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

1 Will try, with indiff. curves, to show the excess loss wix
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
betwsen the two 1ndiff. curves, he makes by drawing a 3d inec. line
parallel to the first tang. to the indiff. curve reached by the
excise tax, and the difference thewsmmx between their two y-
intercepts 1s the excess burden.
‘ (But note that this analysis doesn't assumm succeed in
allowi for changes in m.u, of money. Mone unchanged, is on
the y 2518) Uv'“ngf/ho'f dtéy AWV‘ unc.g <ct’ ?y' . J
Flowabouvr AP~ r¢“,u4464¢§:;‘;”“”“‘
The greater the curvature of the indiff curves,/the less” £
the excess burden and, in extreme case, curve has a rt. angle Fhe rafcar
where the price line after excise tax touches 1t, and the price thcmaq:tj
line after inc. tax with same yield touches it at same spot, no “«leasy, .,
excess burden. This meane elast. of subst. of tea for m is zero "> '~ Aax
at that pt. Or marg. rate of subst., as I would say.

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

Joseph says excess burden 1s 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 price
' elasticlty to income elasticity, not on price elasticity alone,
The =mmXX®r less important the article taxed, the smaller must
' price el. be in relation to income elasticity to avoid excess
| burden. He shows this with some geometry that I don't follow.
. But ldea is when income elasticity of demand for item is high,
' then the income effect of the tax will affect the demand for the

burden 1s that marg. rate of subst., or as he says, elasticity of

‘? 4/1//$71tem. The general condition he says for the minimizing excess

' subst., shall be zero, rather than that elastic. of demand shall
' be zero. These two coincide when proportion of income spent o

n
item is very small, But if it is large, then ..;;‘?wW4?Q»u{ &44444;a
'0¢£u.t" &Aﬂhf¢z

-0t have less Lo Aftrel on ,-%yowt . phterm
[ digverion, Chi wny%t"‘/"‘w"“"/ém,%ﬂ.

| Further states that the undesirability of an ameeaa % excise
' tax increases with its rate.

| But nowhere, so far as I see, analyzes excise taxes on all goods,

| Just those on a few goods.

| Concludes that if you must use excise taxes, tax those with b+ rAie
'a_low elasticity of substitution, i.e. an inelastic demand. But 2 um .y
' elasticity of demand is made uv of both income and subst. effacts,:ohnhva)
'and if inc. effect negliblble, then subst. effect gives right PG vl

| result. But if inc. effect great -- @.8. inferior goods, where ./t inc
‘a régg,in income causes a fall in demand -- then inelasticity icoerfr
of does not mean small excess burden.

‘ Tax many commodities lightly rather than a few heavily; if just

‘& few are taxed, let them be those most purchased.

l See if you can figure out from this what the guy said.
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production of the thing is loss, but just decline of c.se., Waich
me‘ies 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 irrization 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
if their incomes wer This would even be
true if they were the final consumers of the [water. This is the
measure of kheir welfare. ";"ﬂr@nﬂéydﬂrnwﬁky/r%%WWﬂ)ﬁ

A

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;myoamnen 7/
lMarshall's c.sS. 0f 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 Bm®rxXE 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 nxnxxmx when it is cheaper) And my
answer 1s, it 1s the arca 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.
S— A

J

/

There is more to elasticity of demand than curvatur: 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.,

% HMarshall had ignored elast. of inc.

I take it back. Joseph says genera:. condition for no excess
burden is that elast. of subst., woich he distinguishes fr.om -kast.
of demand, eq. zero. It seems to me the condition for no excess

burden 1s that demand for factors be unimpaired, i.e. that demand
elast. equal zero. So I disazree with Joseph on this count. Subst,
elast., might be zero and still, due to inec. elast, you mignt take

less of the taxed article, cau 1n cess burden. wv«&dalﬁotaﬁa
lpr of othan 00T, L0 MRS vunces v %ﬁ- e ol %ﬁs ﬁf”

The other big error of excess burden arg ament was in 1ﬁent;fy'n,
excise 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 proportiondl 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
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they were doing before, producing as much as ever. There will be no
increase of prices, just increcased taxes paid, just as tho they
were income taxes.(perhaps more leisure will be taken) Prices will
. still equal nec. If, alternatively, the tax is taken as a cost, then
T 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,
me 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 mec 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 iigher
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 lMusgrave 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

Ipenalizin; marginal gains would do even better; b, wien people are
noorer they have less to invest.
[ o Ass. that people shy from risk per se is not nec. so.

. A1l they have siiown 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 fo individuals. And the
VAV/VVindividuals 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 lMusgrave argument goes)

Brown argument is good, even if 1t 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
e 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.

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 .. r.nrent taxes have no effect
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on current spendinz, on idea that current spending is fn. of last
pd's income, and current taxes only take from this pd.s inc., and
only that part of it which would have been saved, not spent. Which
is fantastic. But from it he concludes that to increase both

taxes and expenditures simultaneously will increase spending in the
current period, which ain't nec. so.

Rolph prefers Robertson to K. analysis, inter alia, because with
Rob., you know that dC means less Sy while with K it might mean
more inc. in same pd., don't know what it does to S. I think by
either method of analysis the net outcome is indeterminate without
more information.

Xbrenerzwantszkax :
Another serious snortcoming in saying resource allocation is
all right if only mc prop. to price is that this would mak mMONop « 8
oks if all production monopolized and prices raised same proportion
above mc. Must keep the crux in mind, which is that resources must
not be kept from producing the highest possible mp, and as long as

they are not, prodagtion iﬁﬂpostizfiigient. “Tilxs i y%nylﬂwa44~,n~%;
Rolph himself prefers to look at taxes as reducing prices to

sellers, not increasing costs. Which is ok. & in so doing he will
keep p eq. me, perhaps w/o realizing it.

Domar & Musgrave argument only applies to some risks, those that
are risk of absolutely losing m. The risk of not getting as much
yield as otherwise, which is a form of risk, gives you no offset
This kind of risk is still avoided.




: Lerner makes an important distinction that other K. ec-ists
o seem to miss, which is that dM itself need not lower mr, but only
if the dl comes on mkt as loans at low 1.r. This to Lerner l1s a
very important distinction, so to 1 borrowing & taxing have
distinet functions. You borrow whun JOh 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
0

saving, but generally treats it as tho it didn't at all. And this, as

opposed to K formulation, is very good.
D O g W

Joseph criticized conventional n?csentatiOﬁ 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 wecakness; it is doubtful if

nis formulation gets away from the weakness if it is one; there wer

other weaknesses, esp. the ass. that displaced resources not used
ould be overcome by specifically

elsewhere -- but this weakness c
. ’ i it‘f was the loss -- and conventional

stating that reduced

argument didn't imirly, come to think of it, that displaced fact‘rs
just that they would be ap ;1cu

’ould not be used elsewhere, but
‘ narginally elsewhere wl

hile they could be applied suvermar inall
ere. Classical analysis doesnt say the whole Xmxxx decline of"

BT e



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
absentéeism 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
cholice between work & leisure as income taxes, and in addition
| dlstort consumer preference, and are worse., That the only
. advantage in them is they are less progressive. I agree
| 200% from the start,’

The same tax rate on all items does not insure proportional
. results,(for, due to skamgxaxsxtmx differences in s & 4 conditions,
. each commodity will change in price differently, and the tax
finally arrived at is not prop. to original price. 1Is this
relevant? Is my' idea)

Henderson just says that if the tax rates differ on different
ltems, excise tax may be progressive or regressive. Suppose two
- 1tems 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., regrescive.

p. 541

Henderson accepts and repeats the Joseph-Stigler argument.
Then remarks that excise taxes can be progressive & non-proport.,
that this involves an excess burden, and draws a graph with inc.
before tax on abscissa, after tax on ordinate, a %S deg. line
howing line of equality, and two lines underneath it, the difference
tween the lower two being the excess burden, by def. I don't
think this graph shows much, that he didn't already say from Joseph.
§ Now he turms to supply side, and follows Wald. Leisure on
ordinate, all goods on abscissa, draws indiff curves so that when
inc. tax imposed, take Immmxisisuwxs more leisure

= - -

L gilget eo?e practice drawing these curves and showing excess burden,
w
| probly have to some day. ;22:&1:_

The ideal tax for redistributive purposes is on "earning
capacity"”, if that defined in such a way that individual cannot
influence it. But as this is impossible, actual earnings are best
hE says. (Amazing that they state principles which so directly
declare that lvt is best tax, but do not mention it. Even when they
have Hotelling throwing 1t in their faces)

. Now he will consider saving. (excise taxes dlstort choice
bptween sav.& cons., but this probably a good thig for soclety as
aLwhole, to increase cap. formation) Excise taxes exempt saving,
80 encourage it, which is good for increasing capital he says,
@8p. 1n booms, but on other hand distorts consumer choice. Various
other complications, conclusion depends on situation. But notes
that indirect taxes reduce real income and thereby reduce saving,

So by introducing saving, somedoubt is brought into traditional

Over




eaxe vs. indirect taxatlon.

Also says that irrationallty of individual decisions, meaning
meaningless shifts of indlfference maps, makes case unclear, for .
then it 18 not clear that distorting individuals choices will

hurt any.

Why, then, he asks, are people coming to favor indirect
taxation more in Britain now?
1. It is a means of making tax structure less progressive, which
cannot be done by changes 1ln income tax for political reasons,
but has to be done to increase incentive to work. political reason
Q. Administrative reason: any one tax, no matter how good
theoretically, 1s subject to evasion, and those who evade
income tax are caught by exclises, esp. luxury taxes,
3, To raise bring administered prides into line with mc.
This wouldn't apply to free market prices, but English prices
not free. Exclse tax on tobacco recently justified on grounds
that L was overvalued relative to §, so too much tobacco was
being congumed. (ne's wrong here I think. Reason was that an
excise tax on an imported item 18 -a tariff, and Eng. needed
tariffs at that time to improve terms of trade)
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History Reveals
Strange Taxes

MEN HAVE paid taxes — and grumbled about
it — since the earliest days of recorded history.
More than 35 centuries ago, a cuneiform writer
f Sumer in what is now Iraq, cut this proverb on
a clay tablet: ‘“You can have a lord, you can have
king, but the man to fear is the tax collector.”
Taxation in one form or another went on. Dur--
ng the Golden Age of Bablyon, says the National
eographic Society, King Hammurabi used ad-
anced knowledge of astronomy to figure exact
ime of payments.

HAMMURABI was a born internal-revenue man.
hen a leap year month was needed in the 17th
entury B.C., he had the sixth month, “Elul,” re-
eated. An extra round of taxes, he decreed, would
e due on the 25th of Elul IL
Egypt’s pharaohs gathered fortunes in direct

evies and tribute, as shown by graphic carvings

n 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.




MOTOR VEHICLE aufo 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’

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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SURVEY ASOAI
STATESPENDING
BY AUTOMATION

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
Misseuri Public Expenditure
survey. |
The survey, a privately sup-
ported fact - finding agency
headed by Edward Stples of
Jefferson City, pointed out that
Gov. James 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 |
discretion to determine

L}

Blair and state fiscal agen-
cies have established that the
financial requirements for ope-
ration of all activities of the
state government in the 1959-
1961 biennium will exceed one
billion dollars, which would re-
quire additional tax revenues,
Calls for Half.

The survey, in its analysis
of the state’s immediate finan- |
cial future urged “a halt in
he onward march of appropria-
tion by automation.”

It pointed out five ways in
which appropriations are com-
mitted in advance to a financ-
ing pattern or formula that
“wholly or partially restricts
he budgetary discretion” of (
he Governor and the lawmak- |
rs. They are

i harmal\mg by state con-
titutional provisions of re-
eipts from certain taxes, such
s gasoline taxes, for specified
urposes. Such controls ac-
count for 21 per cent of the
total .state budget.

2. Fixed controls of funds |
received from the Federal Gov-
ernment, ..v‘vAhich also sets spe-
cific condilions controiling 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 vear,

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.
| 4. Commitments by previous |
| Jegislatures 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 |
revenues for highway pur-
poses, to prevent road fund |
diversion to non-highway pur-
poses.

The report urged that any
further reduction of the con-
rol of the Governor and Legis-
ature over appropriations of |
revenues “should be resolutely
voided.” |
A new budget system and |
rained budget staff set up on
recommendations by Blair “can
pvercome some, but not all of
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
aporoonriated orudentlv in the [™




SOME TAX CRITERIA 57

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 | Considered an
a proper criterion for judging the soundness of a tax system: important
criteria by: ¥

a. The balancing of the relative need of the national, state

and local governments. Yes 58, No 24 (20)
b. The encouragement of economic effort. Yes 67, No 16 (30)
¢. Restraint on undesirable economic practices.

Yes 38, No 44 (11)
d. Social and moral restraint. Yes 32, No 49 (5)
e. Neutrality as to economic or social effect.  Yes 34, No 44 (8)
f. Sufficiency of yield. Yes 53, No 26 (24)
g. Ability to pay. Yes 60, No 24 (31)
h. Benefits received. Yes 69, No 15 (24)
i. Nonshiftability. Yes 49, No 31 (15)
j» Awareness and ease of understanding. Yes 77, No5 (22)
k. Public control Yes 72, No 10 (18)
l. Acceptability. Yes 37, No 38 (3)
m. Uniformity of application. Yes 75, No 6 (27)
n. Certainty. Yes 76, No 5 (12)
o. Reliability. - Yes 59, No 20 (8)
p. Effiiciency of administration and collection. Yes 74, No 8 (18)
2. Do you believe that we now have a sound tax system?
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

*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.




58 THE COMMONWEALTH — PART TWO

In Support of the PRESIDENT BOHANNON: We will now

H call on Louis J. Kroeger, to give us the

Sectlon Report argument in support of the Report. Mr,

Kroeger, management consultant, was

BY LOUIS I- KROEGER Chairman of the Section when the study

Management Consultant began and is Chairman of the Committee
which drafted the Report.

HIS 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
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Finance Week

25 PER CENT CEILING ON TAXES?

It Could Come—What It Will Mean to You

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

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.

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.

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)

If Taxes Stop at 25% ...

Q

“’g% Individuals

NOW PAYING
N
’é' $33.6

BILLION -
A

$30.9

BILLION

@ Estates & Gifts

NOW PAYING

Total tax saving:

of which corporations will save

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

e —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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®  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.

S

" »-‘r_: YOUR INVISIBLE ARMOR IS A NATIONAL SURETY BOND OR POLICY

i
National Surety Corporation, 4 Albany St., New York

S

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

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

Firm Name

By. Position

Street Address.

City. State.
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Gateway to business
in Indiana —

L. IBANK
INDIANA NATIONAI
THE

LIS
OF INDIANAPOI
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0/%0% 2. ; -0 o gf Close 0/; Business
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Cash op Hand

and on p
Federal Res

€posit with
erve and Other Banks

G $124,561,621.74
U. - Government Securities. b b 167,012,792.78} $291’574'414'52
Other Bonds and Securities. NIRRT L 26,528,019.37
Stock in the Federa) Reserve ook S A 645,000.00
Loans anqg Discounts. IR o G R ’ 88,631,507.91
Bank Buildings Rbusivagly " -7 T 2,000,000.00
Accrued Interest Receivable‘ or o et et el 933,664.75
Customers’ Liability under Letters ehol SRR 599,037.38
Other Resources. S S At b b 286,332.97
$411,197,976.91
Q%'alz%??‘ed

............... $ 6,500,000.00
Surplys . 5 AT

.......... 15,000,000.00 $ 27,576,478.29
Undivideq Profits iy 6,076,478.29
Accrued Interest, Taxes S

....... 1,774,585.36
y2,193............ 227,500.00
TR N g I e 380,358, 664.94
Unearnegq W 2 975,513.95
etters of Credit Bl "o
Other Liabilities

...... 86,196.99
$411,197,976.01
@l/’leo/o%
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you can't get your share

Dodge Reports |
w'll 'Il you

where your opportunltles are.
everyday —anywhere east of the
Rocky Mountains. Get ‘‘How to
Use'’ book free. Write Dept. U. 5632

DODGE REPORTS

F.W.DODGE
119 W. 40th St., New York 18, N. Y.
Timely, accurate, comprehensive

construction news service | I

THE FIRST STEP IN EVERY SALE conroation

Look over the advertise-
ments in this issue. You’'ll
notice how many differ-
ent kinds of business and
In products find it advanta-
geous to advertise in

good “U.S. News & World Re-
port.” Ask your advertis-
comnany ing agency for their facts

on how the “magazine of
essential news” may fit in
your own advertising pro-
gram.

Finance Week

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
JGAS 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 Parxer

January 8, 1953 Secretary
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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.

For higher-bracket taxpayers,
windfall will be substantial.

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,-

the

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.

L A

~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 I
to leave an estate of more than 20
lion dollars if his heirs are to shar
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",
T mean raising the selling price of the taxed article &ncluding tax,
i.es 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

ppoduct, regardless of price, regardless of how much price rose.

So determining faector to Rolph is elast of demand.




T AT YR In M = G = 20 1 % )

About analy.ing effects of taxes & assuming an increase in
govt., expenditures corresponding: let us adﬂLL that you can do
it 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
ceagse to bother to earn it. Other means of making them work must
| be found. Which is an old but Goddmm true observation.

On which I could write an interesting study, comparing money
incentive syctem with alternative incentive systems.

‘ Rolphts argument that interferences with freedom are ok becauuo
| they may counterbalance other interferences is not 100% wrong
| | Eege, 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
k@mkxzpanzxznzmazkxzxaxzxakmkzﬁansxzxzxﬂ say that the discr. tax
' might iImprove allocation is to say that it uould 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.




| 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 "econgsumersg!

His argument: tne loss of cons. surplus due to aigher 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 leuable)

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 industrilies into

'wnich 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 gays the loss 1s all the producerst!, not the consumers,
| becauge the consumers can buy other goods cneaper now. 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
|becauge 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 1s obviously on consumers

|

Rolpnt's method of agsuming taxes independent of expenditures
1 P

labstracts 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
'1s effect in distorting allocation.,

The trutn,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 Xxxm 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

lelsewhere -- but not that consumers moving outwards will raise them.
oO he fails to handle case in which demand is elastic.

liore than that, involved in lLils reasoning are two baslc assump-
‘tions that foul up everything: first, that taxes are just money
collections, not matched by expenditures, for analysis; 24, that
allocation is already distorted, thatl taxXes have as good & chance
lof 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 1is obviously
false, for if they were the resources would already have been
producing them; and that producers are mucihh worse off, because
'demand for their products has declined, because the govt. doesn't
' spend the money it collects.
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In my analysis I would not use these two assumptions. I
would assume an increase in govi. spending equivalent to the .
tax, as otherwise it is no tax. Of course you could reason

w/o X it, in which case you have abstracted excess burden, and,

in aaaltlon, you have assumed deflation, which means a windfall

to holders of money, Rolpn's "consumers', and that is one reason

he gets nmo burden on consumers. But he doesn't explicitly state
this. 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 income
taxes with full loss offsets will not reduce investment. On
grounds that it is simply @ 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 1f this were true, the shouldering of risk by govi. would
result in people's taking uneconomic risks. Indeed, even if it is
not true, this holds. Loss offsets means a distortion of capital
allocation because the incentive not to lose money is gone, or
reduced, so managers will not put themselves out so mucia to
prevent losses. & govt. will have to step in to direct allocation
to rrevent 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 Bomers' expression of alternative ways
of holding assets, one being consumption.

Besides, investors also have other sources of income, or

' most of them do. lusgrave's argument is based on the assumption

that a lower income due to lower yields causes EXezmimzrd an increased

' m.u. of income. But this increase may be neglipible. We do not

zoxpRPE 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

redwE® 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
sugzestion 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. I

Besides, is some gquestion if, by shifting assets from one form
to another, you create more assets. Investment occurred when

| you accepted money. When you buy another dsset with the money,
| you are glving 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 V &

| money commands no more assets, the assets have been created, so
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pernaps 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 losgs. But if that were so, distribution of
anticipated yields would center on zero. Isxaxfmekiz - well, only
if 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 yilelds from investing, therc
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 made, 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, get
intercst 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

|excced 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 1it.

Rolph uses some graphs to iilustrate 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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Rolph & Break, The Welfare 8spects of Excise Taxes. JPE, Feb. '49 s

Discussing the Joseph indiff. curve argument about indifect
taxes. Two main criticisms: 1,, Taxesin general do not make
%people worse off, because there is less m to spend, they simply
lower prices and the same output 1s put out. (but people will
not produce as much as before if m demand is less than m costs
of production. And alternative to this is assuming govt spends
'the m it takes in in taxes, whic h Rolph evidently 1s avoiding)
i 2., involves ass. that r=s urce allocation was ideal before

the tax. But if it was not, tax might just as well make it
‘better as worse. (a poor argument, for it implies you can
improve society by changing the symptoms of evils, rather than
‘the causes) (Same thing Frisch erroneously tossed at Fotelling.
‘Frisch & Rolph in this represent blind reaction to constructive
'1deas, have nothing of théir own to offer that is constructive)

' (as to 1, they also ignore that with increased income you save
‘more, hence prices will not rizexbxzfuil Ixampurtzofxinzreassd
imzemax fall by full amount of reduced income. Except that since
‘the reduction will be only monetary, if prices do fall, real
incomes will not have fallen and saving need not fall)

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

, 1. In making this argument, Rolph is implicitly assuming that
‘taxes are independent of expenditures of govt., hence that taxation
has same effect as not-spending, that prices will fall due to
‘taxation. In short, that govt. will not spend the m it raises by
‘taxation. This is obviously irrelevant. We must start out by
granting that some revenue is going to be raised by some method,
and are comparing the methods. But if govt. merely squirrels the
'tax m away, it has not rais d any revenue in real terms, has not
taken anything real from Earsumsrs the rublic, has just lowered
price level. Rolph takes thé&se chicken shit arguments just to
get somethingin journals I think, Just to look as tho he's making

@ polnt. He should be very explicit in saying he's making this
rather odd assumption.

| But he does say that this doeen't really hurt argument that

there is excess burden.

! He gets supply picture onto indiff. curves by putting on his

"compound-production curve" onto same map. Tangency of it with

indiff, curve is pt. of max. welfare. He also has a price line
oing thru here, tangentto both curves. Then, with tax, price line
oves steeper, is tangent to an indiff. curve at new intersection
ith preoduction curve, but not tangentto production curve. But

the production reached must be on this productioncurve, so this

hs where new production will be, and is on a lower indiff. curve.

(what about former method of determining pts.?)

t They are careful to point out that this only holds if
riginal pt. of eq. is best. (seems to me even if it not best,
Xcise tax likely to shift you farther from best) ; and that a

uniform excise tax would produce no shifts of resources, .

. Says allocation improved by excises on things not sold at

#nnplxttxxn monop. prices, for:ing people to buy from monops’

Excise taxes may be good on things rich buy, a subst, for

inc. progressive tax. But people who produce luxuries may be
injured, so dubious. In general he is not so much for excise
taxes as against certainty. He likes to leave things up in ths

alr, in his articles asin his classes,
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Basis of Haré/fi argument vs. excise taxes is that production
will be reduced., Rolph is right in pointing out that the displaced
factors will produce something else. But he should say that the
other things they produce will not be as valuable as the things
from which they were displaced. This, it seems to me, is the arzument
Vs. discriminatory excise taxes. And not Joseph's geometry. From oreq
the demand side, consumers will have confronting them higher prices
for something they want more, and lower prices for things they want
less -- which is a less clear wiy of observing the same thing from
the other side. The argument is clearest from the supply side.
It is the same as the argument against any barrier to the frec mkt.
Factors are kept from moving where they will produce the greatest
human satisfactions.
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 ammmx between work & leisure.

In analyzing taxes on work in general, they tend to c¢f. them
with no taxes, and get inconclusive results as to effects on supply
of work. ZBmk They shouldn't, the conclusions are pretty clear I
think. But in any event, they should rather be c¢f.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 mar:. returns to work, thus have none
of the detrimental effects. A very clear case. But no one has
pointed it out. Something for me to do. Is pretty easy to doe.
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, wiile that from which they were driven, their
productivity was higher -- non-tax productivity -- by the amount of
the c.s. at that point -- the c.s. and the m.rroductivity arguments
then merge? No, they are additive. The mp argument refers to the
depth of the s curve below price, bhafers 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 be
stated w/o using the controversial ideas of cons. & prod. surplus.

The sort of argument Rim Frisch essayed, that mmime base prices
don't mean muc: 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 means
nothing, is no point in economizing on anything.

The Joseph indiff. curve approach has the disadvantage, among
others, that supply is not shown on same graph with demaend, so only
the loss of cons. surplus is shown. (if that) (Hicks has ce.s. as diff.
of what you do pay for an amount, and what you would pay for it. This
is a diff. concept -- as he states -- fro hich is not what you

would pay for the ! but for each unit taken separatel; going

down the curve. And I don't see why Hicks concept is any morc useful)
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Hotelling says that mc should eq. p, in gll 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 -- agsume 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 me, 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, thercfore, 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 expended until such
a point as prices fell, and mc rose or fell less than p, so that
P eqe. 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.
Woy should they merit special favors?
Anyway, the main point is that Any monop. should act like a
competitor, i.e. charge p eq. to me, 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 mec like cost of factors). But it is argued
that m r.r.s etc. should expboit that monop. position to increase
ﬁ%1¢“' p Total revenues on grounds they ought to cover their fixed costs. And
W”77 He argues vs. this, rightly. This is a radical new principle for
/MTV/C/ setting rates of p.u.s, lowering them, and taking up the excess by
site taxes. A phenomenal suggestion -- and no one knew what he was
talking about, and ne:zative minded Frisch & Rolph carped at him.

(note that anythin: which is a monop. by nature creates lots of

J 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 mec, 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.

e R e A i oA e SR B e - T
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What i1s the essence of the Joseph argument? Could it not be turned
. around, so that by taxing all goods but one, making it relatively e
/\/ cheaper, you make all better off by flattening the price line? -
Review, first, what is the true argument vs. disc. taxes. Probly
>gbt that they destroy c.s., for they create as much where the factors
20Ve to as where they come from. But they destroy producer surplus,
for the factors move into occupations in which they do not produce as
mucii, as shown by the supply curve, reprcsenting 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 ce.s.) They will produce less
value, l.e., when value measured at price before tax. This is the
area below the horizontal line thru price; and does not account for
the area above that line below the demand curve. Not only Lhave we
moved factors from producing things at which they were more effective
in terms of the previous price level, but also from producing things
that 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
slmply 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
‘ & high point on one demand curve and applied to the marginal end of
another demand curve. This is the loss from discrim. taxes.

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, nence wouldn't give as much for smaller
amounts, l.e. demand curves fall, and c.s. is less. (incidentally a
wise K.ian answer would be that Ligher supply prices would cause
demend 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 soceiiy as

a whole, since the tax merely redistributes money, doesn't destroy it.
Govt. demand replaced private demand. By & large, there is no"income
effect" from taxation that refutes c.s. idea. Indeed, even if the m

werec destroyed, as Rolph points out, prices might simplyfall, and

real pe.p. be as great as ever. So for socilety as a whole, indiff.

curves are unnecessary and, slnce they are confusing, » in all respects
except 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 toward
other things, and the other things which they are able to substitute
for it are worth less than it was to them before the tax, the difference
being ce.s., the difiecrence between two indiff. curves. So:
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With an income tax raising same am't, you would be at tangency of
II. 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, mhkxsx altho kmfs with
an income tax dX of the good wauld be worth a of other goods.

a-b is measure of losse.

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 calcu

T individypals, whose p.pe are
reduced by taxation, can be xferred to society|as a whoi;; WNHOSEe DeDe

is not reduced. W»y Loss
st be frandioh

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

But ces., 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. Originally
it 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 of
the loss. I'm not sure it is possible to distinguish the c.s. loss
from the p.s.

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

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. The
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 secms to imply that base
pde is nec. siperior, but doesn't show why. But primarily the fault
in analysis is, as said, it simply assumes a reduction in production,
w/0 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 does
not fall. Then were is excess burden? : )
Another big error in J. of course is that he mak?s the qistlnctlon
between excise - inc. taxes, rather than between particular & general
taxes.
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5 Main flaw, thox, is ass. of reduced empl.

Demand curves exist on indiff. maps. But you cannot seetiem
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 -- oprortunity lines 1s the best name --- as p rose.
This line would nhave the advantage over ordinary demand curves that
it 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 nigher
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
glve a measurable and usable concept -- measurable where the ce.s.
goes into higher land values.

Joseplh says excess burden of mono. tax is minized when price elast.
of demand 1s very low -- i.e., so production is not reduced -- tihis
depends on his special assumption then.(Which is also Marshall's
special assumption, except Marshall has a means of showing, from
supoly side, that the barrier to exchange hurts you even if factors
%o elsewhere. Also from demand side. And from demand side Joseph can
siow 1t 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 thin:s with lower
marz. 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 ,ero to
have no excess burden, provided there is also an income effect, i.e. a
reduction 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 KMarshall'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 an
all or nothing bagis. 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.
EeZe, 1f 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 under
discussion. The relevant one is the increase in welfare due to the
good, and that is greater than what you would be willing to pay for
it 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-nothing.
e

Hicks, p. 39, makes an error in exposition on c.s. that reveals

mr~he does not see this little point. He XnEm says consumers would De

wilTing to pay Ior & 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. Ingfact, he would not be willing to pay that much, because
as he started to do so, money would become more valuable to alm 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 msans
indiff. curves would change, money becoming more valuable relative

to X, curvesflzttening out. So even Lo analyze this, for which
indiff's curves are supposed to be especially adapted, you would

run into tiiis 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 course
if 1t does this is a subtraction in its value, which would mean
that either it did not, and the ce.s. is the area mwErxkke 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 moepe 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 signiicant 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
decreasin: cost. Why? Probly because each unit added to a decreasing
cost industry adds more to production than it receives, and v.v. for
increasin: 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
bagis 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. lMarshall made his point
too easily, by talking of an excise tax on just one commodity and
then overgeneraliging. 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
Seigleptesprement—iaToE
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‘ (Rolph questions idea of consumer surplus, perhaps condemns 1it,
because it does not consider "incomeeffect", i.e. that if higher
prices actually were charged for the intramarginal units then demand
for further units would be less. BEven if this applied to individuals,
it would not apply to society as a whole, for the purchasing power of

N soclely as a whole would not be affected just because prices were charged
for 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 relative
prices 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 consumers

\\ actually do spend the higher amounts? Taking their income as given,
we are observing whal things are worth to them. This is perfectly
valid, and has a definite meaning. When we ask what does a r.r. add
to land values, e.g., we can say it adds the amount under the demand
curve, and the fact that if this were taxed away the demand might be
less (it needn't be, if tuls 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 primciple of public
finance. In practice these means equal sacrifices for persons
similarly situated (whatever that means)

A tax formula 1s a rate & a base; a tax scheme is a set of fomulae,
g Distinauishes "families" of taxes: progressivs, propprtiomal, regress-
ve, etc.

Various things must be true: no tax on a 0 base; no tax on a sml ler
base larger than on a bigger base; setc.

If "prgressive" in sense that marginal rate of tax increases, al®
progressive in sense that average increases. -

Chooses to measure degree of mogression by the second derivative
of the function relating Revenue to base. ‘L‘Oic i conventical onenr

If different tax schemes could be pr esemted to each citizen, a
lower aggregate sacrifice could be achieved tha: when each must meet
same-objeeti ve conditions, He doesn't favor imtvidualized taxes,
but just points this out.

Various obvious interactions among dif ferent taxes. Mainly that
one tax railses less if other things taxed also.

Aggregate sacrifice depends on distributlon of tax, and amouncemnt
of 1t. If we rule out announceme nt effect it m ans people do not modify
thelr conduct due t o tax, except to spend less, & less on luxuries 2
saving.

Discrim. taxes ok provided they counterbalance other discr. taxes.

Principle of least aggregate sacrifice, assuming all individuals
equally "sensitive", means reduce all to same income. P.76

But this would reduce canital formation and thus injure all, so 1ls 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 cholice between the two is distorted, and you

are some worse off. He doesn't just assume tihls, tries to demonstrate 1t.
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 quantitiese.
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
notizing to do with the nature of the tax. )

His words are ambiguous, but it looks as tho he coneludes that the
more work you do under a tax yielding a given revenuie, the betler it is.
Says the result is perfectiy general. Take this in & ask Rolph, p. oly..

Perhaps what he is saying is that if, due to elasticity of supply
of work, you can raise as much revenue with a lower rate tax as with a
higher, the lower is better.

The higher the marginal rate of tax, the more worik is checked.

Just how much less work is done depends on elasticity of supply
of work. But, lhe 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 mucih difference. (even in England, I doubt this.
There is a question of how hard you shall buck for a promotion, e.ge.
Overtime. Piece work in coal mines. &, if people generally wanted to
work less, employers who offer.-d shorter hours would get more labor
offered to them. etc. )

Progressive inc., taxes discourage risk, because of higher rates
on large gains. Where risks covered by insurance, no loss on them, not
8o 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 capltal 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
eérror. 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 equimarglnal 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 man in some archaic
condition before zovt., & 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. 24 derivative of
fn. relatlng 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 progres:sive tax has
better announcement effects. So?
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i But he's not talking about progressivipy measure. He'!s saying
& that t.2, the less progressive tax, will have a greater announce-
ment effect in the range until T'2 equals T'l, because the discouraging
effect of a tax is the marginal rate, i.e. the slope of the tax fn.,

‘ i.es the magnitude of the first derivative. Several things wrong with

] this. First, a more progressive tax could be more progressive all the
way, 1.0 it could be that T.l line was concave downwards. 2, the

J discouraging effect 1s 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 progress sive
tax is more discouraging all along. Only by exempting smallest incomes,




Pigou, 3

and therefore havingz to jump higher in a small range when you start taxing

. low

But
i.e

incomes,
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very high,

J-he old
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1s the less progressive tax made to seem more discouraging.
more discouraging here only by virtue of being more progressive.
e region of this jump, 2d derivative is suddenly positive and
only to recede quickly to zero.

boy's math is pretty shaky.

he concludes, adding this consideration to fact that supply
inelustlc, that announcement effects may as well be ignored.

Coe fov lige.

is credit let it be said that in Chapt

er
Public Value of Land", he says some nice things about 1lvt.




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 mignt reply, since opportunities for all labor have
declined in other indus tries as well, assuming labor supply is fixed,
we will get as much production as ever, withreturns diflerently
distributed. 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 1it,
and equals price, where prices are proportional to mc viewed otherly.
And allocation remains ideal.

Answers:
l. Ir 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, mmim or less, which
is frequent. Surely we can count on some demand curves being so)
2e Choice Wetween 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. ,7Aencesr bl ner o<ine-, L ”‘yhyp nor
Salis ﬂ"d_ 9,»4/“ Wﬁnn?ﬂv\‘(- :

li. Monopolies are made by limiting some key rcsource. If as much
of this resource were supplied as before, the monop. could not maintain
its 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 monor. rent, i.e. the excess of price over mr. This is
the situation imagined by cconomists generally when they speak of
monop. All resources get less, the institutional legal monopolistxz gets
he difference. He owns no resources, and even if he did, he would have
to just impute lower returns to them, for they a.e not the source of
his monopoly power, but victimized by it along witi 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
1s no legdl power to prevent others from competing.Suppose the monopolist
would use the strategic ores, if he used them, by rentinz them out.
No matter how low the hps of complements go, does it not still pay him to
hold some of themidle? 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 establisiment of the monop.
{|increases thelr 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/0 bringing these things in? i.es, 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 erux, the mr of the limiting resource will be farther below 1Bs

-~




physical mp than for other resources, hence it won't be useg as muchﬂgg
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.)
¥exdmex The individuals to whom he rents compete with each other.
To each of them, mmExa® 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 tian price of mp. But, as ?hg 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 eac: other, Would
bring wages back up to original level. Wages can only be kept dowmn 1if
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 & car. added to it, production is increased by much more than
just the mp of site. So mr to monopolist of adding another site 1is
way down below price, further below it than is the mr of another labo?er.
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.
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My only really good point is that mr may get below zero. (the pte.
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, forgot
to mention it.

0cddly, tho, this is just an extension of the principle that choice between
work & lelsure 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
cnoilce between leisure and work was distorted.

In the real world, a biz cause of industrial unemployment is probably
that 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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Domar and Musgrave, Proportional Income Taxation and Risk-taking,
QJE, May '44, p. 388
1

Has long been stressed that taxes, income, reduce y&elds from
investments. They will add that they also r=duce risks, -- 1if
losses can be offset against other income. (But this only applies
to realized losses. If my investment doeesn't yleld as much as it
was supposed to, even if negative, I never get a chance to take
this loss off my taxes)

. If no losses can be offset, the conclusion is RAmLimitx theoret-
ically inconclusive, whether more or less risk will be taken (i.e.
hnveatment be done) For the reduced income may make you invest
ore, 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
hich 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 xrsxmarximak
hffect marginal yields more than marg. utility of further income)
? Practical evidence suggests that effect of imcome taxes is
to reduce inv. (but here we deal with progressive taxes, which
obviously have that effect, & their theoretical amalysis assumed
proportional taxes)
I If losses can be completely offset, they conclude, risk taking
is Just as attractive as before, and m.u. of further inc. higher,
people will invest more.
. (Thelr assumption is wrong that risk is only cost of investing)
. You can only utilize loss offset provisions in tax law if you
subsequently make otrer capital gains. (& these are cnly from
securities etc., no? How about dealing in real things? Those are
called "profits" and not distinguished from other inc. I think,
Indeed, how distinguish a profit from a capital gain?)
Thus loss marry offset provisions discriminate in favor of
large corps. They favor unspeci¢ifed 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, regardless

of risk, because the only reward they recognize is that for parting
with liquidity, and that is simply, they say, the risk of having

to sell at a lows in a rush sometime. utter bs

For each degree of risk there will be a best combination of
cash with other assets. Locus of pts. showing this combination is
optimum asset curve to them, is principal tool of their analysis,

' (Economics will advance when people learn to express simple

ideas in simple English instead of complex geometry and mathematics)
The idea that geometry or math affords a "formal proof" where

words 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.
r
‘ I skipped most of it, which was an elaborate geomtric
"formal proof" of the simple propositicns outlined above.




Ca/w?,Brown vs. Dom.r & Musgrave. Conclusions.

Rolph says the difference between Cary Brown vs. lusgrave is
‘ that lusgrave starts off assuming a constant amount to be invested,
which will be somehow invested at any 1i.re.; while Brown assumes
a very yleld-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.

lusgrave does not just assume that total inv. won't be changed.

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

Hain basis of his argument is the o0ld 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 ar for inv. income in particular, esp. when corps.
| Zem o 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 particul-
arly discourage imwEximeEmkx taking income thru corporate investments.
Furthermore, with capital, in general, analysis not same as with
/total income. For there is a further possibility of simply living off
the capital, taking no income from it, (or only implicit income, which
’distortion'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 nhis mu of income to him, his capital is a much more
determining element, and that changes Xixkkk¥mx not at all for a while.,
. It is only over many years that the tax may affect mu of income to
individual, But it immediately, conclusively, lowers yields from
investing, and favors the alternative of not investing -- either
consuming, or holding gs cash -- but holding as cash is a form of
taking implicit interest, so if we mention it we must mention general
distortion of inv. into lines yielding implicit interest.

Ly 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 has
alternatives. We can never look on nat. cap. as fixed, just because
it 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 this is a4 point that capital taxers and income taxers overlook.

So this leg of lusgrave argument is no good. Cannot say that

{supply of funds forthcoming to be invested will not be reduced by
reduction of level of yields. Surely the 30s demonstrated khat.

They did show that taxation with full loss offsets encourages
risky investments as opposed to less risky investments, where by risk
is meant the possibility of losing m in such ax way as to reduce tax.
And that is all.
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Portland has lowest cpl on coast, because no sales tax -- about

3% lower.,
. ! Would have to continue to see 1f wages & int. correspondingly
| lower, Couldn't tell anything about land -- about Oregon i.e. --
{because not homoeneous enough.
+

‘ To get stat. results, you must have contrast -- e.g. between

| areacs or times. Either sort of situation gives a particular result.
| Between areas, you get e.zg. 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 beecause only labor whose wages are faithfully recorded is
iusually unionized. Any residual effects are taken out in Xam® xEmkx
| local rents, mainly land, & these not nomogeneous, hence not
-comparable between areas.

‘ Empirical research can give some clue to Tthe mobility of

labor % goods in fact, to the elasticities of suprly & demand of
taxed items. But meaning of these only clear tThru theory.

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

You could make RentmeitEcEmxdriEcytae 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 thelir inecome is reduced in particular ways,
] | & this is impossible.




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 rigiht out with
theory? No, but expect to Rim® have to interpret facts; & be
familiar with them to create theory, but don't expect Tthem 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 Tto see a
figure in a column. They rarely are in commensurable units.
¥axzrexdx &, 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, ete., 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.

% the thing you are trying to measure, rate of development or
full use of land, need lots of defining. Reduecing 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.




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

[

i

‘ My attempts with IDs.

Seemingly a perfect lab. About 100 different ones, all over
‘Cal, many adjacent & very similar. All witha slightly different
itax policies.

i But as you get into it, discover it requires encyclopedic
lmowledgze of all affairs of each ID to make spatial comparisonse
e.g. Wwe have lModesto & Turlock to cf+ with lierced & Madera.

Or, again, Fresno , Alta, --- object being all along to see 1if
water toll type taxes acted as mmiwme tax on new production, by
seeing if production was discouraged. =--- vs. Miller & Lux -- ¥o

cee if land tax caused subdivision.

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 lozically consistent theory that is consistent with all the facts
you know.

Eeg., 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 coo: distribution systems
that serve every 30 acres e.3., better waler rights, waler more
cheaply distributed. More residentially desirable land.

In areas where [arms 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. MNuch possibility
here. But a big difficulty is that are still too many variables.
Big bonded debt is good, & 1lvt good, but to get something to cf.
with 1lvt must get a ID with biz bonded debt x 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.z. a8t border of San Benito & Santa Clara Ctles, one
has higher tax rate, & identical land on opposite sides of border
lsells at different prices. One could study to see if This differcnce
were capitalized value of tax. difference.

At national borders, you see effects of bariffs in purt -- Haine,
Imperial Valley.

¢f, IDs with other IDs; with land not in any district; with
other kinds of districts; with water co.s -- pretty fruitful.
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Nith monopoly, I mean case where all industries monopolized to same
degr.e, so that "mec prop. to price", what it finally comes to is that
mc, meaning the price on demand curve for which labor's product could be
sold in another industry, is equal to price in monop. industry. That is
how one would justify monop., not that mc are prop. to price, but equal
to it. Does it differ with taxes?
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Symposium, QJE, The Incidence of Sales Taxes

Higgins:

He ermiticizes Gllbert for drawing policy econclusions from
a long run ahalysis. Saye that in short run, since fixed
equlipment 1e installed, pro-uction will be reduced more than
in 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 suprly curve,
not subtracting it from demand curve. This is conventional,
But now Jastram gets things bass ackwards, Fe says that
the ad valorem tax differential above the supply curve
is = the tax % of the demand curve ordinate at that abscissa.
But it actually is a % of the supply curve, for that is the
tax base at that price. The s curve tells us how much supply
is forthcoming at that price, and the relevant tax is the
tax 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 Gllbert wrong to call it a supply curve.

Later says ad valorem curve will be more steeply inclined
than original, tho his earlier remarks give opposite conclusion.

Gilbert concluded that ad valorem taxes converted industries
of constant costs into decreasing costs. Taking the ad valorem
curve as the cost curve. He must have been reasoning along the
demand curve, like Jastram -- an error. Anyway, Jastram says
is 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 statemnt about
the demand curve I judge.

Further bs, I skip all,
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The Shifting of Sales Taxes, Dona 1Id Wood Gilbert, ¥® QJE,
Feb '39

Recent shift away from specific sales or excise taxes to
ad valorem ones. Literature has neglected dif ferences in
effects of these two different kinds of taxes. They differ in
that, as output is reduced due to the tax, and price riaes,
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 supply
tx=in elastic)

better

With monopoly, the ad valorem tax is wamsx., (because the

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

He treats ad valorem tax as a reduction of mr; and a
speciflc 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 1s that the monop. can evade some of
the tax by lowering prices, which is expressed in a flattening
of 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 has
flatter slope. If one drew a mr curve after specific tax, 1t
would be lower than mr before tax, and with same slope.

He dlstlingulshes increasing cost, const. cost, & decreasing
cost industries. Thinks each should have its own tax
policy. Would have govt. consider carefully the tax policy
for every industry apply different ore to each industry.

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

His analysls 1s 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 something there, that the higher the tax the
higher the excess burden. But he 18 not clear on it.

With const. cost industries, of course, price to producers
cannot fall, so entire tax is shifted, and how much excess
burden depemis on elast. of demand. (This is an argurent against
exclses in px general, not vse. ad valorem ores in xzmeaiy}
particular)

With increasing costs, get same thing, but less extreme.
Partlal shifting. Again, not particularly relevant to contrast
of ad val. & specific taxes. All he is really contrasting is less

¥xxk 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 thing s of
as much value as they alrcady 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 1s ignoring that less costs now incurred. It is price per unit
that counts. If price rises at all, tax is partly shifted. He is
middying the waters, as he loves to do.




fé/fz/méf-j’

Pl ’?'/ H.C [orowun [Inetence oA salee Ztexes
e [ ;‘/JPE, V. %7 27’3’7. Lrienciins LT oA et e
CF v 5h O Dy o . (bbb & :
Fag,/n-, TGx%%?Z/MV/Kac QJE/AJCS’E o f leac!

Vn/wsfyv need Stemcioe forrial <.

/S'/M 4—74 Ve Mi«chn. o/ﬁ//?w‘s L inecclesrc. .
f/%/ﬁ’n FAaka rekea o /nc/tl’w:'g% 7-«44/./»—7:, W;/—p/am«.

Conelims pec. fov A dins,.

‘ /%f%&/;gmmmrf%/,; =
| Q.WWMM %‘7“‘”‘7“”

5&?{_ ZV?"% ym'rv/c/w a-v/jpuf ka&/,,,;,. Cm't‘/&—v

S/L‘/ﬁ' V\//D Ah W(nﬁof
Maméi}v/, na%%ﬂ /’\ﬁ'lflf‘?’, ﬁvl"////f/g <//

.‘ é—o//w&w/fx /“”/ Iﬁ‘//)"v,é S enre.
H‘C ecsesr, g ,7 d//'ﬂfrvts Ferms, éﬁ (/ywq///"’//\‘:f"‘“m:na/e

| ey, y
} ’ é‘,’_‘é:/

W.rb e=/ n'ozrm /0‘5-57‘- “an VS)‘?", &/fho 5%/4? eerFnr”




Rt A i U+ e

; S Ao
Kok, Ve 21 gt iRl

; 7:7975 : /hc:/%:.g

5/5'4/1, /nc./ma#/ncréz\; ch 2 2 KA AT

| /U/{/A‘,{,’ '/-vrmmﬂargpt P 7 ax %0?’_( e EJ) /ér 17‘/

+, /Maf MInzz/m FM—@ Ly%&{_
G«Am—a/ cmhcrm(f{ et

wore  Lehriodly oA, bt

7
\ whreh caked valve 4%7‘%@ M; on A et /mite, box

| A. Say«s ‘«/ cessfs r2eor Mrﬂ’ﬂ'ocj /s e e
fczwaf«/ to Siscere M

i/rn‘c‘ l-’ WM D 2 CW Dfﬁ"\cﬁ‘c—r\ ’/ Mkﬂ”«ﬂ%‘

-~ KA T 11wt pephe Do ek irith  Sectin

.Wﬂ/zzgwhtfi/l-y%m 7 &
K. M%f-a%f; mec ~sc‘y«»7 otfg,a,m L

PR T A T R o
IMWMMMW@-M

e ocwrronne,  Seans @l adeets ae periip
;WM—-a/AV /M&Hy b v

; 7; V74 0%7 /W W(//’Q_ O‘ZCGVf s, ?0"/
LMf’ o7 re ma{m%/a/ oVMs QA Fegovree W‘ vg/,,c /s 74,,,,_,
| exXCess or<t )

W?f'\q/‘ Z« f%) /A & c.aflfr(ﬂzx,d at s, G Eaps gnr

| s /n%nr/ua/ T A no  resovree Lrr- Cegp. Cern'r ?TZ 7'%‘;,
;If'/f'wmay'm/ re o, :
. R4ﬂ 1Ty s stmatyem /11 irgroti cishs s

e m/w. 9

i’.. T/Lc. Lo o

Ma/L— Somre M“ﬁ'rfny ces /w/«a,,
i's noft ezyqfd w'rh mec, vgf /M cvﬁém-—uw.,



f%//s.

%ﬂf///”’om 7‘0,\««,/ /m//rr%/a‘?‘%/ need l<ss 12 o Ftoeprsece
ts5c m fo l;'/?s—&ém/"'-«. &f‘m o&w«—mh;&?

ot ~AM -z

MA%K % 7, = 5—;%//‘7@, ,—40/—1-'—. 04'/4, I Av- e~
;S o

K’M lel

GepSrre Cwm,n?’ fw cp9rrne No b/';é so

PPETINAGLTR, R M) SR SR W B S R
| se J/rm Mw’n?/o%cﬁ/yér?—-m

' n 2 A~ . /) CWF0147 CZV/'VCY/“"/! éé o7 /m/? c%ﬁalﬂ/&ﬂi

fd‘V o L 4 ( e?rs,




P 7

q[:ov\WW%,aW o, Co uhat) ectenssf

%M.PW b thig the cclee

W‘M%Y. ﬂvﬁﬁ/m‘c« h‘j—ﬁ-&f AP lespice

S W gﬁr 1S cas s992ch o/%w 544/'
ﬁu«r‘m O et Pn'ces rpe %7 L £ 76/'4/' Oaeoerse
, o/‘f -4T --- 7 4@:. Sertices fw/* c& y /1.@7_4,«9\4_

B2 Boonn artvmed »eo >

| 3 M fy‘t/

: Mn.'g work on social ',c./QZZ,S«MA«a(

1N nould

—

P SO YRS e TN T
| et Moote get bt

evidden cc %iMW tatr cnoeclerce?

[ 5 o/ coneZimA— costo?

W.






&

k.?h'g:

o ol (ﬁ!(ﬁ’"m Fokes g.(owﬁ’/e can/thms. Work sm\q_;vf,

T&){ (ant;vhom)m [rrvt’uch‘an or exch. vs ofhars.
IV"MV,JIQ& eﬁ.ch vs, e#ech a}@'vf aﬂBusfnwnf —es(;. om O’M&hf

Ta)(on mcreao'mg cost vs olccrea/smg Casf—/nJusvg_

——

'nv, Jecwa/smqq (,cvsf—molush'& 15 e,rf-'/\w mma/)o/:sh~<_ e hoen ~e2w//&n‘oy,.,)

f,lf»e, I WO'U/O‘ |hcreafe (yrpa'uc-h‘m, £ %// afr /W tes, @,.,._

D.
Prie. r '
| y

Quants

cencelva VYIOAU"ha(Wlf'S V'\’Ha"h*'h"ff‘ff//. —5 each l‘-oll-'m m/ov/(/ €X[26m4[
be couse (Fcovld Yhem [cvmer cests. This mpeams o 1rmera Sheie gt
ecch B 2 /W +han (”W?" size $0 T 4 nemee g eplib:
-1.¢, P vt /ecveafsmg cos ks %Jecma‘:rgf _éecw_e ve‘rm‘s PPy a:’
Jecreasmg, [£ 1+ 15 becanse vs/ko(mme\'ra,', toshs ome decveasing, becacs.
ddemand allows new areas o le e thed, new C%”‘&/ revearch ¢00¢ dove ey

hon S cuae Joolls gy ’4‘34“"'. noN-egui,p;
/j‘/\/ &

Taxon A’nO)CCr, cost  ind. LS ax)Ja) dv a/ e S(hafron 1 (44,'
. ¥ o“
small \e\‘rrm cwe éﬂW étfm"\(? /5‘/"7‘“’ &ﬁmw When S10vafy i
15 worhed our it fbecomes pormal MX,"“*?()"* Khemg ik & While
c osts are ()ecx-ecum ; 5ue()1«'~<m ore (N A-exaable cemp. K5 oy,

ave 56)""3 weeded oot w This meams comserers anve a/m‘,é

buding below cost \kam m aaf r/\vm, howe vhe fetter t#70n
xsaw/tim in the beter ()mw who will be yhore e/""‘f:,’ ,ZCM/f

More fox, ===
(.., ordinontly wes | L Jermomd s ove elastic +ham 5"(’(’{67
so(pé il beon tha i, < i taF s aé—w/vlvg inelastre [ amd it beans




), ,"\?/Q-

entire +C(K, % W\#}%ﬂ& Wha'f’ l’ha/h'bs l"lQ(Mﬁ‘(, ﬁﬂﬂy?

A [V atoral limits, as on |omd — L om [aber also, jn shert rem. /ﬂmqﬂofv Frves

. :m(n-«J-cfa,Mz cvg{r%, - I Mmay jneredse vekren ‘I'W“J"‘/dgw vespente vo [ om —

ywwl. ?r”&ﬂ)ag thof)J? ;uﬂfg s me/a/sf‘-r‘c,/ so fha—nofo/tsr &axn RXClse ‘/‘C!X7 T g
am in M\«/ /r\/vsfn’“, m acmw[ H‘e CO«/(O' rG(J-'Oe W‘Pf’”ﬁ et hl: nkeresr o
not-to.

44@& (s T‘hmktﬂfﬂ'ﬂgexclﬁe raxes, Po//,cax wouvld [ovver rca/wage
af ma'raa'n, Z;AH—W'O“M s M/W“ﬁ‘% W‘ g,f-;*/-r/ra///nar—k

(omsidorned (nthove Jervrs - (F1S &#w‘&‘*"’ revends, [ (ncreages costaf
/Mnj alive, poy ACMWM,. ’ :

?W Faxes 5}.01//(/ be +kt.a:/~“/%b [ We excises bot- mrt sni cens, .
ratens agdled §aaa T om IWH alene, - ea’”‘””""‘g (15 amotd fay
/}/Wlm(mrwmmh one not bei |+ emless )mamd M” Lover 40"'4\ Cc'sf-lqu o
whioh whs out mm—?ﬁm/ IM{"V""W"S. TZ\:'g;s Mf—/'be 7 hg?¢/M
eXcige Ccomsidwations Pyt ‘(prop! will be faxed et 2o ety once

. Considor /f‘oer its yreld — thenitis as 7h0 1+ rere Cm%r’t&(/anvcu[_. reP o]

eXClpe coms)dera fomg Ao/d.-—€)(c~¢()f' +hat fuf()# is less mobile, less elashe

MW‘gqnal gu«; s Juﬂ-ws elaste évf’ Mmeosi¥ %E»( cc/heaJ
/ I5 6( VCcc{'
[ nelastic sug means 1+ beans bent ot Yot f@*’fﬂ- G+ :/:Zn e

5, 15 hermally elast'e, a normal ameint (s passed vy (nhi

(m(ﬁ& & less (m’/‘i‘v‘m W 3 &
/n MUW\J 1+erms SUA)%M"Q"D fak Vnmo/? A«&/A %m{

swp/vs svzed —ar leastis n ("’Wj"c*- S (SR N”Jh'ﬂ' 7
ﬂazsf}cda# w,o/lg»z s ”ICMST“? on e/a/sﬁcc/?uvfznﬁ. Prop. tax
IN ﬂ.mwml redvies e[ds on 5“’[’/""% n gervral, '\ Fesmees reduoes
koo 1o, SOve; m Z-athu'ucmf Vo /f oMe cakeg
a».fisw?[m 5 f‘aXu(, %w(f’ (n othus wrll &f"ﬁ“""/ m"‘f"#f‘aa’m ’
Fheore cake Y s o4 (IW N — ho, no a‘maﬁur Fo, qﬁwm
TR R (e shit + 1+he ok thgﬂ"w T s el fort

' Zipgg( Pt - in e cakm wevld .ACCW/*QI‘/?.J, ¢ qval distr. ol

W,

Lomd 7 vemt 1—o/i(~.u{1?
il

5'().6(_;“[ ‘,”L. cm:JmhM 4




gl/ltﬁ’lng 3

PJ’V? +ax M /m(’?mmh 7‘//wn (5(1/57" oM €Y 5e o /waﬂe/; Fhar
/5 co//zc&o( n {777'('”7'4‘10"" ¥ JM@[! s Ty %/)-ec'd%y a faxemn
int, ﬁ mnﬂc"f’ll*&&? re Fuemns, /.C., /]2 M°°‘MW"°€ in aefv(a[r a#pm's“'é%‘s

T’L\“& f)%w/%L omice., /f +Lu& c/)m Vo sowme, fv accerf‘waw’s 5/4,,40‘4;
oY zqeowi. T'Lba Faa« I’VIO"? f1mes, ,4—71-axr/n sou//'nqq,,m real 54‘4'\?.4_
77‘4 ere m/ho W’Camn‘“' V/L‘@Sw{o(m Pav«; =¥ Voens vicens SR

toxed emce whaker he #ells; bemowners, he 15 taxed for S g Cscapes
fﬁz‘i genaanes, fo JMF’F ;m(m,m_..,_ +ax g:l//exc/z/s:”?“r (2F?

—rhaf'J [ gt et (N/Hs/me (P combe substitoted & Jonable.

/f. [ F cm,cm(?hw%. T’}wh Jman/ ﬁ"’o@dcb”') /53 M?f*ea?“adw_ /pfnof)
¢ This 15 vealisty, hen Jermomd b Facters 15red. cod é‘&“‘;?‘v‘aw T-L%
wll howe wo redvce e domamds, L &Mlpowv—aae rax, kel P\‘V“”’
91'\!# 7o {)’*U‘""Shadlég vcfiom sere, hcxvxw-v'; X, [n¥+. cemnot, 5o/~ U‘WK.‘_;
mest GAden en SV(J(/'?SI‘&.
will EMOY. tax all eere ﬁw,,, ren?? M.  [Frduces y«telcfsh-.
@mwr& lomd (ndiscrimina yetrtes

,////I'tu facf a%d’ 2 &av-aq;f Jeas: d) T’Aa‘f'v&%hak Falses reny
b) ﬁa*% Faxes redvee vent a)‘a—w& Ftade [nChreases (n—o-c)wc{-m
Ma” /Wn(l, valsey WO mfe’/wv:’/mm remt ly [rpr. Faxes redvee
‘6:4,//5 e all /omd, Ww‘a%“‘/”"fmﬁ W o&céﬂ\carn
/| not raise e as el as me ff’f/”s'tegﬁm‘//m’ﬁe Wages more,

Jvt v
—-—/

_&V //71("" Fax AH—S 4ﬂm-m/~. ﬁau‘m &eam lr\cA—J-e'rvvvs,.. (W/Ucr‘r,,z
Jovabbes e st (,03 s s(Mcm{f'ﬂzr. /,f no (nt. exsted, spfl ,.4,‘*”
VI/WM Bt & ‘e {a'\), /+ (‘»’3/*4 -aaq:#«» o&c‘fws mifo {/Y”','/U'\a [)ws/naé'/..@
é'V'f“i““c refonm +here will notbe as h'@"’; 2*(””""”""7 5”#0‘&»1. -—:d!n.f
i m”“a""-m% -r-‘\ammn/‘lqr mwua wa'll AVJ

mtgmld’ dﬁ,ia duvabhe 1s (nt- + amert. VO/be "-ﬁ""" Caf‘f"//

8\{(«)0\'4” m;/{ovqaﬁv& W%al- d«o’l/hca/w-c -ca-r/‘nd—-eo\r )3
suéﬁac{u} a+dvv ex(hcf‘mfm fhoed-m ffeors - fokes onre

51@(& subtrackd grwn a«w,((/ "‘5"12"""4 7//“3 comnot- éca,//wvv rn—,‘w_

7




AT TR e e T i

L]'#Hg Z;\

Shold tax o added o S el core, Suply, as ol adaiod. ot

O

“ %8

%mwm Gatils e é‘n tax /ech:uq = {
51/((/? +H/WW“JM%/ i s/mé-a(. Th 5 a vory

v ke
| B
C/M"f(« SU(?(’% —so elastrc that redoced Amonu( ‘y/ { \,)<
nof-'ﬁw/?/"‘/’”of /W(m‘ce, vt ses it o
D

XN~

What abenr otal s, on all mices)

el o
(£ﬁ/0"“’¢ ‘"‘?“‘u”‘ (onsemEm, Lax ruote sholdbe a subtractron s
Jomomd, — & #his 15 vealisti, Whin considueing passing (backuwond', e, b

(m() achd to +hv.,-r Supflzén, ﬂus /35 more T’Am a yrore pwma[)g — rAOMF
Jm achfwﬁeu AJAAE oe/"'""“/’g- ﬂ'/#g«mma. certamn inpact /- maelles
oh corve de add 1.

{b\ wv'//ho?" hed’UOC(VWJUC)‘w:qu . & o e™e Mysr
% max £ get M refem ore gels a,«rw‘r- PP E%m“\m”"’@“’"‘;
cmc:()w‘vgﬂh Hromer, (*apﬁ athon ‘Qrmrw )
Y QisFes ypamt” | /

/45;;”»"? eV 1S ﬁé n‘HﬁJ {Wﬁm( [VV»«MZJ /,ﬂwf— faxes, mJooena/
exclses a'echca/smd, (yrm/./c fon ﬂzowa"t‘l\. éﬂ‘" ,‘IQ C"\/L"dh" dwéﬂe-),u

wa— genvites 1h ﬁ—u\u—d/ wp‘//nof" raise rent éemgwf‘gmlw

V”\M&"'ﬂ a5 ynovh as 07‘-/\«/)' ()wd'vcﬁwg,. ‘
T his view matkes wages not¥ rent, r/z, ynelast’c (dem rhat
15 V1 ,

mag. a N "£"’*¢(lw
(a‘f'CLM,,éeNzgfs C v /97'/1’ 1+ 15 assming argn

/ . ? arfa
ndee o oamaibe\n igreld. 4«:&0@( sprec. wll zmz«éy/ Jorer gporal
,S: = alm,,,rfvch ?Atld/w/ M&no/f\a’ny—“o‘:cw e ':%
MaTacwaﬂU/z alfsorfs 5o ol 7 Fe %aﬁ:‘



¢ lobor

%ﬁ'"ﬁ' 5

Lﬂl Cmc/ua’t) rhat ‘5’()~ec[a/ faxes covld &,SA:#“( (o canie cap- wodld

oww‘) ﬁc/d,g g—m«m—d{ faxes hotl- becacse wf WW///?Mthwwaw.
O +hur view s Thayr §(rec1a( fax cmnar’@:&@{ccw 10 ome else wr'l]
m:&(’"‘% ZW/ raxes can becase all W’”m‘“(”"'?e.

/LC({vq,f/lg' M omre "l‘mfw«/%c.ws,%wdﬁaﬁ o&c&d—«q ho f- frs - cagp, X;
M\@"ﬁ’oﬁe each nwwst be c&n»sl/&.“[

\_’.—

90 VLO‘{’ﬂ{ eﬁcf 0’£ (/nl%al excige 15 ¢° JLN/""' /MMJOQ""‘" MOVLCW

@'aa‘ucl’s. Demand qe,,—(rmduch 5o J:;cowav—c,c( 15 Faken ég g,wr) so O@.cfwmran-/_,
e no 1% in ?M\M—q( m oM hml"\ excizes Thum ls

: a)
nq\an vt b) V"*«btwea Nneisomee c)éﬂvat s[‘a/lw/t(‘{ misallseate ves W\(?

O'VK".-S-

a() @m ynggawcwﬁe ynm\.g O e) 7——,“? s condifroned om f»Jmﬂ-.zem,_

Do + J';cawwatg betion L exchomge P [€ 5o, i+ 15 notbg redves
JWN”J ‘&'f (yvavcly, os qwf dermond hc()lac% l.xcmw {m“m&o’mw By
H\ca do Jtscw*ﬂ?-& rervcﬁ‘on 551 50"\6 conditrendd on i+,

This s
ot bad, thaeé. v‘/l?m?(’

Also corre owf'fﬂe wages & Inf, whi
Q%cf' the m

te le+ o ‘4 ‘&
r ras mueh as W'? v T H\?’

Taxw /-eM'“} so as 0 fovreincidence om mobile n&c\‘ws P o
¢ onsrers drive ma/r?ma/; out. The tax wll kfa/a’éat T-A:n
e A L b+ vewamds in +hese [ineswill rexmain ‘eqval o rhere n
other lines, So other [(nes are afected +hv Vno’&/na, O e
hot+ mobtle a‘g‘vmnm‘ lewvsr'#qi/e, wi'[l bear Taxes, @,,fv./;"sls 3

ma tox degree. < |amd may offon be sh.#w('m/ Eondind o Vi
)—uv\f-rujuch'vh-ﬂz:‘w/zum q/( (nviuch'o-sus "f‘(l.)(f,c,’ no O@ ? M

cfer 15 /’)1051‘/‘ »n
respect fo 1 ""0’5"/'? = (ﬂaﬂs rw()owf. " Jemm,ﬁg which gha l/
he o (F.

? eraks said a/[ taxes Conme @fvy,\ W/MJME ALOJ'SC"! OQV"'\
f Onetiom bemt. 2 CWU"% af’/~eaus+ w()aweﬁ‘am: (n'v"/“cﬁh?-d a‘ﬁeswpl«/,.(,
J what s ()al‘) & o ~ +hts (% €cen. rmty £ X

en pongin cwg Mo t—
vefine QQCJ‘W‘) C,Mé“— V""ng» ‘I/‘Na- H"&ﬂé SWF/‘/X 7—]\"\ /.5



Shbing, ¢
a('J#g&cmW Mof’mw/ahedﬁ/’ o a Frocr

ament()
W, Laf/r/rts N r /%‘Q-K-m— Ta)(‘“ Jo Nnot N.JVOQ T'”Aua{/)ﬁvwa/
ve a/rnwnfv'vé sueh d«%ﬁ‘al ﬁ-—p@""""/“’"d&ﬂ"ﬁ, Z? :

[ They do rede
mm’mg,f/wm ¢ loser 1o The Margin. &/fr“/? Jonot coteh rte
[),gpwwh'a( /f-;-e/f‘ -1/(1?. aﬂcﬁa// ogacfm alille.

LCa(nfa[r&ahm’ s SA/#HQJ # d,pu.[—m—c_-l-a)(u d-o(nWﬂ#o-'VVM.

/}’o}q, }\O’W(nm /a/m__Z,of“me yneve SO — to think | /\Gwe_a.
guéy.cci—a// oﬁﬁ«wulmzf whem [ dem'F.  Yov herer howe (+ all OQ'WWH(

am, howe & Mc/— outline @WW‘L w
o Fox wll be ard by | becouse (.
g L R R

ét()a(‘o’% lomdl. g"{?(%u Me/a&h‘o /{”Wmt an(’{'%t ”#la‘ﬂd ‘- €, y\(,./—d-'é

Ly may b elost, /mMWMM 50 6"5"“4!:
o s insal g o, whoh ol o

‘ve 15 eS8 /“ J] 5’( ”fdﬁn
i % o by W e Fax, g/v‘-ff/““"/‘“""‘k““" Bw farmms and

ynmya*ma/.
Taxes= V"””f‘/"“W oncovrage frfr
o nR/W{)tnnf* max. Inc. ,://e,ﬁ"" fax will howeno oAt

frctron
&5 ) g( g bect- nom-menep -ish5, Jeve MMUMQ[S et g e
ovrEe s q

A (,.,w%ovﬁ"“’“‘.“'m“”‘”?‘*’“”"' éo-l&éfw @vf‘g-ru—)uaa&)l'ff- 7‘;@1(%:{:? W"H'f-aiéml-~
sy prorginales thituipba pHT Gl SRR
st (m\be\ Bﬂ/‘f’ lf’o)M’"'f' ﬁ//w “f}laf/’ /;sf—owﬂé Ffrom | wn? V%\wtgrmal
Y ol €A wa 7h incorre — d‘l/i indridvals. J+ 1% *'""’""4 'ﬁ"’"”"s‘ f?’vf‘ “4""&6(

bem mth nenceome 15 2l ot W?M’T’?"*C'i,gxa frem oF ,f*‘al-f Incerre
s consisH et rte farmy

mﬁ’aéc S Jt{){’ndw’ o w/‘/l"a/' -ﬁa(/—r;s 2 rewov
/’7;»«? frrn*! Z(}eofl{we ovre net  Nec. oY "'7\“jj/(/$f’0>'\<‘/;

y NECTIE,
. Sryed Sen, [o e
whe require exfra mduvcer~s o o T S » e
- / ;
]  gcrne mmﬁ»ﬁ«a @ BT (0‘5‘“‘”’)’”’-

rax VM cvisov

Nele - as 1t raises prices, o+ vl ﬁﬂ"/wl' redvce remvords ‘ﬂmﬁ,
. os well ag yie|ds. Circvlonm'sts covld ‘(h"’""«' b Fhis 7far all
(.@Jvc'h‘m w3t ceans -gff" as veal rewonrds Lo J“/"’"‘- Mmere velcfm are
‘evrt'/\vr ralsm(? /'N‘co{_, ﬁxf-/\vv MMJW.? &Ct‘n’s Y
a);nﬁe. }4 Fax om all ("'Ivch"": a cmirersal €xcise, WW/J&'-’SUK;«}-”
this aa-am'vvmf. ACWQ‘? t+he (In'ce e remmnts (W%wf bnther cfa»oo‘vr—




@gfluﬁmg, 7
W(H,)mwm/s. -—H«éf (nehease rewards as rm/f/ﬁa»sf’ﬁgmcw 7—Form_ Al

circolan argermmbs a‘e(wmdm sveh ap Wﬂf'r‘ rzr”"f*’”a*vy therns,

PWQ_f(lvg [V\C(JWC’C “{'I“C”g/ JM not CWSIJ'C/" e,ch—afhg)ud
eu%(’M JU’C f h,)vou) &-OMH/WMJS. 811*‘%7071‘. 5’M5m,ﬂ3’ 23
ma o

[ﬁw com s m@f{w _retinc. Tax T“/\af—n- (s /w s'{r)éa‘%/ecm

(W4 va/s Wwe
15, crvdely, €5 tondor m el jndindvals, s f note vhatit
: Ld’ 4/:'%

( ' { nd vidval
bS5 {s(rcc(albg, GNe on mm—gm« '301? 9"(’“""""7’""- n ale

ﬁls ,-ﬁ@ r/\a+ /ug'k/r reavords de'roewd‘m 1\{?— ﬁwmnl, s hev(d redvce
1’“@ hoArtiers— 5"({)8- /&U)" [Fishel (»%lé’é( T’Aaﬁ'l'?{l; g/tvafiem m,a/‘”'-
Ccynﬁ'nl&;ﬁ""*" onstable. Whn demand increasd Wm weevid JQC"ea-&e-_)
il riee vose so hugh rhat T rewwonds atracted mere dactess, ~hy

wwlﬂ‘ J(iso nof»rm/yég enhcug /a’/e cfeors iy &’/7‘ %, mf'!ad/7 /Imn cesfs go

1d (e ores. V.V, PR g Wi He

Abore Jesmot 7»(%;@ iwhm:/‘i:‘jm‘ : ,eer-‘ka(,Jg

0 inchelQge 1T, N0

4& f‘ﬁ?& ’&% W(ﬂ/{d a/Sd S e it K 74(0?‘4; (m[)p—;;,-b/t
~'/

/Wﬂ}m

F‘,/m/ -ern{)lrlca( S‘f‘uog%d'f 54,#"3'

VVhO é-m\efr ﬁ-m I‘\IU‘V\WGT? YN,(IOF MM'V‘MMNW}. ‘CV" nen-uyers r>¢7
S”ag | com new get Lod wfw{)w,ﬁ,/ newerdave. Wil Yhis be Vol bomme?
i;f *WO““*‘ Fine, 7""’? M{’M"G'M‘t- @&' owhers rf‘f fermina /W?

are
we #CM 1+ wa'll
b hghway ! Margana | omd as well as hett-er.
aBer J.gﬁmﬁlmw ~ b /Mni ar W/e%cﬁfa

ekt #a// / m same., ¥ 1o /’”‘/W’Wﬁ# m ?M’\m/ m'/{k

::cnh:?:mm te the berebit. hs Ve Wﬁf', ({,;,3 ARy
el\fﬂ% omen e Wldél'/‘e qea.c{-«rﬂ, 1/}“'; 0()*0\'“‘14 % setua% Mﬁf,’;n e oriitn
b ones

o 1f we Impove & TaK en seomme ot rhom rv(ai/fjm—m

ores y;/ho acw Ure high w - 1’111“5 wa || }gcmm M*
.r[u.a recene, QM(?/SO ¢ m i od othovs i “"”“&f“é"‘e(’ﬁnﬁ.—h‘_

I+ 15 NO’UC"‘a 'f’;‘C bere 1+ given — rov it MO\MW\& 1-Le_

L N SLMens {) ﬁvr ‘l"‘*& \Icf‘ se T’/\co’"@ ?A# /n\u(w) s f's’ a/é_‘m';p
fwm wsin, /hagmmq, M('t:’}oy-, Y o4ww7-< extra. This w,j:;' the eﬁd\,&

increasing a»w»(Js —the 7 hatis inemtabe, aar’twa«-mf 23 ()ou‘J Err somehon



T :- §A1%h?) ?

. Wg 8;/1— as1tis om excellwnt S’ﬂrf‘%(?‘v/" from, W(J’S’"("CW '/G/Sr%/
ynere /)am 1 f-ceosf3, WC//, T/A/s e Ggng 'é)owr wmll nsh n tov “Cuﬂaﬁm

M/LWW//,S /n created é? hc(k\v?'




Groves, Financing Government

Ch. 7: The income tax, background ad procedure.

These notes, like all my notes on books of my own, cover only
items ;elevant to the cowrse, leaving much of general interest
unaer;lnea in the books, to be noted later perhaps
x It is a"common opinion among economists that the ratio of
property"” owned to income is larger among farmers than
guong other producers. This is obviously impossible, for if
it were so no one would invest in farming, and farm land
wouldn't have the imputed value, etc. Howevey the truth
may be_that in computing this the statisticians have truly
recorded that the physical assets value in manuf.is relatively
smaller, and the cause of the higher return on investment
there 1is that monopoly is more common there, and it is not
ordinarily listed as an asset, nor is it necessarily connected
with particular land, but rather with a particular person.

The strongest argument for ability to pay taxes is that they
are assured of collection, while benefits received taxes might
force bankruptecy proceedings agalnst indigents, etc.

Corporate earnings were allocaed among Bockholders, realization
not necessary, in civil war tax.

1309 corporate income tax of 1%, 5,000 exemption. 1913, personal
income tax amendment. ;

c. 1yl2, wisconsin enacted the first satlisfactory state income
tax law. Now 2/5 states have them. .

Life insurance receipts, gifts and inheritance, u.s. pensions,
not taxed. Nor state and munic. bonds, pre-l1940 Fed bonds.

If instead of deducting items from the tax base, you deducted
small %8 of them from the tax iltself, everyone would get an equal
deduction. A8 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 500y exemptlon, surtaxes have 500 for eelf and
also for eacn dependent.
Certain govt Bonds exempt from normal, not surtax.
Deduct three times from gross income:; income not taxed,
deductible busines expenses, personal allowance. £l virtval
corps taxed flat until 1y35, when graduated scale introduced.-* ?hf @

Wwartime excess profits tax was X/ 95% of the excessprofits as ;
defined. (F29%?) Poswar creait of 10% of the taxes paid, 80% max
for inc and €.DPe, o 4

only 7 state inc taxes have top rates above 7%. Hlgh 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% .

I1l. has no state inc. tax.

In Eng., "irregular receipts", as sale of investments, not counted
¢ Qllle « - %
o ;gg tax does not touch income that is produced and consumed pers-
onally, without exchange. Some state taxes, as Wisc, do, on farms.
In Eng, rental value of owner occuplied houe 1is counted.

The implicit interest one receives from ownership of consumable
surpluses should be counted, but the amortlization, 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 1t is agricultural, and
more than half its business is with 1ts members.
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Capital gains may result from monetary inflation, be illusory.
But not so illusory at that, for when the new debts that
caused tie 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 govi debts.

you may deduct for depreciation, obsolescence and lmpair-
ment of "ecapital". And if you are a miner, you can therefore
deduct the gdgprge lmpalirment of your mine as you take the coal
from it. Encourages ruining resources, perhaps, 1f administered
so. Often criticized as overgenerous to mineral owners.

"geasonable'" depreciation etc mus be figured rather arbit-
rarily. 3

In w.Ww. 2, fed govt started to collect at source. States
still use "report and collect" methnod. Europe Bas collected
at source for years. Along with this change, taxes were
collected currently insead of walting. Previously, jan 1940
to jan ly4l income was reported on March 15 1941, and pald
possibly in instalments thereafter. With change, you pay as

ou go.
: Fga tax now uses “information at source" metnod. You are
required to report your payments to otners=-of interest,
wages and rent.

Fed law says individuals keep books at thelr own risk and
they are avallable 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 emposed many frauds. Many tlaxpayers given huge refunds,
it is sald because they are campalgn contributors.

1f 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 getiting
authority pretty far away from tne voters.

Chapter 8: DbDifficult applications of the lncome tax to cptl
wains and loses, corporations, and their security holders.

144 law:; galns on items held under o months, just like
regular income. Held over 6 mo., cut in half, then treat llke
regular income. Ur', optionally, tax at 25% maxlmum, Losses
can be deducted from galns in full, and from other incomeé up
to 1,000, 5 year carryover. :
gri%ish 1gngre both gains and loses, with arbitrary, important

difficult to administer exceptions.

1926-40, net income from cap gains, with allowance for losses,
was 15.25% of individual income tax receipts. Gains esp in
upper brackets, losses in lower. :

If not realized until death, galnsnot taxable.

Losses are somehow segregated, so that you cang only deduct
them from gains in a similar category. Much resented.

2
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~ Eng. corp tax is a collection at source device, is deducted
from stockholders taxes. y

Formerly, intercorp dividends not taxed at all. Now only on
155 base. ;

Public utilities famous for passing on taxes to consumers.

Before 1ly30, cash dividends exempt from fed normal tax.

Some states deduct corp taxes from stockholders'.

: otock dividends not taxable until they become realized
caplital galns. 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 Jjus like casn. ;
varjing supreme court decisions. Dividends of preferred
stock to common stockholders are taxable income when given.
1520 gisner vs. Macomber declsion that stock dividends are
not taxable, followed by Breat increase in stock dividends.
Excessprofits tax allowed as deduction in computing income
tax, fTor corps.

1923-35, corps plowed back 304 of their profits; figure
rising to 40j% in late twentifes. This is £#ZX deductable from
corps incomey?yryr--at any rate, from stockholders lncome
until realization.

The best way to bequeath is to keep stock a long time,
pass it on, for it is then not taxable for capltal galn.

I think that plowbacks are often not deductable.

Statutes say that if income is withheld from distribution
"for the purpose of evading indlvidual taxes" 1t 1s taxbdle
at prohibitive rates. But this 1s not enforced, for intent is
impossible to prove. Laws should use behavior critleria, object-
ive.

Chapter Y: Qther income tax problems
Avoidance methods: tax-exempts, holaing cap gains til death,
reinvesting corp earnings.
You can incorporate an investment company to get your
“~ garnings, only 15% of its in come from other stocks 1s taxed.
If you can keep 1t 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.
leg;rusts must pay personal income taxes, its the law. Since
1937 trusts no longer get that 1,000 exemption apiece, but tpeyﬁ
still can be created without limit to split income. 2
Mo®. common evasion method among wealthy, gifts wit?in am=-
ily. The ‘gift is not deductable, but it reduces donor s souries
of income. Recipient is taxed on income fraom gift, bup doubtless
at a lower rate. He must also now pay a gift tax. 5 :
. Read Wedgwood, JOS8, "The economicsof inheritance’.
Had all corporate losses been offset against gains, 1922-
1y39, net income would have been reduced 45%. That represents
corps whnose losses never were offeet by gains within the 5

year limlite % New small companies in equipment goods industries
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the most typical losers. But carryovers were only for 2 years
before W.W. 2, and 1n the 30s no carryover at all was allowed.
This makes the 454 figure more believable. In w.w. 2, carryover
and carry back of 2 yrs each way permitte¢ making 5 yrs in

all, British allow O yr carryback.

1924-43%, earned income favored.

States allowed utter leeway in claiming authority over
taXpayers. gtates use different criteria, much confusion
possible. 1'd say that certainly only the state in which one
is a voter should tax him.,.

State taxes are deductdble 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% in
UeSe

Estate tax main revenue source everywhere because simpler to
administer than inheritance. Britlsh exemption: 400¢; ours,
00,0004 .

1885 NY tax first successful one, but proportional. 1503
Wwisconsin tax progressive, the first really "scientific" one.
Different rates for different degrees of relatlionship.

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 gRif/Lf then the fed tax is calculated
and everything which was pald to the state is considered paid,
fed govt collects extra. Except that the state cannot take more
than 80% fed govt's clalm---1it can, but 1f 1t 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 taXx only hits the
man who saved, therefore espelally reduces saving.

p Estate tax can be pald on instalments for ten years, hence
need not force liguldation.

If esate is transfered twice in 5 years 1t 1s usually
exampt from two taxes. Estate may be valued a year after
transfer, to prevent hardshlp.

Most state inheritance funds not earmarked, but in general

und. ve oorly administered.

; ngtazegycgaim {ax agalnst each other often, 80 that one estate
may be taxed geveral 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 clalm on socks that are

P4 devised, as does statle in which the stocks are kept in

gafe deposit. £ States in which corps own property cannot any

more.
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1y32-42, 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,
;ca%sa mertis or death bed, and inter vivos or not concerned with

eath.

The fight is between the first and the last. Wisconsin law
declared that any gift made less than O yearsbefore death was
presumed to be in contemplation of death, therefore taxable as
part of the estate. Supreme court threw 1t out. Now the law states
that if gift wade O yrs before death, or less, burden of proof is
on the estate that it was not in contemplation, i.e. it was inter
vivos. 2 ;

Trusts 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 efrfect 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 --avoldance, rather---by gifts. However 1t has 1ts own eXempt-
ions, cuts tax base in half 1f used judiciously. Alsoc somewhat
lower rates than death taxes.

You can create a trustthat is a life estate with a remalnder,
which means property will be used to support your son while he
lives and then go to your grandson, belng taxed for only one death
tranfer. This is the common practice among estates over ©0,000.

Administration of lam, and possibilities of evoidance, are such
that death taxes strike mainly those estates whose decedents die
unespectedly, without having a chance to put their house 1n order.
Most cases of gifts are declded proven that gifts were not in cont-
emplation of death. :

Fed and 11 states now have gift taxes. Fed tax: 1924-6, and
1y32-present. 3/4 rates of fed estate tax. Gifts are cumulative.
Not later taxed as partof estate.

Fed estate tax dates from 1910.
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declared them legal.

In Sweden church anu state eduation sys y sed"
evidently no dominant. R -merged‘, e

Most states forblid public money for sectarian education.

1541, 2.5 b.y total expense for public education, c¢. 30%
local exp. .

_ OUp educ cost frouw ggt local, 36j states, 4% fed. TO% from
prop tax. wide varlations in state support, but it is largely a
matter of central collection.

100,000 indep school districts in country, typical units of
sghool support. Are not most school districts integrated with
villages, cities, etc?v%%

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
sowe sort of equalizatlon scheue, subsidiing poor schools--mostly
in those districts where r&io of children to prop value 1is 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, 3 ¢
anyone can move in to enjoy the beneflts 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 imuigrants as much as
the benefits of public works. However, suppose the public
works will benefit the society mare than private returns,
but eitizens consider result will be higher land values, which
will mean more returns to them for only a short time, soon will
bring more imuigrants. However the new immigrants will agailn
increase values, 8o absolute rewards of old citizens will vy
for some time still be larger thanx to their improvements. Much
to Work out in this.--but imuigration is the key to the solution,
avoids necessity of worldwide authority directing all expenditures,
which 1s absurd. 4 "

Fed govt's small % is mostly for vocational education, ana
in defense areas.

133-7, PWA built 80% all public construction in u.s.

1916, Fed Highway grabts-in-ald s.arted. 29%

Highways should be constructed by central govt units 1f they

are thru roads, else nonpuniformity is a bother. Kansas delayed
road building, great nuisance. Distribution of 1lvt revenues for
tois 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? wWell, as the public works bullt by municipalities
are bullt from lvt money, they should not belong pecullarly 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, 18 to be centrally
collected, for one reason. Also a time lag will certainly exist
between improvements and immigration resulting, and another lag
between imuigraion and getting on the g.l. rent rolls---tho this
should be snort, so as not to penalize migration. But what of
long teru profectst If citizens take g.l. rent now, they get
entire benefit; if they buila pemanent public works, they share

penefip with future imulgrants. Perhaps it 1s well that govts do
not build many permanent public works, as common property.
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A8 to units of local collection, they should be organic,
< include both places of residence and work, so that no problem
. shall c@rise of wnether 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 troubke;
the trouble would come if sowe small non-res. high rent district
were a separate tax unit and its few residences got all the
Gele rent.‘Then % it would be invaded by residences and 1t
is presumably moe sultable for other land use. Immigration woul
tend to make equal the per-cap g.i. remt in all places. Yet
;t would only be a trend, and probably not the strongest one,
inf luenceing migration. fF But the other trends, which would
cause high rents, while g.i. rent results from high rents, would
Wwork 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 gres coummunity 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 gsolution; 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 municipallty from borrowing
for current expenditures, then moving away and leaving the
debts? Mainly that they coudd not get loas for such purposes,
under 1vt. under today's sytem, of course, they could, because
of their equity in the land they will stay anyway. 50 borrowing
“~—is the solution. Thank God.
1921, Fed ald sSystem of Highways authorized, not to exced
T/ milege in any saate, aids distributed according to 3 ratios:
area, pop, wiles of post road; fed aid system not contiguous
with fed nighway warking, 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, 18,90y
ety rds, 00,000 munic. streets. only fed govt and school dist.
do not administer some roads. A Since 13530, trena to central-
igation under states for highways.

Local highway aduministration has often been wastefgl, for
small units evidently. But under central administration of
course problems of who getis what arise. This 1s a matte of
technique, the only principle beling that the optimum size
productive unit should be sought, granting that with no :
competition 1t is easier to be wrong. But the majo? problem,
seeking speclal regional privilege, will be negligible with
ivt. :

state highway funds embattled, between city and country,
well as many other categories. Cities have losti,.
"prominent Englilsn architect" says NY slums are worse than
in any Bur or s.Am. city. » . ¥
ie{fgre; relief, wel%are, gocial security; 5 Db, all units,

1941, 1913, est. .05 Dbg. »

~‘ Late 30s, fed govi discontinued ' .
work relief and categorical alds. Relief is not usually
granted in cabi bul, 1 guess, in.fooq esp. Categorical alds
are in cash, to challadren, aged, blind---thru fed alds to

states, passed in 1935 gocial security Act.

as

direct relief, started




Chap 22; General aAspects of Public EXpenditires.

: Taxgs hgve on}y been increasing in real terms per cap,aw%?-
since sertlme in 1yth cent.---and perhaps late in 19th century,
or even in 2uthh cent.

Cyelically, govts have spent freely in booms, stopped in depr.

- Bur. govt, at least France and England, far more centralized
than we.

Nazi Gy, govt could force industry to employ as many men as
he way fit, whether needed or not.

In Sweden we have a situation of govt participating in much
enterprise, mut not regulating other enterprise so much. This
seems more compatible with democracy than having govt regulate
enterprise. 5o socialism has different shades of tendling to
authoritarian govt.

"Theorétically the fed govt has no police power',

260,000 sq wi land grants to r.r.s; c¢f with 114,000 for schools.
Helps to explain why our frontier was not such a free frontier
after alli, why we were not so much better off then than now,

Swede govt has monop. of liguor, tobacco and radio.

Increasing cost with increasing size common in blg 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 mare 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 tnings per cap. Groves says
that big city standards are higher, but also many outlays for
health, welfare and rec¢reation are found in big and not small
cities. Cost of water is obviously greater for big city per c& ,
but & don't know if this is paid for at all by taxes. lyEQKcost
of urban govt per/family NY: 15l§; typical 2d class eity, 50%.

In some states only prop owners can vote on bond issues.

Incraase in graft not so; probably has decreased. 3 ¢

gelf-liquidating, reproductive, productive, apd 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 i
Protection, education, public worKs,_welfar?, adm}nlstration.
In war 1, defense plant credits supyolied prlvately;, e
Table, p. 486, 1941 fed state and local exp. Dp. 469-70, fe

exp 1l79l-preent, and all units. & ki :
Renegotiation operated only one way--did not compensate losers.

OUr were there anyf : : : 0
Administrators went beyona their powers 1n renobot}at}np t? R

consider all elements, not just one they‘were rebebotldt1?5: *i

is exaumple of how little control voters have over pOW??fm+ govt. _
Costplus used much 1n war 1l; less in 2. Cosdl plus fixed Iee Y

used more in 2---1it is open to obvious aouges. ' : i '
1625-50, battle in north for non-sectarian public enoolis, WOoI.

elementary. Gradually secondary schools too---1874 kalamazoo case




Chap 18: Non-tax revenues

pecreasing in importance. ppecial ass., gale of public léands,
revenue of munic. enterprise.

In 30 public land states, 114,000 sq mi donated for schools,
of wnich most was profitlessly alienated.

Many Bur. cities buy outskirt land for cheap housing as city
5I‘Od5.

P.0., dellivers peftodicals below cost.

peak load etc service often costs more, higher rate tha is.

Municipally owned utilities avoid fed incoue tax on corps,
and indiv.dual stockholders, hence can cherge less.

C. 9UB U.B8. GFPLALLA water 1s municipally supplied; conceded to
be correct. Municipal electricity successful in ontario, elsewhere.
Recall the 8.D. cement plah for a mnos miscellaneous state owned L‘t*o te(v'ht-

enterprise. N.U., has state mill, elwvator, bank, ins., all lost COM«gfm“vd

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, l.e.
Judicial process characterized by much feetaking. This 1is not

ag it should Dbe. iitigation should be free.
rResult of prop. tax limitation laws 1s to make municipalities

charge for services. Sewage disposal, €.8.
Local Bherriffs and Justices of the Peace often pald by fees,

whicn encourages them to do dastardly deeds.
I think fines should be large, and & naendsome way of punishing

and raising revenue, €8p. from the rich who try to pull deals.

Jailbirds live on tue public. It 18 better for people and for

socliety if they work to payfines. II they won't pay, they should Kok o
/e,
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Colo., 1930, 4by/mo. foi oge over OO0 pased by refer
vote, organized pressure of o. Limers. Cramps other sta

enaui
t
expenditures.

(=]
A~

only a few states and lower use the "merit system", and fed

govt does not use i1t tnruout. However iis benefits are 1in doubt,
it ha such stultifying and bureaucratic tendencies.

' Centralized purchasing an area with great possibllities for
. SConoumy ,




Groves, chap 0; Shifting and incidence. l
Backward, forward, and capitalization shifting distinguished.
Physiocaat 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)

Decreasling cost imustry 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 proauction and exchange" in static economy, but sales
lnvolving changes in persounnel and/or structure of production
(or residencesy) reproducible

He claims that papsprepergafblg goods cannot have tax shifted
by capitalization as easy as reproducible, but he 1s confusing
capitalization and snifting to consumers of current ylelds.
once the tax sacrifice is determined, it is completely on
the present ownerg, 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 act.ve factor rewards.

Monopoly taxes will be shifted if on gross income, not .
if on net.

Chap 11l: Taxes on Business

A. Sales, property, excess profits, corporate net lincome,
gross income., B. Occupational taxes, incorporatlion fees,
capital stock taxes, corporate excess taxes.

Retallers 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 caplit. 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 degélare a
cap stock.

Corporate excess tax now in little favor, only Mass. makes
much of it, Ill. has small one. Un corp value above tangible
assets.

R.i8 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 1is 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. t

Utilities are valued once for rate making and agailn, aiff-
erently, for taxing. The rate making valuation is simply a
determination of the return necesary to draw caplital into the

business. gf/ggUrpg differences creep in here.
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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.
iz o%:ny r.r. taxes may be superimposed--they need not stop

The many systems of valuation are not reconciled by any

formula, nor is one used exclusively, but they are all consid-
ered in a "huddle". ’

Chap l2: Taxes on business, cont
Fed charted banks canuot be taxed by local govts. Banks
prop is mostly intangible, special problem. Special treatment
is due to loancreating power, rather than intangible assets.
Sectlon 5219 is 1803-6 legislation about National Banks. Banks'
real estate and 1ts shares may be taxed at regular local rate.

Banks had taxatlon privilege under personal prop. tax because
other businesses were taxed on gross assets regardless of
debts, banks only on thelr 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
race 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
gsuch items as personal prop.

S, ‘”"/W 1923, Congress amended section 5219. It said the share
e tax was allright, and added two other ways of taxing nat.
s banks; net income and dividendd. 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 ®axed corps.

1927 Hartford Bak Case declared that banks could not be e 0O
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 1920 congress passed law permitting excise on
bank's franchise, and the value of the franchise could be
detemined according to bank's net income. This does not seem
to be a prop. tax, but another congideration., So the prope.
tax situation is left with bank shares not specially taxed,
as Richmond Bank case sald.

The '26 law allows indirectly the taxation of interest on
tax exempt bonds, which mamy banks hold in profusion, and add
to their income, are exempt from income tax but not from
franchise tax graduated according to incomel —

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

4




Groves, chap 12, cont

subject to anti-trust law. Ins. co.8 have nonetheless
broken away from gen. prop tax on their intangible assets.

Gross premiums tax most common., Mass. taxXxes prop., Conn.
on lncome 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 reéaliations. Dispute as to whether they are taxed higher
or lower than others.

Chaln store taxes, by states, many of them, on many different
bases, some held unconsgitutional because of "unreasonable
classification", others ok. 3

Chap 13: Taxes on consumption %

1940, 35j% fed rev.: Alc, tob, motor fuel,|customs, in that
order. pur. uses them far more than we, and on necessities
more. Probly less now than in 18th and 19th.

2.5 by 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.

gsaving is the real cause of regressivity, and saved money 1s
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. S5k.

Chap 14: Motor vehicle taxes.
Gasoline tax is most productive state tax.
Chap 15: Poll tax v 4
Chap 16: fatapign/ af zhateralzyeg Soclal securlty taxes
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