution of
anticipated yields would center on zero . Ïsxax£¤¤£ì= well , onlyif that much inv . were called forth so productivity of cap . were
zero . But if only deterrent were risk , that much WOULD be called
forth , no effort . As capital gets a price , must be further deterrent .
This not reduced by lowering income much , etc.

Springs from Keynesian bs that only sacrifice made by investor
is parting with liquidity . There are , of course , individuals ,
and amounts of saving , which require no return . But the amount of
investing which the economy gives yields to requires yields to
call it forth . And if there were no yields from investing , there
would be no point , social or individual , for investing . Except to
prevent deflation , and this can be handled other ways .

Cary Brown recognizes there is a deterrent to investment . So
he says the effect on investment of the proportional corp . income
tax is offset only if you both offset losses and also let the
investment be deducted from tax in the year nade , which amounts to
exempting the income from the investment from taxation . Because
otherwise you would subtract amortization over earning lifetime
of asset . This way you get that offset to taxes right away , getinterest on it .

~

Further thought on Musgrave : when you reduce people's incomes ,
they have less capacity to invest .

Putting basic criticism another way : people expect gain to
exceed loss ; hence loss offsets do not compensate for the tax .

Besides , people like risk . In sense of risk of gain . Risk of
loss they don't like so well . But if define risk as dispersion of
anticipated possible future yields , they like it .

Rolph uses some graphs to illustrate points . Typically , he
uses them to bolster something that is obvious w/o them , & spends
too much time on these . non-essentials . He puts risk on ordinate ,
yields on abscissa , individuals have preferences of combinations
of risk and yield . But with a tax , they prefer more risk per yield¨¨¨before tax .

When you spend money , you are merely taking possession of goods
to which you already had title , which you already created . You
are not investing . You may be causing others to invest more than
they otherwise would . You are making others hold more cash . They
may just sell you existing goods for it . It is probably more likely
that , in response to your action , others would simply change
composition of their assets , rather than total . For alternative
is they should increase their assets , produce more than they
consume . But don't get into this too far or deep .
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Joseph, Excess Burden of Indirect Taxes; R.E. Studies,_ June '39 p.226
4Stigter, Themyof Price, p. 8.1-2
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Flattade unconditional taxes reduce abilityto buy liesme, butalso
Butifyou didno workbefore, you must work
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returmmarg.
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Linamoes by inflation, this lomers living standard, & also lomers.
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you work more...
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effect,
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Inc. tax, annomvement effectisde morhiefectisto make you take mon liever,-since that formof mcomenot taxable. Thisis the subst. effect, no?).
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A review ofjustwhatis meant by inc.&_ subst_effects___

+

M h

a

Price rises from a to b.___ Consumer-mones from position toj...
The inc. effectis that the movement to indiff. curve II if relative_Prices

inchanged. _The_dotted line 11 to ma show it shom inc equivalent to that
at_j. where it is π (same indiff. curve, same inc.) ( itis perhaps apoor
name._Levelof samsfaction effect' better.)

tang.

The 'income effect' is in the movement from hook. The substituti

-effect themovement, along II, from ktoj.
This works backwards too, when Px falls._.

Qx
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A.Henderson, 'The Can for Indirect Taxation', EcJnl, Dec 1948
Rolph & Break Welfare Aspects of Excise Taxes!, JPE,

Domar& Msgram, Prop. Taxation & Risk Taking, QJE, May 14.4

ab 49

Common argument ; excise taxes are.. regressive.regressive &bad...
This assames tax is shifted [which means lower rates of return
caused to buyers.]...

Classical indictment of excise taxes because (theyaddto
me & reduce production) consumer scophs is reduced, by trianghe....|

Leave old typermber in Giam., takenotes!

comz .
Govt. gets rectangle, individual love rectangle plus triangle

Rolph skeptical of cons surphs argement, based on ans.
mong utility of m, R. saysit.saysityou had spent more on previous

nocte be ready to spend lessyou. Doctrine..to spend less on remainder.
of consumer scophs.justified in ground..ground it shored 'excess birden.
mits

that prices

St

Hotelling. Concerned with welfare ec.,with misuse of
should have p=mc, even if incer losses.

S.

resources.
Toll bridge. MC = 0,_ should be no toll.

shouldjust cover mc, not fixed custs.
been built at firstis another question, to H.
are monops, competitime pricing won't work right)

to me,

Doctrine of 'excess birden...
Assimes tax added toprice.

!I say,
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reasoning.
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_Case for progressive taxation : equalitarianism.

Price mightbe
sufficient.
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Stigher angement in taxation is basedon idea that you
distorting his choices, &. this causes extra birden.

says enly corgiment doesn't hold,I everything subject toFrisch
excise tax.

Rolph says.y
commoting

Line stums all possible conſomations ofres
resources.withgiven.y

x

——

arean

2 commodities.

not
taxed, mill

Now tax x, lomun am't ofx.produced. Move from R toS, on come(not line). if taxy the same, no Mange, output maffected.
Prices to consumer unaffected. - except liesire & saring

get.more lessproduction. Henderson talks about this.
Rolphnever adds taxes to custs, but thears as reduced prices.

Tax lower price you.com get.. Burit all commodities taxed,
opp. cests lemmr, casts finired as much as P.so production not
changed. (but liesme_not taxed) Even aside from liesme.

No(whichis why musthave equality, notjust proportionality).
excess burden. Mary Excise taxes do not reduce reduce production
& raise price, no excess birden. (if they don't. Bort, like all
conditional taxes, they do reduce production)



Stich with that marginal vs. infra-marginal conception. It covers simation

Robbins, On the Elasticityof Demeans for Incomen Termset Efterr
Economica, 1930
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Rolph, in ass, no expenditure comesponding to taxes des in effect assuming on birden from taxes
atall. (Even on this ass., is om excess mano FOX-C4, fer they make abirden where was

more)Rolph & Break , The Welfare aspects of Excise Taxes . JPE , Feb. ¹49

burden from

Discussing the Joseph indiff . curve argument about indifecttaxes . Two main criticisms : 1. , Taxesin general do not_make____people worse off , because there is less m to spend , they simplylower prices and the same output is put out . (but people willnot produce as much as before if m demand is less than m costs____
of production . And alternative to this is assuming govt spend s
the m it takes in in taxes , which Rolph evidently is avoiding )2. , involves ass . that res urce allocation was ideal before
the tax . But if it was not , tax might just as well make itbetter as worse . ( a poor argument , for it implies you can
improve society by changing the symptoms of evils , rather thanthe causes ) ( Same thing Frisch erroneously tossed at Hotelling .Frisch & Rolph in this represent blind reaction to constructiveideas , have nothing of their own to offer that is constructive )

(as to 1 , they also ignore that with increased income you save
more , hence prices will not rtxexbyzfuitxanuntzafxincreased
tnxonex fall by full amount of reduced income . Except that sincethe reduction will be only monetary , if prices do fall , realincomes will not have fallen and saving need not fall )

The released resources will be used to produce other things ,and these things may be worth more to society than the thingsnot produced he says . ( this obviously not so for , if they were ,resources would have been producing them before the tax )

-

1. In making this argument , Rolph is implicitly assuming thattaxes are independent of expenditures of govt . , hence that taxationhas same effect as not- spending , that prices will fall due totaxation . In short , that govt . will not spend the m it raises bytaxation . This is obviously irrelevant . We must start out bygranting that some revenue is going to be raised by some method ,and are comparing the methods . But if govt . merely squirrels thetax m away , it has not rais d any revenue in real terms , has nottaken anything real from ENMERE the public , has just loweredprice level . Rolph takes these chicken shit arguments just toget something in journals I think , just to look as tho he's makinga point . He should be very explicit in saying he's making this- rather odd assumption .
But he does say that this doesn't really hurt argument thatthere is excess burden .

He gets supply picture onto indiff . curves by putting on his"compound-production curve " onto same map . Tangency of it withindiff . curve is pt . of max . welfare . He also has a price linegoing thru here , tangentto both curves . Then , with tax , price linemoves steeper , is tangent to an indiff . curve at new intersectionwith production curve , but not tangent to production curve . Butthe production reached must be on this produc tioncurve , so thisis where new production will be , and is on a lower indiff . curve .(what about former me thod of determining pts . ? )
They are careful to point out that this only holds iforiginal pt . of eq . is best . ( seems to me even if it not best ,excise tax likely to shift you farther from best ) ; and that auniform excise tax would produce no shifts of resources ..Says allocation improved by excises on things not sold atkonpattttxa monop . prices , forcing people to buy from monops!Excise taxes may be good on things rich buy , a subst . forinc . progressive tax . But people who produce luxuries may beinjured , so dubious . In general he is not so much for excisetaxes as against certainty . He likes to leave things up in theair , in his articles asin his classes.

-
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article
potential

Seimewith
Josephargement.

Basis of Marsil argument vs. excise taxes is that production$11will be reduced . Rolph is right in pointing out that the displaced
factors will produce something else . But he should say that the

1other things they produce will not be as valuable as the things
from which they were displaced . This , it seems to me , is the argument
vs. discriminatory excise taxes . And not Joseph's geometry From
the demand side , consumers will have confronting them higher prices
for something they want more , and lower prices for things they wantless which is a less clear way of observing the same thing fromthe other side . The argument is clearest from the supply side .It is the same as the argument against any barrier to the free mkt .
Factors are kept from moving where they will produce the greatest
human satisfactions .

F

2½/2

1

A system of perfectly proportional excise taxes , i.e. that did
not change the proportions of prices , would not distort allocation
of factors among different work , but only x between work & leisure .

In analyzin , taxes on work in general , they tend to cf. them
with no taxes , and get inconclusive results as to effects on supplyof work . Eat They shouldn't , the conclusions are pretty clear I
think . But in any event , they should rather be cf.ing them to alternate
taxes , esp . to taxes that are not conditioned on work . Such taxes.
take away money and thus have all the incentive effects of other
taxes , but they do not lower marg . returns to work , thus have noneof the detrimental effects . A very clear case . But no one has
pointed it out . Something for me to do . Is pretty easy to do .Another article for Am . Jnl ?

I do not think , then , the argument vs. excise tax can be based
on loss of cons . surplus . For the displaced factor s will go into
other production , and may create as much or more c.s. there as in
what they left ? No , for in where they go they will be scattered &
applied on the margin , while that from which they were driven , theirproductivity was higher non - tax productivity by the amount of
the c.s. at that point the c.s. and the m.productivity arguments
then merge ? No , they are additive . The mp argument refers to thedepth of the s curve below price , bafers i.e. to producers surplus .The other to the part above price . The discrim . tax takes factor from
producing something of greater value , of which he can also produce a
greater amount , and puts him else here at margin . Both these can bestated w/o using the controversial ideas of cons . & prod . surplus .

The sort of argument Rix Frisch essayed , that prix base pricesdon't mean muca anyway because already affected by other inst .
imperfections , is further wet because it means , if carried to
logical conclusion , that prices mean nothing , that economics meansnothing , is no point in economizing on anything .

wl
The Joseph indiff . curve approach has the disadvantage , among

others , that supply is not shown on same graph with demand , so onlythe loss of cons . surplus is shown . ( if that ) ( Hicks has c.s. as diff .
of what you do pay for an amount , and what you would pay for it . Thisis a diff. concept -- as he states from c.s .. which is not what you
would pay for the whole amit , but for each unit taken separately goingdown the curve . And I don't see why Hicks concept is any more useful )
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Hotelling's
propositionin

3

Hotelling says that mc should eq . p , in all cases , or rather that
price charged should eq . mc , and implies this is not always followed .
Seems to further imply this means capital costs will not always be
covered .-- without defining capital costs . This , tho well meant ,
leaves some important matters fuzzy .

Abstract from monop assume p eq marg . revenue . ( H. did not
specify ) Then everyone will increase production until mc eq . p --it is not a question of placing p eq . to mc , causation is the other
way . The yields of the capital invested are the difference between
those marginal costs before the final ones and the price finally
for which products are sold .

P eq mc is not , therefore , a formulation which denies returns to
capital .

H. was thinking of a non- competitive situation , probably with
declining costs to scale too , where price is set by administrative
decree , not the market . Argued that price should be set eq . to mc
without saying tho just where this equality should be est . , but ,
implicitly , he meant that production should be expanded until such
a point as prices fell , and mc rose or fell less than p , so that
p eq . mc . He should have stated this more explicitly . 2 , that even
if this price did not cover costs the project might still be justified ;
3 , that covering costs was no consideration in setting an administered
price , but just making p eq mc . This latter idea is correct , but sounds.
alarming as stated . ( Hot . was at fault in writing with the fervor of
a socialist in condemning the price system , when he should have been
more accommodating to those he was alarming , presented this as an
amendment to what they already knew , rather than as a triumphant
argument over prejudice . ) For it sounds as tho he would overlook
costs in planning projects also , but he wouldn't . He would use cap .
such that it gave highest yields , as he defines yields . But once
the cap . existed , then only mc would count . Besides this , he
would subsidize declining cost industries , and that is dubious .

Why should they merit special favors ?
Anyway , the main point is that Any monop . should act like a

competitor , i.e. charge p eq . to mc , or increase production until
mc eq . price . The only reason a monopolist would do otherwise
would be , not to " cover costs " , for he is out to get as much as he
can in any event ; but rather to exploit a monop . position , to
consider mr & mc rather than wage & price . ( Hotelling didn't consider
monopsony position , used mc like cost of factors ) . But it is argued
that x r.r.s etc. should exploit that monop . position to increase
total revenues on grounds they ought to cover their fixed costs . And
H. argues vs. this , rightly . This is a radical new principle for
setting rates of p.u.s , lowering them , and taking up the excess bysite taxes . A phenomenal suggestion and no one knew what he was
talking about , and negative minded Frisch & Rolph carped at him .

(note that anything which is a monop . by nature creates lots of
ec . rent , because of falling demand curve . Hence is a natural subject
for public ownership , subsidy thru taxation where nec . )

I don't see this argument that prices need only be proportional
to mc , instead of equal . ( i.e. that prices should bear same proportion
to each other as mc to each other ) For if mc all exceeded p in same
proportion , still you would be producing too much of everything .
Maybe all they said was that excise taxes were ok if they didn't chang
the proportion of p to me , and that is another matter , involves a
tax , is ok .

——

1



What is the essence of the Joseph argument? Could it not be turned
around , so that by taxing all goods but one , making it relativelyovercheaper , you make all better off by flattening the price line ?

Review , first , what is the true argument vs. disc . taxes . Probly
potedot that they destroy c.s. , for they create as much where the factors
hove to as where they come from . But they destroy producer surplus ,
for the factors move into occupations in which they do not produce as
much , as shown by the supply curve , representing alternative uses of
the resources . ( incidentally , since they will not produce quite as much
of the other goods as they would have produced of this one , it follows
that they will not create quite as much c.s. ) They will produce less
value , i.e. , when value measured at price before tax . This is the

area below the horizontal line thru price ; and does not account forthe area above that line below the demand curve . Not only have we
moved factors from producing things at which they were more effective
in terms of the previous price level , but also from producing thingsthat were worth more to consumers ; from the supermarginal here to the
marginal elsewhere . Even , i.e. , if costs were not rising , but constant
along the line of final price all the way , the factors would be produc
ing things more valuable than their cost right out to the final
point . But when they go elsewhere they are applied marginally . How
about the fact that they increase production & c.s. elsewhere ? It is
true they push down prices elsewhere , but that means nothing , is
simply a redistribution . The net benefit is the increment to product
ion , and the value of that increment is less when factors are applied
marginally than when applied supermarginally . They are taken from
a high point on one demand curve and applied to the marginal end ofanother demand curve . This is the loss from discrim . taxes .

4

Joseph views only the demand side of this , the reduction in c.s.i.e. His objection to Marshall's c.s. is perhaps this : raise the p
of one item , and you lose c.s. all right ; but raise p of all , and
people have less to spend , hence wouldn't give as much for smaller
amounts , i.e. demand curves fall , and c.s. is less . ( incidentally a
wise K.ian answer would be that higher supply prices would cause
demand curves to rise as much as higher prices would make them fall .
And is much truth in this , from non - K view too , as observed earlier .If this is simply a redistribution of p.p. , it won't reduce total demand )
This is a valid argument for some individuals , but not for socely as
a whole , since the tax merely redistributes money , doesn't destroy it .
Govt . demand replaced private demand . By & large , there is no " incomeeffect " from taxation that refutes c.s. idea . Indeed , even if the m
were destroyed , as Rolph points out , prices might simplyfall , andreal p.p. be as great as ever . So for society as a whole , indiff .
curves are unnecessary and , since they are confusing , in all respectsexcept income effects inferior to other curves , let's abandon them .

But first I must figure out what they mean . What is crux of Joseph
argument , besides sheer geometry ? By raising the price of the taxed
item you force people to shift their consumption away from it towardother things , and the other things which they are able to substitutefor it are worth less than it was to them before the tax , the difference
being c.s. , the difference between two indiff . curves . So :

-4X

I
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With an income tax raising same am't , you would be at tangency ofII . Due to the tax being raised by taxing one item , its price goes
up , and you substitute other things for it . You take -dx less of it ,
and can substitute for this b of other goods , whic altho MR with
an income tax dx of the good would be worth a of other goods .
a-b is measure of loss .

Well , I could struggle with this & do better . But it is a struggle ,
and the other way is easier & clearer . & note the limiting assumptions
of this method : the tax is completely shifted ; the displaced factors
do not reappear ; that calculations for individuals , whose p.p. are
reduced by taxation , can be xferred to society as a whole , whose p.p.is not reduced . any lossofproducersurplerscannot be handled.

Indiff . analysis would show an excess burden from any thing that
reduced production and raised prices ; it would appear as a reductionin income .

But c.s. , as shown by Hicks , is for one commodity only . Presumption
is that for all commodities taken together , is no c.s. , because income
falls as p rise . But this not so for all society . Indiff . curves cannot
be xferred to all society .

Note that by inc . effect in respect to taxes we mean something
different from what we originally meant by inc . effect . Originallyit referred to one cause of reduced purchases of something whose
price rose . In taxation , it refers to the reduction in p.p. due to
the rise in price , something entirely different .

It is not the relative price change per se that leaves you worse
off ; but the interference with your buying the thing that is most
valuable to you , forcing you to buy something less valuable .

The tax drives an artificial wedge between mc and p , the cause ofthe loss . I'm not sure it is possible to distinguish the c.s. loss
from the p.s.

Frisch right , I think , that proportionality of mc & p enough ; forif all goods taxed so as to keep this proportionality , supply curves
would fættx”łł move to the right in all production the same , as
alternatives declined ( except leisure ) , and the reduced demand ( from
supplier's viewpoint ) would not decrease production of any good
much , or any .

The

The indiff . curve analysis of excise tax arrives at conclusion of
excess burden primarily by the assumption that the displaced factors
do nothing . But dropping this ass . , the proof is no good .
critical element in a real proof is that mc are made more different
from p ; and indiff . curves offer no means of analyzing this . Hence
inadequacy of method . Indif curve method seems to imply that base
pd . is nec . sýperior , but doesn't show why . But primarily the fault
in analysis is , as said , it simply assumes a reduction in production ,
w/o going into reasons for it .

One way of showing this fallacy in Joseph argument is by
assuming utterly inelastic supply , so production of taxed item doesnot fall . Then were is excess burden?

Another big error in J. of course is that he makes the distinction
between excise inc . taxes , rather than between particular & general
taxes .
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Main flaw , thox , is ass . of reduced empl .

Demand curves exist on indiff . maps . But you cannot seet.em
unless all the indiff curves are drawn . Well , you could draw a line
which would be a locus of pts . of tangency of indiif . curves with
price lines opportunity lines is the best name as p rose .

m

This line would have the advantage over ordinary demand curves thatit reflects the decline in income , as well as the tendency to subst .
other goods for X , when p rises . But an ordinary demand curve does.
that , implicitly . If lower income is a factor in lower demand at higher
prices , demand curve shows that . It shows what people will actually
pay at the higher p , which is just what indiff . curves show . This
reduces usefulness of indiff . curves still further .

As to c.s. , tho indiff . curves gives a slightly different concept
of it , it is a concept that cannot be measured . While demand curves
give a measurable and usable concept measurable where the c.s.
goes into higher land values .

Joseph says excess burden of mono . tax is minized when price elast .
of demand is very low i.e. , so production is not reduced this
depends on his special assumption then . ( Which is also Marshall's
special assumption , except Marshall has a means of showing , from
supply side , that the barrier to exchange hurts you even if factors
go elsewhere . Also from demand side . And from demand side Joseph can
show it too : units of x with marg . rates of subst . with m higher
than the former rate are now not produced , up to a certain pt . , and
the displaced factors can only go into production of things with lower
marg . rat es of subst . with m , i.e. prices . This fact is independent
of the type of analysis . ) He continues to say it is not mere lowness
of P elast . , but some special relation to inc . elast . This I cannot
see offhand , because inc . elast . is subsumed in p elast . But check
his reasoning . The idea is that p elast . of demand needn't be zero to
have no excess burden , provided there is also an income effect , i.e. areduction in demand due to reduced income .

(Addanother criticism of Joseph : he distinguishes price elast . of
demand from inc . elast . , but actually inc . elast . is subsumed in p .
elasticity . He has a concept of p . elastic . as merely showing subst .
effects )

Hicks concept of c.s. is difference in your level of welfare with
and w/o the good . But that is exactly the same as Marshall's c.s. , the
area under the demand curve . Hicks says that he is not assuming
" const . m.u. of m" , and Marshall is . Hicks concept is of the difference
between what you do pay , and what you would be willing to pay on anall or nothing basis . This is a different idea of course . But the
increase in welfare , with which we are concerned , is greater than the
difference between what you pay and what you would be willing to pay ,
precisely because of income effect . Willing and able , I should say .
E.g. if it were a question of all the goods you buy , what you are
willing to pay on an all -or -nothing basis is about what you actually
do pay , and there is no c.s. at all . But the increase in your welfare
due to having all goods is immensely greater than what you pay .

So here is the key to the mystery . Two different things are underdiscussion . The relevant one is the increase in welfare due to the
good , and that is greater than what you would be willing to pay forit all .
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Evidently DuPuit & Marshall expressed the concept of c.s. as
what people would be willing to pay in all or nothing bargains ; or
just "what they would be willing to pay " , subject to dual interpret
ation as what pay for each little unit , or all -or-notning .

Hicks , p . 39 , makes an error in exposition on c.s. that reveals
he does not see this little point . He says consumers would be
willing to pay for a good , x , an am't of m eq . to what he does pay
plus the vertical difference between the tangency of price line and
indiff . curve he is on , and indiff curve he would be on if couldn't
by any x . Inqfact , he would not be willing to pay that much , because
as he started to do so , money would become more valuable to him because
he had to reduce consumption of other things , - ( that is what they
mean by m.u. of m rising . And since m is on ordinate , this means
indiff . curves would change , money becoming more valuable relative
to x , curves flattening out . so even to analyze this , for which
indiff . curves are supposed to be especially adapted , you would
run into this immense complication . A new set of indiff . curves ,
new pts . of tangency , a complex problem to analyze . How much simpler
to , if you want to talk about this , simply draw a line under the
demand curve showing the all or nothing demand curve )

( ( A much more critical assumption would be that the increments
of x do not lower the satisfaction from the intramarginal units
or productivity , if we are talking of producer - consumers . Of courseif it does this is a subtraction in its value , which would mean
that either it did not , and the c.s. is the area Væxxkke under the
demand curve , or it did , and so there is a satisfaction from the
incrementsal units above and beyond that shown on the d . curve , which
cancels the loss to intramarginal units . So forget it . )

In practice , I think , c.s. concept has been limited to theory of
psychological demand . It rests on ass . of dim . m.u. The mee import
ant , or as important , in practice , is concept of dim . mp , and the
surplus value under the productivity curve , which is also a demand
curve .

To Hicks , c.s. " is " the excess of what you would be willing to pay
over what you do pay . Hence his representation "is " c.s. If this is
what Marshall meant by c.s. , ok . But if so , note that it is less
than the excess of benefits over cost , which is the significant concept .

Hicks thinks that argument about mono taxes , which was reason
for keeping c.s. doctrine ( he thinks , & evidently many ec ists think )is not injured by his amendment .

Marshall wanted to tax hcreasing cost industries to subsidize
decreasing cost . Why ? Probly because each unit added to a decreasing
cost industry adds more to production than it receives , and v.v. for
increasing cost . This is ok if the increasing costs are physical
and not just pecuniary , i.e. due to raising factor prices .



Ec . 230 , Random notes

Basis of Rolph's objection to Stigler's "proposition in taxation "
is that the reason the price of the good subject to excise tax rises
is that production of it is curtailed , and this sends factors into
producing other things , which lowers their prices , and Stigler doesn't
account for this .

The question now before the house is : is this " excess burden from
excise taxes " the same as that shown by Marshall ? Marshall's was on
basis that production was reduced , raising price , and thus cutting
out a triangle of consumer surplus . I think this argument is not
particularly relevant to excise taxes , but to all taxes conditioned
on production , which discourage production . Marshall made his point
too easily , by talking of an excise tax on just one commodity and
then overgeneralizing . But his point is still good , because taxes on
production are taxing one class of commodities and exempting another
class of pleasures , like liesure , so there is a substitution effect
and reduced production , and reduced production has a 2dary burden ,or "excess burden " . ( this is 2dary benefits reasoning backwards )
Stigler's excess burden is also on basis that production of the
taxed commodity is reduced . Is it the same argument ? The basis of
Stigler's argument is not that production is reduced , but that .
Exata= relative prices are changed . If all production supporting
was reduced equally , Stigler would show no onooss burden. I should anyexcessif-all pâ¤¤± ¤¤ã¤ prices fuse equally .

(Rolph questions idea of consumer surplus , perhaps condemns it ,because it does not consider " incomeeffect " , i.e. that if higher
prices actually were charged for the intramarginal units then demandfor further units would be less . Even if this applied to individuals ,it would not apply to society as a whole , for the purchasing power ofsociety as a whole would not be affected just because prices were chargedfor intramarginal units . And it does not even apply to individuals ,because their reduced income will cause them to reduce their demand
for all other goods , not just the one in question , and relativeprices will tend to remain the same . well , that's not relevant
tho , for question is about concept of consumer surplus . But is

¡ another reason : who says it is assumed in idea of c.s. that consumersactually do spend the higher amounts ? Taking their income as given ,
we are observing what things are worth to them . This is perfectlyvalid , and has a definite meaning . When we ask what does a r.r. addto land values , e.g. , wee.g. , we can say it adds the amount under the demand
curve , and the fact that if this were taxed away the demand might beless (it needn't be , if tais replaced other taxes ) is not relevant .
The benefit to society is what it is , the amount under the demand
curve , regardless of what it might be under some other conditions .;.)
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Pigou , Public Finance

Least aggregate sacrifice the only ultimate principle of public
finance . In practice these means equal sacrifices for per sonssimilarly si tu ated ( wh atever that me ans )

A tax formula is a rate & a base ; a tax scheme is a set of fomulae .
Distin gui shes " families " of taxes : progressive , proportional , regressive , etc.
Various things must be true : no tax on a 0 base ; no tax on a smaller

base larger than on a-bigger base ; - etc.}}If progressive in sense that marginal rate of tax increases , also
progressive in sense that average increases ....

Chooses to measure degree of progression by the second derivative
of the function relating Revenue to base . This is conventional.If different tax schemes could be presented to each citizen , a
lower aggregate sacrifice could be achieved thar when each must meet
same objective conditions . He doesn't favor individualized taxes ,
but just points this out .

Various obvious interactions among different taxes . Mainly that
one tax raises less if other things taxed also .

Aggregate sacrifi ce depends on distribution of tax , and announcement
of it . If we rule out announcement effect it me ans people do not modify
their conduct due to tax , except to spend less , & less on luxuries &
saving .

Discrim . taxes ok provided they counterbalance other discr . taxes .
-Principle of least aggregate sacrifice , assuming all individuals

equally " sensitive " ,sensitive " , me ans reduce all to same income . p.76

~

But this would reduce capital formation and thus injure all , so is not
best after all . He assumes that capital is complementary to other factors ,
w/o any discussion . But he would not tax the poor either , as this would
lower their working efficiency . Would tax middle class . (ugh )

He talks as tho , when taxes reduce work , the total reduced income
were the loss of satisfaction . When really that is not so , as you have

more leisure . It is that choice between the two is distorted , and you
are some worse off . He doesn't just assume this , tries to demonstrate it .
Says sacrifice from tax is at a minimum when the marg . utility to him of
his income after tax equals marg . disutility of producing that income
before tax . ( he shouldn't speak of marg . disutility of large quantities .
Evidently he means just of marg . units ) (But this equality is a condition
that is always satisfied , due to the behavior of taxed people . It has

- nothing to do with the nature of the tax . )

--

-

His words are ambiguous , but it looks as tho he concludes that the
more work-you do under a tax yielding a given revenue , -the-better it is .
Says the result is perfectiy general . Take this in & ask Rolph , p . 64 .

Perhaps what he is saying is that
of work , you can raise as much revenue
higher , the lower is better .

The higher the marginal rate of tax , the more work is checked .
Just how much less work is done depends on elasticity of supply

-of work . But , he says , hours of work fixed by custom mainly , individuals
have no control over amount of work they do , hence supply inelastic ,
type of tax doesn't make much difference . ( even in England , I doubt this .
There is a question of how hard you shall buck for a promotion , e.g.
Overtime . Piece work in coal mines . & , if people generally wanted to
work less , employers who offered shorter hours would get more laboroffered to them . etc. )

if , due to elasticity of supply
with a lower rate tax as with a

Progressive inc . taxes discourage risk , because of higher rates -
on large gains . Where risks covered by insurance , no loss on them , not
so bad .

.
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Pigou , p.2

He deals separately with two aspects of taxes : the way they are
distributed , and the way they are announced . The distributional aspect
means just that , the way it is distributed among different individuals ,
and it was on this ground that he concluded it was best , for equal
sacrifice or at least equal results , to tax everyone down to same
level , but effects on capital formation are against this . ( also effects
on work , but that is an announcement , not a distributional effect.
Effect on cap . formation is a distributional effect , at least that
part of it is that he talked about there , for it is due to reducing
incomes of those who save most , and not due to incentives)

Now he will talk about the two effects together . From announcement
standpoint , poll taxes , site taxes , taxes on true rents & monops ideal .
From distributional standpoint they may not be so hot . (here is big
error . This principle of equimarginal sacrifice . It doesn't really
mean anything when you boil it down . Only announcement effects are
important . And also various inheritance effects which are not covered
by the principle of equimarginal sacrifice , which does not take into
account that the world is inhabited by succeeding generations . It is
sort of a social contract theory , a concept of nan in some archaic
condition before govt . , & now govt . suddenly appearing on the scene
and trying to disturb things as little as possible .

Given two progressive inc . taxes raising same revenue , one more
progressive than the other in P's sense , i.e. 2d derivative of
fn . relating tax to base always higher than the other . Then , he says ,
this one is more progressive in upper brackets , but in lower brackets
marg . tax rates lower , and rate of increase of marg . tax rates lower
too , up to a point . And so below this pt . the more progressive tax hasbetter announcement effects . So ?

T₁
Rev.

ĭ
7,

=0

T₂ dR
dr

Lung
T₂

; T," >0 for all values, getting lower with higher inc.
at value where

Ideny
progressivity,

T₂

Pigor says value x T₂ ' = T,' ,T', 1.e. rates of change are =

below this To, the less progressive tax, is more progressive.
this, for T" is measureeasure of & it is O for all valvesof

But he's not talking about progressivity measure . He's saying
that t.2 , the less progressive tax , will have a greater announce

ment effect in the range until T¹2 equals T¹l , because the discouraging
effect of a tax is the marginal rate , i.e. the slope of the tax fn . ,i.e. the magnitude of the first derivative . Several things wrong withthis . First , a more progressive tax could be more progressive all the
way , i.e. it could be that T.l line was concave downwards . 2 , the

discouraging effect is not the increase of revenue resulting from an
increase in income , but the increase in tax rate . 3. , An adjustment
must be made because we are assuming small incomes untaxed , are not
starting from origin . If we start from origin , the more progressive
tax is more discouraging all along . Only by exempting smallest incomes ,



Pigou , 3

and therefore having to jump higher in a small range when you start taxing
low incomes , is the less progressive tax made to seem more discouraging .
But it is more discouraging here only by virtue of being more progressive .i.e. in the region of this jump , 2d derivative is suddenly positive and
very high , only to recede quickly to zero .

The old boy's math is pretty shaky .

Mogo
And he concludes , adding this consideration to fact that supply

work is inelastic , that announcement effects may as well be ignored .So I don'tI don't care for ligon.of

But to his credit let it be said that in Chapter 14 , " Taxes on the
Public Value of Land " , he says some nice things about lvt .



My argumeent in test for Rolph has a loophole which can be plugged .
I said that when monop . was the wedge that separated mc and p , then

proportionality of p & mc was not adequate to insure ideal allocation .

To which one might reply , since opportunities for all labor have
declined in other industries as well , assuming labor supply is fixed ,
we will get as much production as ever , withreturns differentlydistributed . The mc of labor will fall , to labor . However the marg .
social cost of labor is same as ever , is another way of looking at it ,
and equals price , where prices are proportional to mc viewed otherly .
And allocation remains ideal .

Answers :
1. Mr may become zero , or below steam boiler subsistence level ,

before production reaches former level . This corresponds with
implicit assumption in my argument that product on would be reduced
by monop . (mr is zero whenever elast . of demand is one , wxxx or less , which

is frequent . Surely we can count on some demand curves being so )
2. Choice between leisure and work distorted , more leisure taken .

But this is also true of excises , and has been universally observed , I
should have mentioned it on test .

3. Proportionality of price with mc not adequate criterion for
ideal allocation with monop . , since mr now is demand for resources and ,
at identical prices , can have different mrs , due to different sloped
demand curves . Work this out . Then cost would not &mr, & myhypSamsfied. So this argumentno good.

4. Monopolies are made by limiting some key resource . If as much
of this resource were supplied as before , the monop . could not maintainits position , for either it keeps as much of this limiting resource
in use as before monop . , but it wouldn't do that because well ,
there need be no limiting resource . Imagine the monop . to be purely
legal . In every industry some one is given the exclusive right to buy
wholesale and sell retail . He supplies no factor , but controls production ,
and collects the monop . rent , i.e. the excess of price over mr . This is
the situation imagined by economists generally when they speak of
monop . All resources get less , the institutional legal monopolistx gets
the difference . He owns no resources , and even if he did , he would have
to just impute lower returns to them , for they are not the source of
his monopoly power , but victimized by it along with other resources .

But change the supposition . Suppose the monop . is due to exclusive
ownership of a limited resource a strategic site , or an ore . There
is no legal power to prevent others from competing . Suppose the monopolist
would use the strategic ores , if he used them , by renting them out .
No matter how low the hps of complements go , does it not still pay him to
hold some of them idle ? He exerts his monop . power by holding some of
the resources idle . Now suppose in response to this , the costs of other
factors fall , so mc falls and he increases production . Supposing mc of
other resources continues to fall until as much employment is given as
before . Can we say that the mc of the resources he owns will also fall?
In the case of ores , clearly not , for the establishment of the monop .
increases their future value , and hence the cost of using them . And the
lower i.r. caused by reducing inv . opp . also increases their value , and
cost of using them . But is there not some more straightforward answer ,
w/o bringing these things in ? i.e. w/o recourse to time considerations .
The oc of using them would be smaller than before , for the same reason
that oc of other resources fell , alternatives blocked off . But , here is
the crux , the mr of the limiting resource will be farther below its

?

not



physical mp than for other resources , hence it won't be used as much as
they are . Consider again the monopolist who owns all the sites on which
a certain service can be reddered , and rents them out . ( Or Am.Shoe Mach . )
Hzxdex The individuals to whom he rents compete with each other .
To each of them , xxx mr of labor they hire is just price . But to the
monop . , he knows this will lower general price , lower what he can rent
sites for . To him , mr of labor is less than price of mp . But , as the sites
are the tool by which his monop . is exerted , his limitor , his limiting
their supply to originally drive wages down causes a pressure to use
more labor per site . Of course as labor comes back to work for less ,
this drives up the mp of sites , he tends to put them back into use .
(but if all went back into use , renters , competing with each other , would
bring wages back up to original level . Wages can only be kept down if
limiting resources are kept permanently out of use ) Since sites are his
monop . tool , if he allows one more to go on mkt . , this means complements
of labor & ca. added to it , production is increased by much more than
just the mp of site . So mr to monopolist of adding another site is
way down below price , further below it than is the mr of another laborer .
Hence sites will not be returned to production as much as in competitive
conditions .

The tendencies above will prevail if resource owner also manages
resources ? Work it out some day .

2

·mc

MY

·mr

cast

price

other things =

But
affected by, proportional to,"price.Magnitude of mor sign of

mr determinedby elast.Ifdemand (not λ, for elast. changes withof
position ofcurve), & magnitude also affected.

My only really good point is that mr may get below zero . ( the pt .
about the limiting resource is probly good , but too hard to express .
At least I haven't worked it out well yet . ) This is quite adequate for
Rolph now when we discuss test . Just say you were assuming this , forgotto mention it .

Oddly , tho , this is just an extension of the principle that choice between
work & leisure is distorted . As long as all resources remain employed ,
and prices are proportional to mc , allocation is as good as ever .

I can say that my point about monop . was just my way of saying that
choice between leisure and work was distorted .

In the real world , a big cause of industrial unemployment is probablythat mr sometimes is less than zero . Or I mean less than subsistence . So
work is just not available at any price , literally .
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Rolph, Oct. 31, p. 2
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is that risk perse, abstracted from int, is not discouraged. & this is ok.
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Brown Cary Brs.-I...Taxation &- Inv. IncentivesInc.

Mostly about treatmunt_of_depreciation in computing corp. inc.taxI the base. Incidentally about loss offects.1

Concludes: 1. Effect on investmn. incentive of prop.
it book a, Inv. exp. deducted from taxbore in yr.made .

b, Losses fully offset.

2. Allow dep. in 3-5 yrs... would almost accomplish (2), above. (with
where depr. > Inc.)

4.

camponer ifYour3. It dep. spread over ec.life ofasset, not sogood, & hurts inv..Themore
a) Lifeof asset langer -because the rebates are then further in future

b) _Higher mr of indiv. firm
c) Greater 'incertainty of futureinc.

5.

Tax infores incentive to new inv. more than to
new kindsof

The

cap must.

bus.

Since,in fact,...int.

inc. tax patralized

greater the tax greater.The effects.

(By allowing dept.in jig time, he is in effect exempting int. inc.
allen depr. over time, you CANAfrom taxation 17.you

am't, but at later dates.) remitting same

payminis are(but no

Replacement encoraged by fulllife depres, because byreplacingyou
sherrin life, speed depr. rebates. (doesit really work thisway?)

to replace,

isa
which to

future,

With incerte doubt that will be
rtanty, anyretine against...

offset koors, adds to discoragingeffectof tax. The farther

greater uncertaining greater discouragement.în

int. cast to entrepos
determimmer of Q of cap.)
alreadyhave offrets, int. cost reduced as

not

hitsnewnew firmed

deductible, thislessen
supplierofcap., whoisultimate

Hence, for debt financed in.,
much as ziekks.
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Domar and Musgrave , Proportional Income Taxation and Risk - taking ,
QJE , May ¹44 , p . 388

Has long been stressed that taxes , income , reduce yéelds frominvestments . They will add that they also reduce risks . if
losses can be offset against other income . (But this only applies
to realized losses . If my investment doesn't yield as much as it
was supposed to , even if negative , I never get a chance to takethis loss off my taxes )If no losses can be offset , the conclusion is definita theoret
ically inconclusive , whether more or less risk will be taken ( i.e.

-investment be done ) For the reduced income may make you invest
more , due to higher marg . utility of further units of income ; while
the lower marg . return on yields will make you invest less .
(they do not mention that you lower income gives you less with
which to invest . Nor that the " income effect " is not an income
effect , but a long delayed effect that waits upon reduction in
assets over some time , that at any one time taxes xrexmargtnat
affect marginal yields more than marg . utility of further income )

Practical evidence suggests that effect of income taxes isto reduce inv . (but here we deal with progressive taxes , which
obviously have that effect , & their theoretical analysis assumedproportional taxes )

If losses can be completely offset , they conclude , risk takingis just as attractive as before , and m.u. of further inc . higher,
people will invest more .

(Their assumption is wrong that risk is only cost of investing )
You can only utilize loss offset provisions in tax law if you

subsequently make other capital gains . ( & the se are only from
securities etc. , no? How about dealing in real things ? Those arecalled "profits " and not distinguished from other inc . I think .
Indeed , how distinguish a profit from a capital gain? )
Thus loss ZXNKY offset provisions discriminate in favor of
large corps . They favor unspecidifed technical changes in law ,
possibly even direct payments to those who make losses ! to
allow loss offset , but not favor large investors . 393

They do not allow any return for simply investing , regardlessof risk , because the only reward they recognize is that for parting-with- liquidity , and that is simply , they say , the risk of havingto sell at a loss in a rush sometime . utter bs

For each degree of risk there will be a best combination ofcash with other assets . Locus of pt s . showing this combination is
optimum asset curve to them , is principal tool of their analysis .(Economics will advance when people learn to express simpleideas in simple English instead of complex geometry and mathematics )
The idea that geometry or math affords a " formal proof" wherewords do not is a misconception :)

The more optimistic the ndividual's mkt outlok , they say ,the less the unfavorable effect of a tax on investment ,

I skipped most of it , which was an elaborate geomtric"formal proof" of the simple propositions outlined above .



CareyBrown vs. Dom.r & Musgrave . Conclusions .

Rolph says the difference between Cary Brown vs. Musgrave isthat Musgrave starts off assuming a constant amount to be invested ,
which will be somehow invested at any i.r .; while Brown assumes
a very yield- elastic supply of capital funds , as would be true for
any one business , but not for business as a whole , nec .

He is right about Brown .
Musgrave does not just assume that total inv . won't be changed .

He mentions that it is often thought otherwise , and he , Musgrave , is
showing it not nec . so .

Main basis of his argument is the old one that tax will reduce|your income , and make you work harder for more . This argument has
some application when income in general is being discussed , but is
much less clear for inv . income in particular , esp . when corps .ar & corp . inc . tax is under discussion alone . For the corp.s them
selves have no marg . utility ; and their stockholders have income
from other sources , and taxation of dividends will not reduce their
incomes from all sources , just from the one source ; but will particularly discourage xxx-xxx- ż taking income thru corporate investments .

Furthermore , with capital , in general , analysis not same as withtotal income . For there is a further possibility of simply living offthe capital , taking no income from it , ( or only implicit income , whichdistortion is recognized ok ) Which is perhaps just another aspect
of the idea that people will save less . But is a more conclusive
way of looking at it . Take someone with given capital , and alternatives
of investing it or consuming it . His current income is a small
element in his mu of income to him , his capital is a much moredetermining element , and that changes kitikax not at all for a while .It is only over many years that the tax may affect mu of income toindividual . But it immediately , conclusively , lowers yields frominvesting , and favors the alternative of not investing either
consuming , or holding as cash -- but holding as cash is a form of
taking implicit interest , so if we mention it we must mention generaldistortion of inv . into lines yielding implicit interest .

m

Iy argument is not injured by fact that at any one time , of a
person's assets , only some are liquid . For over a fairly short time ,
inventories are sold , fixed capital is amortized , and individual hasalternatives . We can never look on nat . cap . as fixed , just becauseit seems to be sunk in real things . A few years of living off those
things , and they are done for . Capital must be continually re - invested ,and th
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M
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Rolph, Jan. 8

Tives, 16th, 201 Wheeler , exam.

Effectoftaxes on albration
am income distribution

How much sacrifice

Taxes imdu forcalism.

-ona- on

'Turmion tax' yields most revenue in Russia. Levied only
at one stage inproduction, usually atmanufacturing level, sois
what we would calla manufacturing excise tax. Differentrateson
different things. tax base value is not sellingprice, but on

fictitiousprice, acitingprice.
(Difference between gros receipts &sales tax is grossrec.

on saleprice plus tux, sales on:pice before tur...
Important.distinction when wax rates high.)√₂tax is

Theyhave continuous inflation in Russia, becausepeopledon't like taxes there either. a

otherbeyond indvidual deine to save, presumablypay out more wages
than theyproduce goods, securities, & races eachyear.
words, they use inflation toexploit money to getfunds
for gove, Even as we... & theymay create more cap. bytheir
gove expenditures them we do.I

In effect, theRussian runnover cax is justa mechanism in-settingprices, & in effectRussian taxes are rereallyprofits ofgovt.
industry.

Ellis is sering on allocatingin allocating byprice, Rolph always.
Lookingfor examples wherepicenot right way to ration.

Go in & see him about letter I wrote. Profs pay
you eryattention when write them. Letters, it sime more..
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Kao
Rolph app apple apple apple Napa Napa Naga

Discipline yourself.

Rolph,Dec. 11.
Revien Lange & taylor___

:

AER, March 146, Somber, Soviet Union War budget
JPE, Oct 1950,

Bergson,...QUE, Last.2. issues,
SCE , Not recommended.

Atkinson, few & lm.few & l . in serial's siure, vol.15, RES, p. 78.
Henderson, Prices &profits in save enterprises..RES..
Duclensks, Notber, frudies in income I wealth.
Pigos, Dobb, Hayek, Mises

Fax
Brown views viempo int

is borne by factors, not
Rolph says single commoditynot consumers.

After

advalorem tam

in Soviet Union
almost inintelligible.

is that commodityconsumers.

P -t

7
cax gross receipts fall,

MC

H

tax borne by

to sellers

The more

Each seller has incentive to cutproduction
Resources will loseproducer scarples.other imlerstries, lower resource supply.
Higher production, comer pries elsewhere.
specialized factors take loss ofproducer surplus,
others spread burden around entire occonomy.
lower prices are benefit to
must account for tax)

(but
some. Loss of producer surplus

inc.He is counting loss of m to competingin untared industries as a loss, but notproducers

moving into
curves.
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to consumers as athe gain again.
resources in other industries

This thift of burden to
called backward shifting Roleh calls s'cleways

to callit a bunden. Is not aburden, itgivesnothing tofort,
shifring.(luronsto callistisbadlypoatedwhenthis

Byshiling
a reclure. bouled,1/ resources all get

tax collected. ( this would
out of industry, no

classic clemand as well as elastic
surplesA require as

supply. Indicating tax hits cons.
producer.)

U el. Km>I (ofpublic demand people shers
other things.

lesson you, more in
ends more

If el. < 1, public spends
things

to resources

well as

inyou, less on other

cuts
M

Rolph concludes that any cax suptem
it's money income. Never shifted fornarded

of word. (Is shifted formand
Rolph's special sinse
in price sense, inpart box & you may make people

en it)spend more
Thinks whole tax from lowercomes mony incomes

losses ofbut gets this by saying other c.s.consumer surplus are "offset" by gains in other

4 & inpart they are, but stillhere is burden, other is a
redistribution which he previously ignored when calling

dustries partof burden
which it is, incelentally, lossof producer surpls,&
every 4final burden mustcome from surgheses. But

follow Rolph me get burden greate

loss to resources in other inde

themif esme

real burden to sovety, for some of his supposed
not net, is redistribution.

1 birchen is

V.So a test willbe a matterofseating for whatI consider correct&

asting itwith Rolph's analysis --stressing net differences,ifcontrastingany.



Callfoire,I im
Local taxes the reduce

people outside areaarepartly shifted to
can view them

that way, & this explain actions oflocal govt. They shift isby redturing production.
about tax inciclence ?

Residual assignmentsBlack 2,3, 4, 9, 10, 11

Empirical research

for2000)

teach anything.
srudy_Schulz on clemand curnes, &saber

Not expost studies.
of tax incidence.
"all my

U.K. Hicks' distinction. Of 2. concepts
But before & after studies, areal contrast, --

1.0. methods, which review.

Linther, theoryof M &P in New ec.
Fellner, Poststip t on was inflation, AER,

I Galbraith Diseg.Suyaten. Jime 47 AER.10Ec-ixs on inflation,RES. feb. '48.
ec. indicators in recent SRBI. Look a chief

Portland has lowest cpi on coast , because no sales tax about
3% lower .

--Would have to continue to see if wages & int . correspondingly
lower . Couldn't tell anything about land -- about Oregon i.e.
because not homogeneous enough .

To get stat . results , you must have contrast e.g. between
areas or times . Either sort of situation gives a particular result .
Between areas , you get e.g. Oregon situation . & then , due to
mobility of labor , get equalized real returns tho even here , are
no absolute comparisons , because of non -monetary satisfactions
& also because - only labor-whose wages are faithfully recorded- is
usually unionized . Any residual effects are taken out in xaNÉ KEMİX
local rents , mainly land , & these not homogeneous , hence not
comparable -between areas .

Empirical research can give some clue to the mobility of
labor & goods in fact , to the elasticities of supply & demand of
taxed items . - But meaning of these only clear thru theory .

Time contrasts no good , because short run effects very different
from long , tax may be excuse to do something you would have soon
done anyway . __

You could make fantxekċECHOxirċxcxta elaborate empirical studies ---

to get elasticities . In this way you could know . This applies to
overall taxes , too . But then it becomes a matter of predicting
how people act when their income is reduced in particular ways ,
& this is impossible .

*

E



Į

!

t

You never get a neat , simple , statistical case . Life just isn't
that way . Always- room for interpretation . Does this mean you
might as well not look at facts to begin , start right out with
theory ? No , but expect to find have to interpret facts ; & be
familiar with them to create theory , but don't expect them to-
substitute for a theory . They are never self- evident or self
explanatory until you make them so .

You don't really know what the tax policy is , just to see a
figure in a column . They rarely are in commensurable units .
Xaxzxexdx & , with land tax , significant thing is anticipated
future taxes as Adams - Seligman brought out -- & these are
harder to know , tho bonds give a clue . Differences of administ
ration , of winking at delinquency , etc . , -may- be more significant
than tax rate . & you don't know real rate just from official
rate . As to water tolls , are taken in all sorts of different
ways , very hard to cf.

AT T

-

& the thing you are trying to measure , rate of development or
full use of land , need lots of defining . Reducing land speculation
is hard to put finger on meaning . This , in fact , turned out to
be main problem of my study , until I solved it the rest meant little .

I

MAN

ļ
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Well , not impossible , but is more a matter of reason that-stat . Tho it is important to know that we work- shorter hours now
when incomes higher ; and that in war people worked longer because
marginal returns higher .

My attempts with IDs .
Seemingly a perfect lab . About 100 different ones , all over

Cal , many adjacent & very similar . All with slightly different
tax policies .

But as you get into it , discover it requires encyclopedic
knowledge of all affairs of each ID to make spatial comparisons .
e.g. we have Modesto & Turlock to cf. with Merced & Madera.
Or , again , Fresno Alta , object being all along to see if
water toll type taxes acted as a tax on new production , by
seeing if production was discouraged . vs. Miller & Lux
see if land tax caused subdivision .

to

In every case , whatever effects you want to impute to the
tax can be imputed to other causes , & usually are by local folks.
In a very general way your experience helps you explain the facts ,
but only by being sifted & judged in your own mind as you construct
a logically consistent theory that is consistent with all the facts
you know .

-

▼

E.g. , when you get into Reclamation Districts , the theory that
land taxation necessarily causes subdivision is shattered . & then
you look back & see that where you thought you had proved it , in
other cases , there were other reasons too : distribution systems
that serve every 30 acres e.g. , better water rights , water more
cheaply distributed . More residentially desirable land .

"

--In areas where farms were big , it was often said that the taxes
were the cause , because the poor man couldn't pay them ; where small ,
often said they were the cause , because the speculator couldn't pay
them. Which empirical fact led to realization that it was future
taxes , not present taxes , that discouraged speculators more ; &

present taxes discouraged settlers more .

-

Another approach : rates of development over time of different
districts , corellated with their tax systems . Much possibility- here . But a big difficulty is that are still too many variables .
Big bonded debt is good , & lvt good , but to get something to cf.
with lvt must get a ID with big bonded debt water tolls --- otherwise
the land debt one will have spent more on improvements , destroying
the comparison . & then you are left with a cf.son of land tax &

water toll . But these requirements too stringent I have not
yet found any two IDs that meet conditions . these , plus other
elements of comparability .

-

Reducing-to simpler matters , you do get simpler examples of
incidence . e.g. at border of San Benito & Santa Clara Cties , one
has higher tax rate , & identical land on opposite sides of border
sells at different prices . One could study to see if this difference
were capitalized value of tax . difference .

At national borders , you see effects of tariffs-in -part
Imperial Valley .

-

kCf. IDs with other IDs ; with land not in any district ; with
other kinds of districts ; with water co.s --- pretty fruitful .

Maine ,
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to not frisch's proporcionality

really equality ? In all cases ? It is for monop. Try

tax

Po

With monopoly , I mean case where all industries monopolized to samedegre , so that "mc prop . to price" , what it finally comes to is that
mc , meaning the price on demand curve for which labor's product could besold in another industry , is equal to price in monop . industry .
how one would justify monop . , not that me are prop . to price , but equalDoes it differ with taxes ?to it .

That is
mc

Marginal

cast

MR

P.

Perfect allocation prevails if P. in one

4

-social cost ? No, wage.

MC

Demand

is same as in all others.

demand curve in other
stretch ofof imagination, a

words: meanings,for which I coubel have crecized

frisch.
Wirth taxes:

Deemand
after tax

Po is what article is worth

P. is what producer gets
But when other industries

beare caxed, "Mc " ceases
the MC curse curve. X HIF

ceases vo

der Kits It is curve showing price one payforfoi for
these resounces are paid less than

V their social MC, it is not social stamme.best asresources, At

P& mo

industry
to identify MC as

inclusives takes a certain
of

must

this way,Frisch should have expressed hispoint
racher them by saying MC should be mp to prices.

wayofexpressingtheyshould be = P. I his wayof
the difference ?

breaks down in momp case, tot Why the
means.He reallyit

Mining it onlycase
Refer to monoambi

the
Because in tai proporcionality
'breaks down' because tam " Mc " there can
MC as wellas cost lend. He obviously would have referred

The would be ok. Overcost level curve in this case, so
to



However, as he was being in his criticism of

specified
Hotelling, we can be a bit c.s. with him. He should have

more clearly what he meant by MC, which monop.
bring out. & if he had, he wouldis useful to

C.S.

case

have revealed that he was not saying anything much,
really clemying that MC must = Pthat he was not res

Wrive Rolph

=P
to MC in sense.

final outcome: originalprinciple that MC must

referred in primofor ideal allocation neverd in
•soppe supply price,for

case this clearly wouldn't be
demamspricemonopoly

trice inless by MC were means

ofwhat resources could produce in other industries

so birch was cousing MC in different sense chem

meam in principle that MC = P.it was meant in Had My

he stuck with original meaning, he would have

had little to say.
Base cause

///on

I misallocation is whenproducer

or resources he tines do not get paid as much as
Causes both misallocation & maldistritheir 1 MP.

bution.
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Symposium , QJE , The Incidence of Sales Taxes

Higgins :
He exiticizes Gilbert for drawing policy conclusions froma long run ahalysis . Says that in short run , since_fixed

equipment is installed , pro auction will be reduced more thanin long run just opposite of truth ..
Says that Gilbert concluded ad valorem tax worse under

monop . than specific tax . But was just opposite .

Would have Gilbert consider path of movement from
old to new eq .; use firm instead of industry . But really
says nothing .

Jastram :
Interprets Gilbert as having added tax to supply curve ,not subtracting it from demand curve . This is conventional .

But now Jastram gets things bass ackwards , He says thatthe ad valorem tax differential above the supply curveis the tax % of the demand curve ordinate at that abscissa .
But it actually is a % of the supply curve , for that is thetax base at that price . The s curve tells us how much supplyis forthcoming at that price , and the relevant tax is thetax at that price .

So Jastram concludes as you move to right , s curve with
tax gets closer to s curve , but actually it is just opposite .Jastram calls this the ad valorem curve " ●

Says Gilbert wrong to call it a supply curve .
Later says ad valorem curve will be more steeply inclinedthan original , tho his earlier remarks give opposite conclusion .
Gilbert concluded that ad valorem taxes . converted industriesof constant costs into decreasing costs . Taking the ad valoremcurve as the cost curve . He must have been reasoning along thedemand curve , like Jastram -- an error . Anyway , Jastram saysis wrong and primarily because of his conclusion that the

ad valorem curve will be more steeply inclined than the
original s curve ! So he is swallowing his statement aboutthe demand curve I judge .

Further bs , I skip all .
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i need practice in wor
writing

wir muiring

my writing handmmiring.
is an il odd ball
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..my
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imizing.

+Rolph
I don't think he knows itwe what the hell
he is talking about

lazy
The sly fox jumped ..Zach

dog.
this class has a distressing way of boxing thehell out ofme. Rolph messes up most everything

A

over the
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The Shifting of Sales Taxes , Dona Ed Wood Gilbert , IP QUE ,
Feb ¹39

Recent shift away from specific sales or excise taxes toad valorem ones . Literature has neglected differences ineffects of these two different kinds of taxes . They differ inthat , as output is reduced due to the tax , and price rises ,
the ad valorem tax goes up with price , while the specific tax
being on volume physical , does not . Hence the ad valorem tax is
more of a tax . It will reduce output more be a higher rate
( this doesn't mean it will collect more revenue , if supplytxta elastic )

better
With monopoly , the ad valorem tax is xx . (because the

monop . can evade the ad valorem tax by reducing price? )~

He treats ad valorem tax as a reduction of mr ; and a
specific tax as an increase in costs . But anyway , tho he doesn't
point it out clearly , the reason an ad valorem tax is better on
monops . than a specific tax is that the monop , can evade some of
the tax by lowering prices , which is expressed in a flatteningof its mr curve after tax . To be sure it will reduce output ,
and the mr curve after tax is lower than before tax , but it hasflatter slope . If one drew a mr curve after specific tax , it
would be lower than mr before tax , and with same slope .

He distinguishes increasing cost , const . cost , & decreasingcost industries . Thinks each should have its own tax
policy . Would have govt . consider carefully the tax policyfor every industry apply different one to each industry .

Basis of all his points is that ad valorem taxes change as
prices change .

His analysis is confused , tho . He says ad valorem taxes will
put a higher burden on consumer , when all he means is they will
be higher taxes . He brings in excess burden idea , not calling it
by name , & he has some thing there , that the higher the tax the
higher the excess burden . But he is not clear on it .

With const . cost industries , of course , price to producerscannot fall , so enti re tax is shifted , and how much excess
burden depends on elast . of demand . ( This is an argument againstexcises in px general , not vs. ad valorem one s in gaz zazparticular )

With increasing costs , get same thing , but less extreme .Partial shifting . Again , not particularly relevant to contrastof ad val . & specific taxes . All he is really contrasting is lessWitk tax vs. more tax .
With decreasing cost industries , shouldn't tax them , or

minimize taxes anyway .



Rolph on Tax Incidence

He doesn't define the word , but he has peculiar concept of it .

He figures that resources will leave the taxed industry , and
move to other industries . And that there they will produce things of
as much value as they already were producing . An error , missing main
point , that they are taken from supermarginal production here , applied
marginally elsewhere .

He says that if el . of demand is 1 , as less is produced due to
tax , gross receipts before tax are as great as ever , and tax has not
been shifted . I say this gross receipts is absolutely irrelevant .
He is ignoring that less costs now incurred . It is price per unitthat counts . If price rises at all , tax is partly shifted . He is
muddying the waters , as he loves to do .
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See Weets, 4.-5
Shifting of sales &purchase taxes

140

H.G. Brown, Incidence of sabes taxes...
•Payclose hord'~ JPE, v. 47, Apr 139. Brown's last concubition

~QJE, V.5.3 feb 34. & Aug 'to Gelbert, & symposson.
Fagom, Tax shiping&/ansofcost. A)E big'33 don't read

need standure passialeg...inless you

}

Black says no distinction ofeffects & incidence.
&pers.prop

Effective tax rates on ind."less thom resid.prep, mustplaces.

Conditions nec. for shifung:
1. Must have effects, positive

amoinvemen

caxes.2. Incentive effects lead to changes in youraction
3. Income must 4 beframe deducting
4 Income of others declines

3. To shift, your gross
songs. ButWharit
shift w/o sing gross in..?

When el. -1, no change in gross. Butif it X XI,_
seller gets less, stillshifts same.

He reasonsit allin gross
nameansner.

before tax must be greater he
you reduce vetpur &rameprice? Con'tyou

HT
grus terms. Gets usual indeterminate

Much bs. Restate him.With e=1, no gross lossto "industing". Butno shifting either?



Rolph, Nov. 21

Topic : Incidence

Black .IncidenceofInc Tax, Ch 2, 3,4, 9,10,
~UKlicks, Terminology of Tax Andhyo's , EJ, Apr. 146

+, look at some incidence theory referred to by black.
General criticismof tests:__ were technically. oh, but

relationships to langer issures nat pointedout

-which
(K. took one d.r. for all discomting, said " the " d.r..

equated value of future gould's with present supplyprice,ifyou..."have different rates for different years.)
says_supplymixof asset, not murprice, is

equated to discounted grelds. Distinction of whopaure &supply
_price is bermain mossop & comp.

K... to be

cire

K. says
are part of

See him Men. about test

Rolph thanks mostpeople who deal with decliningmp
furry as toas to why it declines

oude

certainty equivalents!
possible.

IS

stock mht affects
mec

Abstracting from & risk is same having
you _act as tho

outcomes could be wreated as
Means all_assets

substituas -- aber deſueting for rist
outcome.

mec

"The ...".

bex.

saying cap gains

To get a fallingfatting my schedule ofcap grek's, youmust assume indindual orms a resource , whose value is from
marginal, & thiswill be capitalized atmang these

excess oner
so indindual with no resonve cap. get there..
supermarginalI returns.

..". is not

one
are perfect

Rolph thanks distration of insurable right vs mountaintyonir done.
-Unless forromers make some projections as tenders,

equated with mec, for lenders cut bertanus
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off short :

peopleuse on tor.
But -AM

3.

Now,I impose taxes, les production, need less on to transcict,
Butare... Lener sec. to buy.buy securities.

?

castreme

See Gherm Hoones

Withk themy, get solutionthat... falls,
discorraged

MEC to bommer

you.2, You will A com .

MEC to lender.

Rolph Thanksof younever
assione certainty, you asome no risk, so

heldfor spec.or precautionary motives, corby forxactions,
supply of loemable finds not affectedby in2 ways. 1, Certainty equivalents do not imply certainny,I
№ not stop holding cash for precaution etc.

wrong

assumes certossi

Inv. not

Rolph criticiges K. because his theary
certainty. Seems pracyine to me
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???

Rolph, Dec. 2

for new week, answer question, to whatextent.
empirical enidence help &know about tox inadence?so own rescararch, come e f. notes

see hem afterdin übent üd

Perfectly elastic supply he calls sameconstant costs. et S

a
With monop, tax also raises6 supplies& lowers returns to

raises price less than would ocheruse.- e.g. with
constant costs, is clear .. is die tois due to difference
ofslope of ~ curve 1I mi cimne.

_in which
etc

Is this the idea.
of constient costs?

•mr

Brown's analysis of sales tax gots unusualresult ther sales tox is my not regressive, but
bux proportional to income --- because it reduces
returns to producers,a 1.e.... it is not shifred formare.case we it for ororo does not exempt saving

Brown assimed

mc

Does gov't+ demand, from spending tox money,
bring factor retums back up? Resources now
morkfor gov't. So prices risé -get AP despice
in supposed deflationery effects, for is asmuch demand for
factors asever.
of -AT

Prices rive, people buy less. & get AP ber
the free services of gout do not requireno ofT.

expenditures

Brown's work on
sowork on subject

tox would comer wages.
social security, c. 1922, standard

... concluded social security

Re Michigan case ofBrown, must heave,clemand
elasticity >1_to get inflam
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So

prices tend to fullfalldemand.

+

prices at home rise
other states tax

I

unless
sales too.

1

& foreignmore supply less



shifting

No end ofpossible taxes &possible conditions. Work someout.
Tax conditioned

production vs others.
Immediate effects vs. effects after adjustment - esp.

on

The decreasing cost industry
increasewould

Taxon increasing cast is decrec

else it w

on or exch.

Price

decreasing costindustry.

industry is either monopolistic

production & sell at lemerprices. ButI
Quantity

notsell.

costs are
are

buying below
being meeded out

cast from
is the one in the better
more of tax.

on durables.

might not eachfirm would expandconceivably manymal mits m
because itcould then laver casts. This means optimum size of
each firm is larger than present size, so this is nonThis is non-equilibrium
-1.e., if the decreasing casts are decreasing because firm's casts are
decreasing. IfIf it is because whole industry's casts are decreasing, because

to be done, etc,Ademand allows new areas to be settled, new castly research
then Scurve |ookls So: 1

Again, non-equilitonina

Taxon
small firm are
is worthed out it becomes normal tax,

or non -equilibriom,

kom decr. cast ind. is added to adynamic situation in which

bring isplaced becoming larger & bemer. When sioration

split among many. While
decreasing, suppliers are in a terrible comp.position...This means consumers areanyway.

mony
position

amic situation

alreadyof them have the better position . I+who will be more elastic, bear

we say1. <., ordinantly If demandis more elastic tham supply,
supply will bear the tax.-C.fit is absolutely in elastic land, itbears



ng, 2
entire tax. the elastic supplyrok What matters in elastic supply?A Natural limits, asan land &cn laber also, in short ren. Monopoly gives

impredictable supply - it may increaseincrease production tremendouslyin response to Adem-
and. Probably manopolysupply is inelastic, so monopolist bears excise tax, more
Than in other industries, in general. He could reduce output, but hisinterest is
not to.

Polltax would lomer realuwageAbove is thinkingof excise taxes.
at margin, & this world lower real wages everywhere, butit shouldnorbe
considered in these terms -it is after facter rewards. It increases costof
being alive, not facter rewards. tshould be treatedto like excises, but with intoconsid

Say a taxon improvements
alone. - &assuming itis an old tax.

excise considerations.

erations added.
New improvements are not Guiltunless dem and will cover both cost&tax
which rutes outmarginal improvements. Thisis just like the regular

But 'prop.' will be taxed every year, notjust ence.
Consider it for its thenit is as tho

yield - itwere currentlyproduced- regul.
excise considerations hold.- except that supply is less mobile, less elastic.
Marginal supply is justas elastic,is just as elastic, but most ofsupplyofsupply is already produced.
Inelastic supply means it bears brunt of a new tax. But in longron
supply is normally elastic, problya passed on inin higher
price & less production.

a normal amount is

Prop. taxes sh

9.
In producing items subject to prop tax inusually high to of

surplus isused -at leastis in product. So int.cast is very high
Elasticityof supply : depends greatly elasticityof int. Prop. tax

general reduces yields on sixpluses in general, tim reduces
refuess by reducing Ifonly

one c. (incentive to save,
is taxed field in others will be higher, mostof tax in

no, no
of surpluses

the one category will be passed greater %o, for then
demand could shift to the other calogernes just as well. Book

supph:& demand in the category would be curtailed, equal distr. of
beröen.

Land ? rent talle up ?
Special int. considerations?

on



Shitting 3
Prop. tax on improvements then isjust an excise on

durability. It is.: especially
is collected in a taxonproportion to

int, & amortized returns. I.e., if factors produce in frelds ofperishables

they payonly
real sansaving, saving i.e.

only Conce. If they choose to save, to accept rewards slarly!
over years, they pay many times. A taxon so

who sappicarries thesurplus pays. From producer'sview, heis

taxed ence whatever he sells; fremcimer's, he is taxed for suuring, escapes
if he consimes.

The one

So does pagão improvement tax fallexclusindlyon int?

whether perishable prop.combe substituted for durable.
If it com, completely, then demand for factors is as great as ther. Ifnot,

They

That depends on

com
& This is realistic, then demand for factors isreduced byim tax.
will have to reduce theirdemands, & bearpartof tax. Probably they
shift to perishable production some, however, & int. comnot, soit Fathes

supplyside.most burden on

It reduces fields on
Will impr. tax all came from rent? No.

good & marg. land indiscriminatelyof
tudios

(This fact affects 2 Georgest ideas : a that free trade raires renta)
a) free trade increases productivity

b) Impr. taxes reduce

Booh facts meam

b) Thatim taxes reduce rent.
over all Iand, raises irages rather than rentTT

fint.
over all land, tomer wages, not rent.yields

lut willnot raise rent asmuchasme supposed, sowill tarse wages more.

durables that

to Impr. tax hits 4mon-int. factors because in corder touse
productsin

this special tax. If no int. existed, still the tax
durableways onemust pay
would have to be paid. It pustes per factors into producing perishables,
butthe return there will not be as high, & productivity suffers. - ifnot

moneyreturns, theminthem inwhat money willbuy.

Value is from

years. -you figure what you realize eachyear is
int on infuture years- taxes are

comnot be addedto
price.

The 'yield' ofa durabhe is int + amort.
gielda
subtracted from what

simply subtracted from
-you expect int

gield insofaras they

capitalizing



Shifting 4
De

not.

escreasing cost industries,the tax decrease

supply tremendously, is shifted. This is are
veryvery

elastic supply -so elastic that reduced demand

onlydoes not lommerprice, itraisesit.

+

*

should tax be added to SorD ? curve,
(What about total effects,on all prices)

thelaw-se impacted on consumers, tax,

is a mere
add to.

Lif

Supply, ascavally administered.But

cervesshouldbe a subtraction from

demand. -& this is realistic, when considering passing 'backward', :.e. from

impacted to their suppliers. This is mor formality - theperhos
more than a mere

impact itselfis

whichcome you
formality. Butgiven a certain impact, itmatters

In general taxeswillnot reduce productivity, becausethe one must
more & get less, in return one gets gost Even on margin,

ev. is to be raised somehows&somerhau,

S

Hommer, taxis taken fromfortaxis

comparing + taxes, we dofinddiffement

Gori. if (which is doubtful)

general willnot raise rent becamethey raife

pay
consideringthis

raises.hing

Assering
excises decreasing producton margin.

Gort services in

margin as much as other productivity.

Thisview mathes wages, not rent, the inelastic item that
But it is assuming a margin fixed in

catches berehts & v.v.
general

& variathe in gield. Actually spec.will quickly lower spatial

margin almost to do yield level when changes occur.space

actually absorbs so muchof the change. This iswhy
rent



Shifting,

cap

Leigh concluded that special taxes could be shifted because cap.would

avoid field,& general taxes not because would havenowhere to go.
Other view is that special tax comnotbe shifted because noone else will
raiseprice, & general taxes caneral taxes can because all must raise,reprice.

Actually bothare true tendenives, theofall factors notjust cap,&
meight of each must be considered.

5

would
So total effect of universal excise is to dinert demand from what consemers

gurt willbuy. Consumers bey gert by paying more for
products. Demand forproducts so discouraged is taken by govt, so facter romants

to what

are no less ingeneral.
replace lrt b) They

d) Govt

buy

may ? e) They are conditionedon production Rexoh.

Do they discourage production & exchange ? If so, it is notby reducing
demand for products, as girt demand replaces discouraged private domand. But

they do discourage production bybeing conditioned on it.
are bad, chiefly.

This iswhythey

The only harmin excises them is : a)They
c) They slightly misallocate rescriveres.are a nuisance c)

waste money.

Also theyaffect the margin

Physiocrats
Paretian tent.

outof
as much as & int, while lot doesn't, because they

mobile factors differonTaxes levied so as to haveincidence

consumers drive margmals out. The tax will bepaid by those
forhere in

But this is a

but rewards there lines will remain "equal toremaining,
other lines. So other lines are aaffected the mobility. But loudis
not mobile, oftennot diversifiable, will bear taxes.
matter of degree. - Iand may often be shifted, too, tendingto spread the
rent reduction. &when all production is taxed, no factor is mobile in

respect to it, mobility in plays noparta determining whichshallin

bear it.

wages

anything.

2 anghes

said all taxes came from earlandrent; Hobsen from

at least toParetian: productivity of surploes
margin only& labor beyond what is paid for them- This is econ. rent, & on

productive factors cambe used& they bring. no surplus, This is
most



Shifting,6
factors beyondamountpaid to facters

Latter is reathly it.them.
They do reduce amuntof such differential for particular factors, by
moving them closer to the margin. But they donot catch the

differential itself. -they affect all facters alike.

what one would need to to attract
payItaxis Taxes do not reduce this differensial.

Capitalization is shifting of future taxes topresentowner.

Note how -&others are more so - to think I have
prone Iam

subject all figuredout when I don't. You never have it all figured until

have a perfect outline figuredout.
you

re will

notof1.2.₁
The imber severance tax willbe paid by land, becausekomber

landistess mobile thom other factors. "I..., the unshitablepartuil

bepaid by land. Supplyis inelastic I presime -supplyofland

Lumber Supply maybeelastic, demand pobly

price is unusually high, supply isgetting unusualmonop-profits, which makesit
It ishers elasticbecause few firms

bess elastic, morelikely to beartax.
marginal.

becausemore so

limber .

a

Taxeson monopolies that vary with output encourage frother
&Rect.Netinc. tax will homeno

restriction, to find newpointof max. inc.
non-menop -ists, drive marginalsout, allowJabth . It It will ofcourse affect,

inc. tax probly wen't affect
varies in thoutput. -business inc. 1.8.

Maybe regardedas aothers to get more. But this Butgraduated
... itwill not reduce supply, not raise

marginals- this isHobson's
rapidly increasing

I

point.
cast!

price. Pout it doesn't follow that& distance from being moriginal*
varies withincome not nec
firm mth no income is curiai

an

of individuals. It is truerof firms. But whilica

ctricity margmal,&a firmof large income

be - depending
what factors rewards consist of the firm's

poor ones,justones
income. Marg. firms &peophe&people are not ne

who require extra inducements to enter production. Evengrad.

tax then cutsout some marginals, is ci passed on:
maybe

inc

Note - as it raises prices, it will further reduce rewards frompp.anghe

as well as yields. Circularists could 'prove from this that all

production must ceave for as real rewards a decline more factors are
raising prices, further withdrawingfurther withdrawing factors, etcwithdrawn, further

A tax on all production, a comiversal excise, wouldbe subject to
+ further factor

This argument. Actually price increments prevent
ad inf.

the



An Shifting,
withdrawals. - they
circular argements depend on such an

increase them. All
Horns.or

increase rewards as muchas

oversight

Prevailing incidence theory does not consider effectof reduced

purch.panes due to reduced factor rewards. But as gest. spendsmoney,Ino

matter.

as they
of compensatory

Ifme cam of the grad.say retinc. tax thatit is less shiftabhebe .
it is, crudely, esp tender In marginal individuals, we must note thatit

marginal efforts of supermarginalindividuals.
especially severe onis e

F
Itispossible that higher rewards forfactors, if general, should reduce

the Horribus supply. But it isnot possible that this situation might

centinue, for it is instable. When demand increased supply world decrease,

high rewards attracted more factors. They

would doso notonlyby enticing idle factorsing, but by increasing livinga
until nice rose so That rising

costs to

idleones. & V.V.

Abone demost applys to question; do taxes increase ordecrease

? if theydo increase it, no harm done. However,ifthey do

then lowerdemand would also increase its & that is impossible

Few empirical studiesof shifting.

who benefit from highways? Yieldat marginincreased, fornon-uters too?
Say
By

com now get food cheaper,that never drive. Will this be taken from me?

truckers ? no, they are freely reproducible. By owners of terminal land?

Notif highway improves marginal Iand as well as better. Of coure it will

affect different land differently-but looking at its very general effect, to

productivity ofall Iand the Iandowners with insame,
increase

to take the benefit.in no position

general willbe
As to the benefit's being distributed

equally among the mobile factors, this operates by specially benefitting certain

tones. Now if we impose a tax on some of them topay for it the
ones who actually

This will decrease the benefituse the highways
they receive, I also that they may passon to others in benefitablepositions.
It is reducing the benefit given - roughly, it is making the

so theonly gift involved is gert's abstaining
from This reduces the effection

using to charge extra.
increasing yields - the that is inevitable, as theymust be paid for scretar

for theproduct,consumers pay
its monop.position



Taxes afintress Shifting, &

anyway. But asit isan excellmunt sortofproduction, greld isincreased vastly
more than itcosts. Well, this femer will rush inmeans to occupatiorrs

whose greldis increased by highway.
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Groves , Financing Government

ch . 7 : The income tax , background ad procedure .
These notes , like all my notes on books of my own , cover onlyitems relevant to the course , leaving much of general interestunderlined in the books , to be noted later perhapsIt is a common opinion among economists that the ratio of
"property " owned to income is larger among farmers than
among other producers . This is obviously impossible , for ifit were so no one would invest in farming , and farm landwouldn't have the imputed value , etc. However the truth
may be that in computing this the statisticians have trulyrecorded that the physical assets value in manuf.is relativelysmaller , and the cause of the higher return on investment
there is that monopoly is more common there , and it is notordinarily listed as an asset , nor is it necessarily connectedwith particular land , but rather with a particular person .

The strongest argument for ability to pay taxes is that theyare assured of collection , while benefits received taxes might
force bankruptcy proceedings against indigents , etc.

Corporate earnings were allocted among sockholders , realization
not necessary , in civil war tax .

109 corporate income tax of 1% , 5,000 exemption . 1913 , personal
income tax amendment .

c . 1912 , Wisconsin enacted the first satisfactory state income
tax law . Now 2/3 states have them.

Life insurance receipts , gifts and inheritance , u.s. pensions ,
not taxed . Nor state and munic . bonds , pre- 1940 Fed bonds .

If instead of deducting items from the tax base , you deducted
small % s of them from the tax itself , every one would get an equal
deduction . As it is , the higher brackets are saved a higher % of
the deduction . On other hand , lower brackets get to deduct a
higher % of their income , increasing the progressivity of the
tax rates ; even a flat rate would be progressive .

Normal tax has 500$ exemption , surtaxes have 500 for self and
also for each dependent .

Certain govt bonds exempt from normal , not surtax .
Deduct three times from gross income : income not taxed ,

deductible busines expenses , personal allowance .

Corps taxed flat until 1935 , when graduated scale introduced . -s6|l
Wartime excess profits tax was X 95% of the excessprofits as

defined . (F29?) Potwar credit of 10% of the taxes paid , 80% max
for inc and e.p. ,
unly 7 state inc taxes have top rates above 7% . High exemptions .

Philadelphia municipal income tax , first and only such . Pa .

permits cities to tax anything not taxed by state , and no state
inc . tax . 1%Ill . has no state inc . tax .

In Eng . , " irregular receipts " , as sale of investments , not counted
as income .

virtuallyn

Fed tax does not touch income that is produced and consumed pers
onally , without exchange . Some state taxes , as Wisc , do , on farms .

is counted .In Eng , rental value of owner occupied houe
The implicit interest one receives from ownership of consumable

surpluses should be counted , but the amortization , or the consumption
of the corpus , has already been counted , already taxed .

Consumer coop patronage dividends not taxed to individual recidpiats .
Coop's "own " income not taxed either , if it is agricultural , and
more than half its business is with its members .
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deduct, I ju qe,You cannot deduct, I expansion.

Groves , Chap 7 , 2

Capital gains may result from monetary inflation , be illusory .
But not so illusory at that , for when the new debts that
caused the inflation are repaid , money will again - appreciate
and the goods depreciate , and one could have sold his goods
when they were high . Assuming the inflation is from the kind
of debts that are repaid , not govt debts .

You may deduct for depreciation , obsolescence and impair
ment of "capital " . And if you are a miner , you can therefore
deduct the deprec, impairment of your mine as you take the coal
from it . Encourages ruining resources , perhaps , if administered
so . Often criticized as overgenerous to mineral owners .

"Reasonable " depreciation etc-mus- be figured rather arbit
rarily .

In w.w. 2 , fed govt started to collect at source . States
still use "report and collect " method . Europe has collected
at source for years . Along with this change , taxes were
collected currently insead of waiting . Previously , jan 1940
to jan ly41- income was reported on March-15 1941 , and -paid
possibly in instalments thereafter . With change , you pay as
you go .

Fed tax now uses " information- at source " me thod . You are
required to report your payments to others--of interest ,
wages and rent .

Fed law says individuals - keep -books- at their own risk and
they are available to govt field auditors at all times .

British tax farmers on "presumptive income "---what their
farm would ordinarily yield - under ordinary management . Approaches
LVT , but perhaps is a tax on income from surpluses , too .

Much reliance placed on honesty , especially of the smaller
taxpayers . Ha .

→

.

-

In GB you report by code rather than name . All states but
Wisc keep inc tax info confidential . Once you could inspect
fed records , but no longer . Public - inspection in -Wisconsin
has exposed many frauds . Many taxpayers given huge refunds ,

it is said because they are campaign contributors .
If your net income is less than $5,000 . you probably...

won't be inspected . Others are sent to Washington . GB much

less centralized , has 725 district agents with wide discrtion
ary powers who settle most cases themselves . That's getting –

authority- pretty far away from the voters .
-

Chapter 8 : Difficult applications of the income tax_to_cptl
gains and loses , corporations , and their security holders .

ly44 law : gains on items held under 6 months , just like
regular income . Held over 6 mo . , cut in half , then treat like
regular- income . or , optionally , tax at 25% maximum . Losses

can be deducted from gains in full , and from other income up

to 1,000 . 5 year carryover .
British ignore both gains and loses , with arbitrary , important
difficult to administer exceptions .
1926-40 , net income from cap gains , with allowance for losses ,

was 15.2% of individual income tax receipts . Gains esp in
upper brackets , losses in lower .

If not realized until death , gainsnot taxable .

Losses are somehow segregated , so that you can only deduct

them from gains in a similar category . Much resented .

TIT



ince one mustpaytaxes, but fewer issters. forpremium for tax-exempts, #hy you

Groves , Ch . 8

Eng . corp tax is a collection at source device , is deducted
from stockholders taxes .

do not avoid

Formerly , intercorp dividends not taxed at all . Now- only on
15% base .

Public utilities famous for passing on taxes to consumers .
Before 1930 , cash dividends - exempt from fed normal tax .
Some states deduct corp taxes from stockholders ' .
Stock dividends not taxable until they become realized

capital gains . Just the same would happen if plowbacks were
made without stock dividends and ones stocks appreciated .

But dividends in stock , i.e. stock of other corps , are
-taxble -jus like -cash.

--

ive .

+ --

Varing supreme court decisions . Dividends of preferred
stock to common stockholders are taxable income when given .

1920 Eisner vs. Macomber decision that stock dividends are
not taxable , followed by great increase in stock dividends .

Excessprofits tax allowed as deduction in computing income
tax , for -corps .

1923-33 , corps plowed back 30% of their profits ; figure
rising to 40% in late twenties . This is tax deduc table from
corps income??????-- at -any- rate , from stockholders income
until realization .

The best way to bequeath is to keep stock a long time ,
pass it on , for it is then not taxable -for- capital gain.

I think that plowbacks are often not deductable .
Statutes say that if income is withheld from distribution

"for the purpose of-evading individual taxes " -it -is-taxble
at prohibitive rates . But this is not enforced , for intent is
impossible to prove . Laws should use behavior critieria , object

Chapter 9 : Other income tax problems
Avoidance methods : tax- exempts , holding cap gains til death ,
reinvesting corp earnings .

You can incorporate an investment company to get your
earnings , only 15% of its in come from other stocks is taxed ..
If you can keep it from qualifying as a personal holding
company . You can incorporate some consumption surplus , assign
some stocks to it for income , -deduct the upkeep expenses as
businessexpenses , rent it to yourelf at low fee . etc. By

incorporating your securities in Bahama Isl.s , avoid tax .

But these loopholes have been -partly closed . But you can
still evade thru an investment h.c. not so closely held as the
legal definition .

Trusts must pay personal income taxes , its the law . Since
1937 trustas no longer get that 1,000 exemption apiece , but they
still can be created without limit to split income .

Mos common evasion method among wealthy , gifts within . fam

ily . The gift is not deductable , but it reduces donor's sources
of income . Recipient is taxed on income from gift , but doubtless
at a lower rate . He must also now pay a gift tax .

Read -Wedgwood , Jos , " The economicsof inheritance " ,

Had all corporate losses been offset against gains , 1922
1939 , net income would have been reduced 45%. That represents
corps whose losses never were offeet by gains within the 5

year - limit . ? New small companies in equipment goods industries
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-the most typical -losers . But carryovers were only for 2 yearsbefore w.w. 2 , and in the 30s no carry over at all was allowed .
This makes the 45% figure more believable . In w.w. 2 , carryoverand carry back of 2 yrs each way permitted making 5 yrs inall . British allow ó yr carryback .

1924-43 , earned income favored .
States allowed utter leeway in claiming authority over

taxpayers . States use different criteria , much - confusion
possible . I'd say that certainly only the state in which oneis a voter should tax him .

State taxes are deductable in figuring fed -tax .
1932 Illinois passed an income tax law which state supreme

court declared unconst , because it did not treat all property
equally . And Ill . const cannot be amended ..
Chapter 10 , Death and Gift taxes

Average effective rate of Wisconsin inheritance taxes of
3.1% ; typical .

10% British nat and local revenue from death taxes . 5% inu.s.
Estate tax main revenue source everywhere because simpler to

administer than inheritance . British exemption : 400$ ; ours ,
60,000$ .

1885 NY tax first successful one , but proportional . 1903
Wisconsin tax progressive , the first really "scientific " one .
Different rates -for -different-degrees of relationship .

1924 and 6 , Federal Credit enacted . Only Nevada has failed
to take full advantage of it . Whatever the state law requires

of the estate it gets , and phy/1f then the fed tax is calculated
and everything which was paid to the state is considered paid ,
fed govt collects extra. Except that the state cannot take more
than 80% fed govt's claim--- it -can , -but -if it does estate mus
pay it all , no credit .

Some insure selves against death---life insurance--- . You
also insure against death taxes , pay the company and when you
die it pays the taxes .

1894 , British death tax inaugurated .
Income tax hits spendthrift and saver alike , as far_as.

annual consumption is concer ned . But death tax only hits the
man who saved , therefore espeially reduces saving .

Estate tax can be paid on instalments for ten years , hence
need not force liquidation .

If esate is transfered twice in 5 years it is usually
exampt from two taxes . Estate may be valued a year after
transfer , _to_prevent_hardship .

Most state inheritance funds not earmarked , but in general
*fund . Very poorly administered .

States claim tax against each other often , so that one estate
may be taxed several times , and must pay them all . Heirs
domicile gets no tax ; decedent's domicle- does ; -state in which

-property-is- gets to tax ; 1932-9 , this was not so , but before
and after those dates double taxationhas been possible . State
in which corp is domiciled has a claim on socks that are
pe devised , as does state in which the stocks are kept in
safe deposit . A States in which corps own property cannot any

+

more .
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1932-42 , state of domicile of corp could not tax , but before
and after they can . - Multiple taxation common at present .

Investigators have first crack at decedent's safe deposit ...vaults , and insurance records .
If two states both think they can prove domicile , both can

tax an esate . Certainly at least they should make each state
fight the other for one tax , rather than let each tax it .

Gifts : in contemplation of death , to take effect at death ,
' causa mertis or death bed , and inter vivos or not concerned with.
death .

The fight is between the first and the last . Wisconsin law
declared that any gift made less than 6-yearsbefore death was .
presumed to be in contemplation of death , therefore taxable as
part of the estate . Supreme court threw it out . Now the law states
that if gift made . 6 yrs before death , or less , burden of proof is
on the estate that it was not in contemplation , i.e. it was inter
vivos .

ĴTrusts may be created so that income goes to the settlor and
to the beneficiary only on the settlor's death . This makes it a
"gift to take effect at death " , and part of the estate therefore ..
If the trust is revocable , or_reserves a life estate to the settlor .

Gift tax designed specifically to prevent evasion of inheritance
tax avoidance , rather---by gifts . However it has its own exempt
ions , cuts -tax -base -in half if used judiciously . Also somewhat
lower rates than death taxes .

—–

You can create a trustthat is a life estate with a remainder ,
which means -property will be used to support your son while he … .
lives and then go to your grandson , being taxed for only one death
tranfer . This is the common practice among estates over 60,000 .

Administration of law , and possibilities of avoidance , are such .

that death taxes strike mainly those estates whose decedents die
unexpectedly , without having a chance to put their house in order .
Most cases of gifts are decided -proven that gifts were not in cont-___

emplation of death .
Fed and 11 states now have gift taxes . Fed tax : 1924-6 , and

1932-present . 3/4 rates of fed estate tax . Gifts are cumulative .

Not later taxed as partof estate .
Fed estate tax dates from 1916 .

++++

1
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declared them legal .
In Sweden church and state eduation systems are "merged " , with

evidently no dominant .
Most states forbid public money for sectarian education .
1941 , 2.5 b . total expense for public education , c . 30%local exp .
60% educ cost from stat local , 36% states , 4% fed . 70% from

prop tax . wide variations in state support , but it is largely amatter of central collection .
100,000 indep school districts in country , typical units of

school support . Are not most school districts integrated with
villages , cities , etc ????

Most common state aid : flat grant per unit of educational
need , which is variously defined in several obvious ways .
Over half all state aids are in this wise . 2/3 states have
some sort of equalization scheme , subsidiing poor schools-- mostly
in those districts where raio of children to prop value is high .

How about this problem in general ? For lvt , that is . Obviously ,
revenues should not be returned to their point of origin , for
that is against the whole idea of common prop . On other hand ,
many reasons say they should be locally administered and collected ,
with worldwide equalization being taken care of by allowing free
immigration . It is not private property , even for the group , if
anyone can move in to enjoy the benefits of the economic rent .
Then what incentive for local improvements ? Why not ? If the
revenues are not used for that , they will be returned to all
residents , and that will encourage immigrants as much as
the benefits of public works. However , suppose the public
works will benefit the society more than private returns ,
but citizens consider result will be higher land values , which
will mean more returns to them for only a short time , soon will
bring more imigrants . However the new immigrants will again
increase values , so absolute rewards of old citizens will not
for some time still be larger thanx to their improvements . Much

to work out in this .-- but immigration is the key to the solution ,
avoids necessity of worldwide authority directing all expenditures ,
which is absurd .

Fed govt's small is mostly for vocational education , and
in defense areas .

¹33-7 , PWA built 80% all public construction in u.s.
1916 , Fed Highway grants- in- aid started . 597

Highways should be constructed by central govt units if they
are thru roads , else nonpuniformity is a bother . Kansas delayed
road building , great nuisance . Distribution of lvt revenues for
this purpose , as for other central purposes , no problem : localities
make original collections , then contribute to central govt in
proportion to their local values . But this discourages municipal
improvements ? Well , as the public works built by municipalities
are built from lvt money , they should not belong peculiarly to
the municipalities . who produced them . It will still be advant
ageous to order municipal expenditures most economically because
only a portion , and I hope a small portion , is to be centrally
collected , for one reason . Also a time lag will certainly exist
between improvements and immigration resulting , and another lag
between immigration and getting on the g.1 . rent rolls--- tho this
should be short , so as not to penalize migration . But what of
long term profects ? If citizens take g.1 . rent now , they get
entire benefit ; if they buila pemanent public works , they share
benefit with future immigrants . Perhaps it is well that govts do
not build many permanent public works , as common property .
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As to units of local collection , they should be organic ,
include both places of residence and work , so that no problem
shall arise of whether people should receive g.1 . rent where
they live or where they work . There could be many people who
livea on one area and worked in another without causing trouble ;
the trouble would come if some small non- res . high rent district
were a separate tax unit and its few residences got all the
g.i. rent . Then pe it would be invaded by residences and it
is presumably moe suitable for other land use . Immigration woul
tend to make equal the per- cap g.i. rent in all places . Yet
it would only be a trend , and probably not the strongest one ,
influenceing migration . But the other trends , which would
cause high rents , while g.i. rent results from high rents , would
work in the same direction . So per cap . g.i. rent would tend to
be equal . That is public exp . /cap would be ; but there might
be gre community differences in ratio of revenues spend on
public services and works , and on cash returns to citizens .
Public services would not be discouraged , for they are annual ,
are for immediate benefit , might just as well be taken as
money , if desired . But permanent public works , like roads ,
parks , etc , would bring an influx of pop . until per/cap benefits
were equalized with other localities . The solution : let the
payment for the works , as well as the benefits , be in the future ;

build them by borrowing , pay the debts as the works depreciate .
Now , then , what is to prevent a municipality from borrowing
for current expenditures , then moving away and leaving the
debts ? mainly that they could not get loan for such purposes ,
under lvt . under today's sy tem , of course , they could , because
of their equity in the land they will stay anyway . So borrowing
is the solution . Thank God .

1921 , Fed Aid System of Highways authorized , not to exced
7% milege in any state , aids distributed according to 3 ratios :

area , pop , miles of post road ; fed aid system not contiguous
with fea highway marking , which is for convenience of interstate
travel , but two systems are almost identical , because each is
for main thru routes . Wisc : 10,000 miles state roads , 18,000
cty ràs , 60,000 munic . streets . only fed govt and school dist .

do not administer some roads . A Since 1930 , trend to central
ization under states for highways .

Local highway administration has often been wasteful , for
small units evidently . But under central administration of
course problems of who gets what arise . This is a matte of
technique , the only principle being that the optimum size
productive unit should be sought , granting that with no

competition it is easier to be wrong . But the major problem ,

seeking special regional privilege , will be negligible with
lvt .

State highway funds embattled , between city and country , as

well as many other categories . Cities have lost ,.
"Prominent English architect " says NY slums are worse than

in any Eur or s.Am. city .

Welfare : relief , welfare , social security ; 5 b , all units ,

1941. 1913 , est . .05 b .
Late 30s , fed govt discontinued direct relief , started

work relief and categorical aids . Relief is not usually
granted in canh but , I guess , in food esp . Categorical aids

are in cash , to children , aged , blind--- thru fed aids to

states , passed in 1935 Social Security Act.



Chap 22 : General Aspects of Public Expenditures .
Taxes have only been increasing in real terms per cap,onlysince some time in 19th cent .--- and perhaps late in 19th century ,or even in 20th cent .

Cyclically , govts have spent freely in booms , stopped in depr .
Eur . govt , at least France and England , far more centralizedthan we .

Nazi Gy , govt could force industry to employ as many men ashe way fit , whether needed or not .
In Sweden we have a situation of govt participating in much

enterprise , but not regulating other enterprise so much . This
seems more compatible with democracy than having govt regulate
enterprise . So socialism has different shades of tending to
authoritarian govt .

"Theoretically the fed govt has no police power " .
260,000 sq mi land grants to r.r.s ; cf with 114,000 for schools .

Helps to explain why our frontier was not such a free frontier
after all , why we were not so much better off then than now .

Swede govt has monop . of liquor , tobacco and radio .
Increasing cost with increasing size common in big cities

expenses . Is this because they give more services ? That is probably
partly it , but on the other hand they give more because they have
to give more , because nature provides less . That would be true
of water ? No. One uses no more water because he lives in a big
city .--- and what he uses he pays for anyway . It must be mostly
increasing costs of producing the same things per cap . Groves says
that big city standards are higher , but also many outlays for
health , welfare and recreation are found in big and not small
cities . Cost of water is obviously greater for big city per cap ,

1926 costbut I don't know if this is paid for at all by taxes .
of urban govt per/family NY : 151$ ; typical 2d class city , 56$ .

In some states only prop owners can vote on bond issues .

Increase in graft not so ; probably has decreased .
Self- liquidating , reproductive , productive , and non- productive

public expenditures . Repr . are those that redound to public good
later . Prod produce direct pleasure .

Ch. 23 : Expenditures for particular functions , and possibilities
of economy

Protection , education , public works , welfare , administration .

In war 1 , defense plant credits supplied privately .

Table , p . 488 , 1941 fed state and local exp .
exp 1791-preent , and all units .

fed

Renegotiation operated only one way--did not compensate losers .

Or were there any ?
Administrators went beyond their powers in renogotiating to

consider all elements , not just one they were regegotiating . Here

is example of how little control voters have over powerful govt .

Costplus used much in war 1 ; less in 2. Cost plus fixed fee
used more in 2--- it is open to obvious abuses .

1825-50 , battle in north for non- sectarian public shools , won .

elementary . Gradually secondary schools too--- 1874 Kalamazoo case
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Chap 18 : Non- tax revenues
Decreasing in importance . Special ass . , sale of public lands ,

revenue of munic . enterprise .
In 30 public land states , 114,000 sq mi donated for schools ,

of which most was profitlessly alienated .

Many Eur . cities buy outskirt land for cheap housing as city
gross .

P.O. delivers perodicals below cost .
Peak load etc service often costs more , higher rate tha is .

Municipally owned utilities avoid fed income tax on corps ,

and individual stockholders , hence can charge less .

c . 90% u.s. AfX /X water is municipally supplied ; conceded to

be correct . Municipal electricity successful in Ontario , elsewhere .

Recall the S.D. cement plan for a mos miscellaneous state owned (to

enterprise . N.D. has state mill , elevator , bank , ins . , all lost cementmanaps
fight

money .
Public corporation looked to as remarkable new device . However

this is being blinded by the superficial fom the fundamental .

Directors of private corp are required to make profits ; of public ,

to get votes .
15% revenue from municipal services is average .-- from munic .

enterprises , i.e.
Judicial process characterized by much feetaking . This is not

as it should be . Litigation should be free .

Result of prop . tax limitation laws is to make municipalities

charge for services . Sewage disposal , e.g.
Local sherriffs and Justices of the Peace often paid by fees ,

which encourages them to do dastardly deeds .

I think fines should be large , and a handsome way of punishing

and raising revenue , esp . from the rich who try to pull deals .

Jailbirds live on the public . It is better for people and for

society if they work to payfines . If they won't pay , they should be much
punished.



Groves , chap 23 , cont

Colo . , 1936 , 45 /mo . for those over 60 pased by referendum
vote , organized pressure of old timers . Cramps other state
expenditures .

only a few states and lower use the "merit system " , and fed
govt does not use it thruout . However its benefits are in doubt ,it ha such stultifying and bureaucratic tendencies .

Centralized purchasing an area with great possibilities for
economy .



Groves , chap 6 : Shifting and incidence .

Backward , forward , and capitalization shifting distinguished .
Physioczat theory that all taxes came from rent .
Hobson , they come from Paretian rent .
Canard , diffusion theory.
Prevailing theory , as developed by Marshall esp . , Seligman

and Edgeworth .
Shifting easy when supply is elastic . They say this is true

when prices are above normal , when tax is imposed on all
competitors (but they later say , or Leigh does , that the
opposite is true , because then capital can migrate )
Decreasing cost industry argument .

Capitalization shifting is different : is more concering
sales between persons in the same line of production , not
from producer to consumer . Not sales in the " ordinary course
of production and exchange " in static economy , but sales
involving changes in personnel and/or structure of production
(or residences ) reproducible

He claims that pansrepzdable goods cannot have tax shifted
by capitalization as easy as reproducible , but he is confusing
capitalization and snifting to consumers of current yields .
unce the tax sacrifice is determined , it is completely on
the present owners , but it is possible that it may be shifted
to his consumers of annual product in part .-- in fact it prob
ably will , just like any tax on active factor rewards .

Monopoly taxes will be shifted if on gross income , not? if on net.

Chap 11 : Taxes on Business.
A. Sales , property , excess profits , corporate net income ,

gross income . B. Occupational taxes , incorporation fees ,
capital stock taxes , corporate excess taxes .

Retailers can be taxed harder than manufacturers , because
they have no out of state competition .

South , and France , have occupational taxes.
Incorp . fees usually based on capit . stock
Capital stock tax so-called is combined with excess profits

tax , declaration of value allowed at any level . One can take
any profit and the tax schedules and decide what to declare a
cap stock .
Corporate excess tax now in little favor , only Mass . makes

much of it , Ill . has small one . on corp value above tangible
assets .

R.Rs taxed centrally in most states , by "unit rule " treating
it as organic whole . Securities , income , physical value are
various indicators of value . Then tax is apportioned among
local unitson various bases , states however now compete among
each other to tax r.r.s more ; average state rate is usually
then applied , revenues distributed on various bases .

Minnesota uses gross earnings tax on r.r.s. Simpler , and
if administration is poor it is the better tax , otherise
property should be evaluated .

Utilities are valued once for rate making and again , diff
erently , for taxing . The rate making valuation is simply a
determination of the return necesary to draw capital into the
business . pf/þþµ‡þé differences creep in here .
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Groves , chap 11 , cont
Some states tax utilities on leased property , because

they make a unit assessment .
Utility taxes are apportioned locally , should not be says

Groves .
Municipally owned utilities are tax exempt , also Fed owned ,

tho TVA pays local taxes gratuitously .
Many r.r. taxes may be superimposed-- they need not stopat one .
The many systems of valuation are not reconciled by any

formula , nor is one used exclusively , but they are all considered in a " huddle " .

Chap 12 : Taxes on business , cont
Fed charted banks cannot be taxed by local govts . Banks

prop is mostly intangible , special problem . Special treatment
is due to loancreating power , rather than intangible assets .
Section 5219 is 1863-8 legislation about National Banks . Banks '

real estate and its shares may be taxed at regular local rate .
Banks had taxation privilege under personal prop . tax because

other businesses were taxed on gross assets regardless of
debts , banks only on their equity . In addition , bak real
estate value was deducted from its equity value before taxation
" to avoid double taxation " . But in practice bank equity was
rigorously assessed , other personal prop . not , banks actual
rate of tax was usually higher .

Gradually personal prop . taxes were abolished , but
bank shares tax remains .

1921 Richmond Bank case declared this unconstitutional ,
states had to either stop taxing banks shares or tax all
such items as personal prop .

1923 , Congress amended section 5219. It said the share
tax was allright , and added two other ways of taxing nat .
banks : net income and dividendė . Only one of the three could
be used unless all state corps were similarly taxed twice .
In other words , the taxes mus be uniform with those on all
state Baxed corps .

1927 Hartford Bak Case declared that banks could not be e o
taxed especially---at this point the two new taxes added in
1923 were not special bank taxes , only the revised section
on taxation of bank shares allowed special bank taxation ad
this congressional act was evidently delcared unconstitutional
in effect at least .

Finally , in 1926 congress passed law permitting excise on
bank's franchise , and the value of the franchise could be
de temined according to bank's net income . This does not seem
to be a prop . tax , but another consideration . So the prop.
tax situation is left with bank shares not specially taxed ,
as Richmond Bank case said.

The ¹26 law allows indirectly the taxation of interest on
tax exempt bonds , which may banks hold in profusion , and add
to their income , are exempt from income tax but not from
franchise tax graduated according to income !

Many states still retain nominal personal prop . taxation
and therefore can tax bank shares . In general , banks thought
to escape unduly .

Insurance co.s declared not to be interstate commerce ,

subject to state taxation , c . 1905. --even tho now they are

}
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subject to anti- trust law . Ins . co.s have no ne theless
broken away from gen . prop tax on their intangible assets .

Gross premiums tax most common . Mass . taxes prop . , Conn .
on income from investments ( for mutual co.s ) . Fed govt taxes
them on net income of course , it is very difficult to determine .
Very complicated pattern of classifications , exemptions , and
state realiations . Dispute as to whether they are taxed higher
or lower than others .

Chain store taxes , by states , many of them on many different
bases , some held unconsitutional because of "unreasonable
classification" , others ok .

Chap 13 : Taxes on consumption
1940 , 35% fed rev .: Alc , tob , motor fuel, customs , in that

order . Eur . uses them far more than we , and on necessities
more . Probly less now than in 18th and 19th .

2.5 b spent for public education in 1941 , c . 10 b . for
entertainment .

Rich purchase more things not hit by cons . taxes , such
as personal services . Of course many luxury taxes are progressive .
Saving is the real cause of regressivity , and saved money is
no good until you spend it , so I wouldn't worry about that .

War 1 , Eur . turned to sales tax , save Eng . , it became one of
most important rev . sources---most imp in Austria .

Tariff expensive to administer . c . 5% .

Chap 14 : Motor vehicle taxes .
Gasoline tax is most productive state tax .tive

Chap 15 : Poll tax
Chap 16 : taxatión/ofzhatufalz/aś social security taxes


