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element of Federal revenue, were abruptly reduced in 1931. CoUec
tions to date of current corporation and individual income taxes 
indicate that receipts from these sources during the calendar year 
1931 will be about half as large as in either 1929 or 1930. Con
ditions prevaUing during 1931, which wiU be reflected in income tax 
collections for the calendar year 1932 and consequently in the budgets 
for both the fiscal years 1932 and 1933, indicate stUl further drastic 
reductions in incomes and in income tax coUections. The decreased 
business activity has also resulted in marked reductions in receipts 
from other sources of revenue. For the fiscal years 1932 and 1933 
average receipts from all taxes, including customs, are estimated at 
about $2,131,000,000 as compared with average receipts in the 
two fiscal years 1929 and 1930 of about $3,583,000,000. 

FISCAL POLICY 

The foregoing estimates show deficits for the fiscal years 1932 and 
1933 in the amounts of $2,123,000,000 and $1,417,000,000, respec
tively. The estimated expenditures include for the retirement of debt 
in accordance with the provisions of the sinking fund and other statu
tory requu-ements, $412,000,000 for 1932 and $497,000,000 for 1933. 
In the absence of other provisions, the amounts of deficits must be 
financed through borrowing. For the 3-year period 1931-1933 
the gross deficits aggregate approximately $4,440,000,000 and the in
dicated increase in the public debt approximates $3,250,000,000. 
Such a financial situation calls for immediate remedy, notwithstand
ing the fact that the rapid retirement of our public debt throughout a 
decade of plenty may be considered to have created something in the 
nature of a reserve upon which we are justified in drawing during lean 
years. 

If the public credit is to be maintained, there are certain basic 
principles that must be observed in the conduct of national finances. 
First, the sinking fund assigned to gradual retirement of the public 
debt must be maintained, and even when of necessity the public debt 
is increasing the regular sinking fund appropriations must be accepted 
in the accounts of the Government as fixed charges against Federal 
revenues. Second, over a period of years revenues must be equal to 
expenditures. Deficiency in revenue for a time may be inevitable, 
owing to operation of the emergency conditions, but must not be 
allowed to continue. Observance of these principles in the conduct 
of our Federal finances requires, in addition to continued effort to 
reduce expenditures, a very substantial increase in the revenues 
through taxation. For 1932 a large deficit is inevitable and, not
withstanding such improvement in trade and industry as may be 
anticipated, addition to the public debt in the fiscal year 1933 can 
not be avoided without such additional taxation. 
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2 8 REPORT OK THE FIHANCES 

I t is not easy for any people to determine to assume a large addi
tional tax burden at a time when their resources are depleted through 
business depression, but in the long run they will best serve their own 
interests by doing whatever is required to maintain the finances of 
their Government on a sound basis. The history of many nations 
attests this conclusion. 

I t must not be forgotten that the very abUity of the Government to 
borrow depends upon the conviction on the part of purchasers and 
holders of Government obligations that the proper relationship 
between expenditures and receipts wUl be maintained. I am con
fident that increased taxation, clearly necessitated by emergency con
ditions, will meet the supporting response of our citizens to the needs 
of the Government. 

The increase of the revenues must be decisively undertaken, but the 
promptness with which full adjustment can wisely be effected is 
conditioned upon existing economic circumstances. The rate at 
which debt reduction has hitherto been effected still permits some 
leeway. Additional tax burdens should not be so great as to retard 
the business recovery upon which the restoration of the normal fiow 
of revenue depends. 

I recommend revenue increases so planned as to insure the attain
ment of three objectives—first, substantial reduction of the deficit for 
the fiscal year 1932; second, the provision of revenue adequate in 1933 
to meet current expenditures, not including the sinking fund, thus 
bringing to an end in that year any further increase of the public 
debt; and, third, laying the basis for the expectation of a fully balanced 
budget for the fiscal year 1934. Until full balance is attained the 
observance of the sinking fund provisions will not result in a corre
sponding reduction in the debt, but through this program the integrity 
of such provisions will have been maintained as a normal part of the 
financial operations and as a guaranty of good faith; 

Our immediate concern is the fiscal year 1933, since that is the first 
full year the revenues of which can be affected by new tax measures. 
Bringing the increase in the public debt to a stop during that year in 
spite of existing difficulties will represent a very real accomplishment. 

I believe the objectives which have been set forth can be attained 
by the adoption of a tax program based in the main upon giving up 
for the time being the principal tax reductions effected since the 
revenue act of 1924. 

I advise that the Congress consider returning in principle to the 
general plan of taxation existing under the revenue act of 1924. The 
country knows the burdens to be expected under such a law. I t 
paid taxes under that law and, notwithstanding the higher rates and 
broader scope of that act, found that these taxes did not constitute 
an unbearable burden nor prevent increased prosperity. Instead of 
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embarking on new and untried ventures in taxation, it is wiser to 
utilize a known general plan with such changes as may be appropriate 
in the light of altered conditions. 

REVENUE PROPOSALS 

To accomplish the objectives outlined above,.I make the following 
recommendations for the provision of additional revenue, the new 
meajsures to terminate at the close of the fiscal year 1934, that is two 
years from next June: 

Individual, income tax.—The normal rates to be fixed at 2, 4, and 6 
per cent; surtax rates.at 1 per cent, beginning with incomes over 
$10,000, graduated up.to 37 per cent on incomes between $100,000 
and $200,000, and reaching 40 per cent on incomes in excess of 
$500,000 as compared with the present maximum rate of 20 per 
cent on incomes in excess of $100,000. Personal exemptions to be 
fixed at $1,000 and $2,500 with a credit of $400 for each dependent. 
The earned income provisions of the revenue act of 1928; permitting 
larger deductions in respect of earned income than were permitted 
by the act of 1924 should, in my opinion, be continued. . 

The Treasury contended at the time of the passage of the revenue 
act of 1924 that individual income tax rates carried in. that act were 
higher than it is wise or desirable to impose under normal conditions. 
This is still the position of the Treasury Department. We are con
vinced that in the long run lower rates are more productive than the 
higher ones. But these are not normal times. There is a real emer
gency resulting in the immediate need for a substantial amount of 
additional revenue. Until the emergency is passed, we can not 
avoid utUization.of emergency measures. We believe that the tax
payers wUl recognize the facts of the situation, and, particularly in 
view of their temporary character, will cooperate with the Government 
to make higher rates effective. 

The proposed revisions would bring back into the taxpaying group 
some 1,700,000 individuals. Even so, our income tax law would stUl 
remain a tax paid by relatively few individuals. There would be 
only some 3,600,000 Federal taxpayers in a Nation- of 120,000,000 
people, and of this number less than 300,000 would contribute 90 
per cent of the tax. 

I t is estimated that such revisions will result in the collection of 
additional income taxes in the amount of about $83,000,000 during 
the last half of the fiscal year 1932 and about $185,000,000 during 
the full fiscal year 1933. Of this additional revenue, i t is estimated 
that about three-fifths will be derived from incomes of $100,000 and 
over and more than four-fifths from incomes of $10,000 and over. 

For reasons I have often expressed, it is my belief that when the 
emergency period is passed lower rates should be restored. 
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