BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Uffice Correspondence Date_ovesber 20, 19k3

To 1 Thurston Subject: Address by Randolph Paul

From _lir. llusgrave ﬁ ﬂ Wi

I have resd Mr. Paults address end think that it is
an excellent brief statement of the diffioculties and objectives
of tax simplification.

The statement might have been a little more positive
regarding the desirability of reducing requirements for mande-
tory returns under the income tax (pages 26-27) and might have
given a little more emphasis to the simplification of the cor-
poration income tex. Also the point might heve been made that
most of' the difficulties arise in comnectior with determining
texable income reather then with epplying rate schedules. How-
ever, not everything cen be said in & brief address, and on the
whole I find the paper to be very good. I don't think that any
specific suggestions are required.
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Form F. R. 511

TQ Hr. Thurston
FROM meb
REMARKS ¢

The Chairman asked that you check over
this speech as far as the OWI is concerned -
Miss Friedline called last night about it -
and then he would like to have Mr. Musgrave
check for any comments or suggestions that

might be made to Mr. Paul direct.

CHATIRMAN'S OFFICE
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TO:
Mr. Eccles

11-18-43

You may be interested in
reviewing copy of my address
to be given betfore the Wational
Tax Association on londay.

If you have any comments
or changes I shall appreciate
your letting me know.

Rardolph Paul
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TREASUKY DEPAHTMERT
Yashington

(The following edcress by fiesndolph E. Paul,
Generel Counsel of the Treasury, before the
Rationel Tax issoclstion at the Palmer
flouse, Chicego, is scheduled for delivery
et 1:30 p. m., Central Wer Time, Honday,
Rovember 22, 1u4d, end 18 LOF relesse st
126t Lims.)
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SIYPLIFYIRG OUR TAX LAWS

1 em at s peculiar disadvantage this afiernoon. A little
more than s uwonth sgo here 1n Chlosgo, I sddressed a group of
business men. Uy subject was "Simplification of Cur Tex Laws."”
I a= here todsy to discuss "Siwplifying Gur Tex Laws.” You see
oy Gilexma,

It reminus =e of a story which ls told of the eminent
nsturelist, Agussiz. ‘shen he was to delivar his first visiting
lecture in Zurich, he Lad¢ grave doubts sbout his ebility to
oscupy the prescribed three-quarters of an hour. He was
speakin: without notes, snd from time to time he glenced
enxiously at the wetch that ley before him on the desk. %hen
he had spoken helf an houp, he felt that he had told the
audience everything he knew# in the world. "From thst point on”,
he seid, "I began to repeat myself and I heve done nothing else

ever since,"

Apperently I did not
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ipparently I did not telk for tiirty minutes when I wes
last in Chicego for I do nol believe that I seid everything
there is to ssy about simslificstion., Perhaps you will &l low
me to begin now where I left off then.

Todey we sometimes think that we sre victims of & molady
which never attacked enyone before. But complaints about the
complexity of our tex lews are an old story, The patient hes
been suffering for s long time; the disesse has become s nationel
sccurge; it has even crossed naticnel boundary lines.

Ceuses of Complexity

The first thing we discover when we sttempt to diasgnose
this complaint is thst there Is no single ceause., Our tex system
did not become compliceted overnight. Some complexity originetes
in 8 commendeble Congresaional desire to prevent tex avoidance.
Sozetimes a copmendacle deaire to pive tex relief results in
complication. A 90 percent excess profits tax cen be written
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-3 .
very simply. But the relief provisions which that rete mekes
imperstive must be extremely compliceted. Still another
contribution to complexity stems f{rom our msnifcld system of
adminisirative and judiciel interpretation.

Far texstion adds its own complicetions., You are all
femiliar with the paradox on the economic {ront that in wartime
incressed purchasing power mesrns fewer purchesable goods. The
same condition that produces plentitude of income elso produces
scercity of goods. On the simplificetion front one [inds
another curious paradox. Wer texation leads st the same time
to 8 genersl demand for simplification end & maximum of
specific requests for complicsting szendments.

Competing Considerstions

%e have then a besic conflict. In tax lew, ez more

generally, there ere almost alweys competing considerstioas,

Whet is simple may
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shet 1s simple may not be equitsble, ¥hat is equitable may
of necessiiy be complicated. In other words, slmplicity snd
eguity are often incompetible 2nd we rre forced Lo choose
between them. In choosing we must weigh sdventages geined
ageinst adveniasges lost, knowing what we are doing when we
make &n election. A sufficlently desirsble ovjective, elther
by wey of relief or by way of preventing tex evcidsnce, may
be worth some complicetion. A particular item of simplicity
ney not be worth the inequity it enteils. The question is one
of price, end our first choice should be the simplicities that
sre the best bargains.

Then, too, there 1s sometiing ad hominem ebout
simplificetion. Wwhast is simple to one taxpsyer may noi be
simple to snother whe play a pert in administering the tsx.

For example, it seemed
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For exanple, it seemed very desireble when we were working on
the 1342 Heveuue pct to intrcduce collection et the source into
our tasx siructurs. You w#ill rexember tiaat such a system wes
introcuced at the beginning of 1943 fo ezpedife the collection
of the Victory taex. It was extemded in the Curreni Tax Payment
hct to cover the normel tex snd the first bracket of surtsx.
In connection with colleotion at the sovurce we found specific
eprlication of the maxim thsot one sen's meeit is ancther men's
peison.

1t is to the interest of employees thnt the smouni of tex
withheld at the scurce be metched us closely es possible with
fine! tax liebility. Under-withhelding muy uesn loss to the
Governnent. Over-withhiolding may mesn inconvenience, and even
bheraship, to employees. But the question cannct be approached
only from this one engle.

In the pay-as-you-go
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In the pey-ss-you-~go procedure we wers putiing e burden

upon euployers. In one sense we were askin-: them to become

deputy collectors of internel revenue, It was only feir,

tierefore, tc consider their convenience, as well as the

convenience of employees. This mesnt thetl we had to reduce

the c¢lassification of empleoyees to e minimim in order that

the eccounlting problems of employers would mot be too irksome,

In other words, we haé to sithhold on en spproximate basis,

grouping purticuler employees sccording to the band method.

We did not wish to require employers to meke specific computations

which would result in exsot withholding. Hor did we want to

permit too many chenges in exemption status during the yesar.

k chioice had to be made between the relaiive convenience of

exployers and smployees,

The nbanini of Singlitic%tion'
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The Yesning of Simplificetion

‘%hen any words become as populsr ss the words “tex
simplificetion” heve recently become, one msy be very sure
tizt the phrese means many uiifereni irin-s to zeny different
veople. The words may mesn so much thet they mesn 1itile or
nothing. Certeinly the ters “"tax simplificetion” is & vapue
abstreciion, snd it ie necesssry to look behind it for the
concrete meanings which it holds. I heve tried to gether
togetber froms conversations, newspsper stoples, and revenue
keesrings some of ihese diverse meanings.

Frow the stendpoint of incividusl texpsyers snd the smell
bupiness zen simplification weens & number of things. It means
o minimizetion of tax arithmetic., It meens the eliminstion of

unnecessery records. It means the reductionm of tax forms to
a few lines which cen be
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e few lines wiich cen be filled in swiftly without digging

deep into old pepers. Ia short, it meens a tsx structure

which {re casual newspaper reader can understasnc with no more
meuisel straln then it takes to follow Jos Palooka.

Some texpevers probebly use the word "simplificetion" in
the sense of certainty., They ure perplexed by our tax laws.
They con't know how much they owe. The statute is filled
with provislons which only the experi cen understand, end he
sooetimes has a hard time. In fact, the expert's difficulty
scmetimes parallels the situsiion in which Hobert Browning
found himself in "The Rarretts of %impole Street.™ You
remember thet Elizabeth Barrcit asked ithe poet the mesning of
some of his lines. After Brownin- had read them aloud three
times he said:s "Elizabeth, when those lines were written, God
and kobert Browning lmew whet they meant. Kow God alone knows."

Besic policy conflicts
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dasic pollcy conflictis are frequent in the ststuie; the
essentlal pattern of objective is vagne. Concepts have
changed; the desire to prevent inflaiion is & novel tex motive,
Taxelion has new folkways. The fulurs is a black impondersble.
In ell this whirl taxpayers glrace with nostelgla towerd the
old certeintiss they once thought they hsd, end the present
becomes more uncertein then ever.

From the standpeint of the Tressury simplificetion hes
still encther definitlon. We certainly recognize that the
sucoess of the income tax depends on achieving the utmost
desireble simplicity. This is essential to texpayer good-will,
;hich in turn is essentisl to successful edministretion. BDut
we heve our own internsl problems, which nt the moment are
greetly intensified by our inebility to securs accounting
machinery and hold persounel. The number of returns which must

bs handled by the Bureau
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be hendled by the Buresu of Internsl hevenue is a vitel
matter, but it is even more vital thaet these returns be ss
simple s possible. The difficulty with complicated returns
does not end with thelr filinc; they must be sudited.
Correspondence mey be necessary. Interviews with taxpsyers
snd thelr representetives msy be required. The number of
direct contects with the ingividuel taxpayer, eand the clerical
work ol keeplng accounts with hle and his emnloyer, are matters
¢f intense goncern to e Buresu of Internal Revenue which
desires lo afford every 2id possible to puzzled taxpsyers,
Finally, there is the process of Judiciel review. The simpler
our tax lsws are made, the easier the whole process of
administretion and interpretation becomes,

Dual Nature of the Problem

Simplificetion is a vast subject. There ars things thet

nay be done quickly
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may be done gquickly on the basis of sufficient knowledge at
hand, and there ere thinzs which 1t would be unwisze to attempt
without e further clarificetion of lssues and considerable
aduitionsl investigation of lew and facts. In this latter
category fell changes in the "reorgenization” provisions snd
more sstisfectory correlation of the income, estate and gift
taxss. Powers of appointment remein troublesome, but perheps
it is well to make heste slowly in this highly technlcal field
of estate tex lew. Trusts are e thorn in the flesh of the
income, estste, end gift texes. The Treesury is working upon
these end many other problems, end hes called upon the outside
Tex Bar for suggestions end advice; & special committee is
working upon estete and gift tex correlation. We hope to be
sble to desl intelligently with these provlems when we get to

the 1944 sdministrative revenue ‘°§£!Qllficatlon at the Return Level
In 1932 exemptions snd
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Slaplificetion et the Heturn Level

In 1932 exemptions end neticaal income were at such
& level thet slirzhtly less than £ million returns were filed
with the Bureau of Internel jievenue. For the yesr 1u44 it
is expectec iLnt more than 44 million returns will be received.
Thig incresse in the number of texpsyers intensifies the need
for simplification. The income tax must permit of simple actis
by texpayers if full complience is to be echieved. Host
taxpayers are not concerned with what the statute or the
regulutions or the court decisions sey. To the man in the
street the income tax return and the instructions on that
return sre the whole story. It is lozical then that
simplification should commence st the returm level.

The Tressury hes recommended & nugmber of changes ln our
tax structure which will help to achieve simplificaiion et

this level. I should
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this level., I should like to dlscuss some of these chenpes
with you in detall. ¥ie shall need your help. In the

campaign for simplification you cen help best if you understend
whet we are trying to do.

The Earned Income Credit

it the sugcestion of the Treasury the House Ways and
Heans Commlttee voted the eliminstion of the earned income
oredit nww in the ststute. This credit, as you know, is
10 percent of earned net income or of net income, whichever
is lowar, up to $14,000. The first §3,000 of income,
whatever its charecter -~ even though it be dividends or bond
interest - is presumed to be eerned income, The credit is
only for normal tex purposes, which mesns that its msximusm
velue &t the §14,000 level is $84.

If this earned income
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If this earned incowme credit were s true esrned income
credit, it might be worth the complicstion it involves. The
extension of the credit te the first $3,000 of net income,
irrespective of its cheracter, thwerts the objective of
fsvering earned income. This presunpticon is required by
edmninistretive necessity; it would be impossible for the
Buresu to check the {ype of income received by the millions of
toxpeyers in the lowest brackets. Since we cannct achieve
e practicable €iscriminstion in {avor of esrned income, we may
ag well eveld the complexities inherent in an unsuccessful
attempt. The elimination of the credit will be a distinct
step towsrd sinmplificetion.

Consolidation of Normal Tex and Surtax

Part of the trouble with tax celoulation srises from the
fact thet we have so many different rates. As a partiel and

palliative remedy, the
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pallistlive remedy, the Treasury has recommended the
congolidstion of the normel tex end the surtax. You are
well arere of the defects of the present system. The earned
income crecit and the issuence prior to 1vdl of partielly
exempt federsl bonus zre the only remeining excuses for two
concepls of net income ~~ one for normsl tax purposes and the
other for surtex purposes. If we eliminste the esrned income
credit, only cne reason remsins for submitiing to the difficulty
involved in expressing the rates of tax. This complicates
returns, meking necessery two stztements of net income eand two
computetions of sparete tax liabllity which must be added
together.

The obvious soluticn is to integrate rates iutc one
schedule and limit ourselves to one concept of net income,

Cur rete for the first
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our rete for the first $2,000 of net income could then be
19 percent ~- 6 percent pressnt normsl tax plus 13 percent,
ihe {irst surtsx bracket., For the second £2,000, the rate
coulé be 22 percent -~ 6 percent plus 16 percent. This
simplification can be extended taroughout the rete stracturs.

Trestment of Tax-Exempt Securities

One precaution need be taken. About 7 billion dollars
of pertislly tex-sxempt securitles are outstanding. We do not
wish to enlarge the benefits of this exemption, nor do we wish
to repudiete & contreot of exewption. The status quo can be
preserved by allowing, in lieu of the present credit

against net income, & credit sgainst the tex of 8 percent of

partially tax exempt interest, or of net income after the
exemption, whichever is lower. This would give partielly

tax-exempt bondholders
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tax-exempt bonduclders the exect benefit they possess today
and would limit extre computetions to the few taxpeyers who
cwn tas exempt bonds. I su confident thst such sn amendment

would be constitutional.
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Elininstion of the Vietory Tax

In the 1942 Act the Senate Iinence Committee inserted,
end the confarence committee accepted, the famous "Victory"
tax. The object was £o reach by a special tax incomes below
the examption levels of the 1942 iet -- $1200 for a married
persoen without dependents, $600 for e single person and §350
for each dependent. 18 o mntter of fect, the Vietory tex
collected from persons in these low brackeis only sbout
$300,000,000 of revenue. The halance of the §3 billion yield
of the tax came from persons slrecady subject to the regular
income tax. It is a matter of Indiiference to these higher
bracket taxpayers whether a particular dollar of tax paid is
labeled Victory or income tax.

To you, I need not eleborste upon the complications of
the Victory tax, Its special set of deductions results in

a separate conocept
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8 separate concept of taxeble income. The tax has a different
set of exemptions. The dependency eredlt 1s rocognized only
in a complicated poatwar credit. The faulty structure of the
tax was recognised by Congress whon it eliminated the postwar
espects of the oredit for 1943. The Viays and lesns Connittes
hes followed by integrating the tax with the regular income
tax for 1044.

In his statemsnt of October 4 before the tays snd ileans
Committee, the Hecretary of the Ireesury proposed the elimination
of the Victory tex and the lowering of the regular exemptions
for married persons without dependents Irom £1,200 to $1,100,
and from 3350 for each dependent to §300. The Secreiary also
proposed reising the surtex and the elimination of the earned
income credit to:recapture soms of the revenue lost by the

éliminetion of the
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elimination of the Victory tax. The adoption of these
proposals would have enormously slmplified returns. Indeed,
it is doubtful whether any sdequate simplificztlion cmn be
achieved without the elisination of the Victory tax.

The ¥Ways and Means Committee has adopted s minizum tax
plan in lieu of the Victory tex, The nminimunm tax is three
percent of regular statutory net inocome with exemptions of
$500 for a single person, $700 for merried persons without
dependents, and $100 for each dependent. iarried persons
£iling sepsrate returns sre entitled to a single person's
minimum tax exemption, end are required to t ake a single person's
reguler tax exemption. This proposal alsc inoreases the normal
tax teo 10 perocemt.

I ehsll not burden you with a long explanation of the
defeots of this substituted proposal. You will note that it

orlls for a set
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calls for a set of exemptions different from those appliceble
for purposes of the regular income tex. This necessitates
e table, giving a series of bresking points showing which tsx

applies -- the minimum tax or the regulsr income tax. The

treatment of jolnt snd separate returns presents {urther
complications as to choige of return. There are seversl sones
in which one of two forms of f.‘.lirig is more desirable, the
1imits of the zones varying with dependency status and division
of inoome betweon husband and wife, Imxpeyers will be forced
to mske alternsttive computetions in order to sscertszin whether
to file Form 1040A or Form 1040 and whether to file joint or
séparate returns.

Simplieity is not to be found in mechanical forms which
ere not essily understood, It calls for s tax the basic

outlines of whish
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outlines of which ¢an be explained by one neighbor to snother.
The minimum tex, and the teble it requires, can be expleined
by one expert to snother, but not by neighbors over the baok
fence. It seems clear that the collection of sbout §800,000,000
of tax, from thesq particuler individuals, less than 2 percent
of our income tax sollections from inéividusls, is not worth
the complexi ty Involved in this minimum tax. Horeover, to
exect & tax from incomes at the subsistence level is a questionable
contribution to the fight egainast inflation. The revenue will
not be lost since it oan be distributed throughout the surtax
brackets.
Extending use of Form 10404

I now turn to a possible simplification =~ a honmely remedy

for the dedustionz tangle. You are familisr with Supplement T,

which pernits the unse
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wiiich permits the use of Form 1040A by taxpayers having zross
inconme of not more than §3,000 consisting of salaries, dividends,
interest and annuities, It has been suggested thet the $3,000
boundery be roised. There are & million taxpayers having gross
income between $3,000 and $5,000, of which 2 million taxpayers
would be eligible to use Form 1040A, if 1t were extended. It
would be & convenience to taxpayers with incomes above $3,000
to use Form 1040A. Texpsyer convenience coincides with
administrative economy, since the estinzted cost of handling
the simpler form is less than half the cost of handling the
longer Form 1040.

On the other hand, the extc¢nsion I have sug;ested would
cost sbout $17 million in revenue, and no doubt RANY persons
entitled to use the simplified form under the extension would

still compute their
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still compute their taex both ways in order to be sure that they
were paylng the lowest possible tsx. Ue are working on this
problem in the Tressury and hope to present definite
recommendetions to the Congreas in the near future,

Elizinating Some Marech 15 Returns

Now that we have collection at the source, you have heard
much discusslon of the possibility of eliminating Xarch 15
returns for persons entirely in the first surtax bracket, whose
liabilities are collected at the source. This is another matter
under serious consideration in the Treasury. There are
arguments on both sides of the question., On the one hand, it is
certein that the elimination of March 156 returns would simplify
taxpeyer compliance and reduce taxpayer irritation. The persons
relieved of filing returns would be those in the lowesi texable
bracket; these taxpayers are least familiar with tex procedures

and find the making
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and find the msking of returns most difficult. It is also
ergued that peper work would be reduced and administration
sinplified.

{n the other hsnd, several important considerations
militate sagainst the elimination of returns. If returns mre
eliminated, administrative controls over taxpsyers and
employers will be weakened. The morale value of a tax return
mede under penslty of perjury will be lost. The possibility
of & cross-check of employee returns against employer reports
will be gone. It is well to remember slso that taxpayer
returns serve &8 the basis for adjusting the over-collections
and under-collections which are ineviteble in any withholding
system. In cases of part-ycar unemployment, change of femily
status, and double employwent, for example, these adjustnents
mey be quite substantiel. Then, too, the function which

returns play in
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returns play in educating citizens in their role as taxpayers
snd in stimulating & sense of direct perticipstion in
government should not be overlooked.

In discussing the eliminetion of returns it is important
to recognize that different people mean different things by
the phrase, "elimination of returns”, Some mean that we should
go from an snnual accounting period to & payroll accounting
period, and that withholding should itself be the tax. Under
this interpretation e broad class of taxpayers would be neither
required nor permitied to file. %he inequities of such
& solution and the great difficulty of drawing a line between
filers and non~filers rake its sdoption highly questionable.
Other people mesn by "eliminetion of returns” that the annual
socounting period be retained, but that only those who wish

to claim refunds
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to clalm refunds and those who have substantial additional
taxes to pay would bte permitted or required to file. A third
inte pretetion of “"eliminstion™ is thet texpeyers would be
reguired to furnish only & mininum of information; their taxes
would be computed for them by the government and refunds or
additionnl assessments would be issued without further actlon
on their part., these alternetive solutions and others are
being closely ecxamined in the iressury.

Graduated withholding

oinplificetion is possible elso in the comein of
withholding. Une suggestion, originated with Judge Vinson
and receatly mede to the ways aend iesns Lormittee, wes that
withholding would be on & ;ross basis under s system which
would enable texrayers to understend instsutly what percentage
of thelr saleries was being withheld et the source, The

Tressury has recommended
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Tresesury has racommended to the Uommittes that colleotion at
the source be made to epply to the taxpayer's full lisbility
rether then merely to his partisl liability under the normel
tex and the first breacket of surtex. The mothod for
sccomplishing this result would be to have w series of withholding
rates applicsble to gross wares, ag s substitute for the present
precise retes. This series of withholding rates would be
exproessed in tables based on the status of the texpayer. There
eould 2lso be tables celeuleting the emoumts to be withheld,
as st the present tine,

Any objections to the inaccuracies resuliing Irom the
wide braockets in the present-law tables would be minimized by
providing substantielly narrower brackets over the ranges of
wage within which most employees fall.
Zmployer groups with
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Employer groups with whom withholding problems have been
discussed have indiceted the desirability of graduated
withholding from the standpoint of their relationships with
employees. At the time for filing the first of the new
quarterly declarations this past September, several large
employers reported that requests from employees for information
as to total smounts of wage and of withholding over the year,
a8 well as for assistance in the computstions and the
preparation of the form, resulted in significant additional
burdens for their tex and accounting staffs. The question
arises whether graduated withholding would unduly complicate
the preparetion of payrolls, Careful study, as well as
discussions with employer groups, indicetes that little or no
extra burden upon employers would result.

Investigation of this
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Investigetion of this rroposal revesls further interesting
dsta. 4t present the first $2,000 bracket covers about
33,000,000 taxpsyers. The remeining 23 brackets cover less
then 7,000,000 taxpeyers. The lesson of these fipures is that
our rate structure lacks refinement for the grest majority of
texpayers. liowever, the moment we try to provide better
progression, we have to face the necessity for graguated
withholdingz. As I have seid, this can be sccomplished. The
by-product of gredusted withholiing -=- which enablss us to
acconplish the desirsble objective of refining the rate
structure for the rest mejority of taxpayers -~ is the
elimination of many quarterly declarations for persons in
receipt of salaries sbove the present first bracket of surtex.
L grester number of declarations could be eliminated if in

addition we raised
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addition we raised the present requirement relating to outside
income, other then selaries, from $100 to 2 somewhat higher
figure.

additional ourpestions for Si-wlifying Returns

I do not wsnt you to think that I have attempted to cover
even the limited subject of si+plification on the return front.
Many adiitional suggestlions ere in the oill which, I might add,
grinds slowly. Could we heve difierent filing dates by classes
of texpeyers, corporats snd indlividusl, or by divisions within
one class of texpaysrs on en alphabetical basis? How mey
return forms be set up to ensble texpayers to do their arithmetio
more easily? These sre wersly examples of esctivity In the
Treasury in its constent effort to improve the zdministration
of our tex laws snd to meke taxpayer compliance less burdensome
then it now is.

Corporate Tax Simplification
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Corporste Tax Simplification

So far I have been talking ebout simplification on behelf
of individuel texpayers., I have limited my discussion of that
subject to the return front. luch wmore remains to be said on
other indi:idusl tax fronts, but I should like to say a few
words before I close regarding one item of corporate tax
simplification.

Capital Stock and the Leclared-Value Lxcess Profits Tax

In 1942 I attempted on behalf of the ireasury to persusde
Congress to eliminate the capital stock end the declared-value
excess~-profits taxea. I was unable to persuade the ways and
Means Committes, but was more successful with the Senate
Finance Uommittee. The letter comaitiee receded in conference,
however, and we still have in the statute these utterly
indefensible taxes. Ihey ere indefensible for many reesous,

not the least of which
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not the lesst of which is that the same revenues could be
collected fronm substantially the same corporst ions by
inereasing the corporate tsx rate. These texes are, therefors,
nothing move than an unreasonsble duplicetion in the corporete
tsx structure, requiring for complisnce scarce manpower and
trained personnel.

The Treasury did not spgein in 18948 specifically recommend
the elimination of the capitel stock end declared value excess
profits texes, but I would like to discuss the subject briefly
with you because I believe the days of these taxes sre numbered.
I would also like to secure jour cooperation in effecting their
ultimete repesl,

You 81l know the history of the eapitsl stock tax.
Beginning in 1917 end through 1926 we had & capital stook tex

based upon actusl,
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besed upon actual, end not declered, value. The tex was
abendoned because of valuation diffioculties. The year 1933
saw the origin of the present type of capitel stock tax, which
totally disregerds actual value and is based upon the value the
corporation wishes to declare, with no regard for book, merket
value of msaets, or ear:ings record. The function of
a declsration is simply to teke out insurance against the
declared velue axcess profits tax; this tax penalizes
corporations which guess wrong in meking their declaration. In
actuel practice corporations meke their declarstion of value
entirely with the purpose of saving themselves from the
heavier i-pact of the declared value sxoess profits tax.

You may be interested in the relative impact of the tax
upon large and smell corporstions. The Ireasury's resesrch

upon this point leads
Digitized for FRASER

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 35 -
vpon this point leeds to the very clear conclusion that small
corporntions erc relstively hsrder hit by the tax than eors
lsrger corporations. This is beceuse omell corporstions
experience fluctuating carnings to much greeter extent than do
large corvorstions. For cxanmple, in 1837 corporations with
totel rassets of less then {50,000 hed mn average declared value
of 197 percent of their eguity capitel while corporetions with
50- million dollers or more of total cssets had an average
declared value of less than #2 percent of equity ocapital., In
1937 the retio of taxz to normsl ftox net income was 2.7 percent
for corporations with under $50,000 of totsl zssets. The
ratio for corporaiions with essets of $1C0,000,000 end over
was 1.8 percent, In 1U36 corporatlons with nel income of

under $5,000 paid
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under $5,000 paid capital stock snd excess proflts taxes
equel to 6.5 percent of thelr azgregate net income while
corporaiions with net incomes of 56 million and over paid
texes of only 1 pereent of their net incoms,

It is argued by scme thet this tax is a suitable method
of taxing deficii corporations. I had thought that owr
purpoge todsy should be in the other direction - to tax
csorporations with swollen war profits at high rates snd to
relieve covporations with deficits ocoasionad in large part
by econonic events beyond their control. It is true that the
old capital stock tax of the Twenties fell to e considerable
extent on deflieit corporatiosns becsuse those corporations were
obliged to pay texas on the fair value of capital stock
regardless of thelr expectsilons of incoms or deficit. Under

the present tax
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the present tax the erount of tax pald by deflieit corporations
is relatively small - only sbout 11 percent of totel collections
at 1542 levels of incone.
Hor does this small amount of revenue come in an
equiteble fashion from deficit corporations. The taxes falling
on such corporations bear no relstion to equity, to capital,
to total assets, to invested capital, to gross sales, to the
size of the deflcit, or to eny reasonable measure of privilege
or taxpsying ebility. The impact of the tax is capriclous.
it depends upon the accuracy of a forecest made by the
corporate directors et a time when prophecy is & perilous
sdventure, In 8ll these circumstances there remsins little
excuse for encumbering corporate tax structure with this
freakish tax.
Conclusion
"Simplify Our Tax Laws"
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Conclusion

"5implify Our Tex Laws" has become a kind of slogen.
>logens are velusble imstruments et times. They engender the
enthusiasn needed to produce resulfs. but they may also be
dengerous weapons. Applied to tex law they are dangerous
because they compress too much into too few words - » fault,
I hesten to edd, which cannot always be falrly nscribed to
lawyers. They end by rcaning nothing, or perhaps whaiever
anyone wants thenm to mesn. In meaning ell things to &1l men
they mean nothing to any men. There is profound sigrificsnce
in the tele of "The Blind Hen snc the ilephant:™

it wes six men of Indostan

To lesrning much inclined

tho went to see the elephanti
(Though 2ll of them were blind).
That each of observation

Mipht satisfy his mind.

The first approached
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The first approached the elephant
And, happening to fell

hgainst his broed and sturdy side
£t once began to bawl:

“God bless mel! but the elephant
Ie very like & walll”

The second feeling of the tusk,
Cried: "Ho! what have we here

%0 very round end smooth and sharp?
To me 'tis mighty clear

This wonder of sn elephant

Is very like a speart”

The third avproached the sninmal

And happening to take

The squirming trumk within his hends
Thus boldly up snd spake:

"I see," quoth he, "the elephant

Is very like a snake!"

The fourth reasched out his eager hand,
knd felt sbout the knes:
"Whet most this wondrous besst is like

Is mighty plein,"
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Is nighty plain,® quoth he:
"*Tis clear enough the clephant
Is very like a treel"

The fifth who chanced to touch the ear
Said: "E'en the blindest man

{en tell what this resembles most;
Deny the fact who can,

This marvel of an elephant

Is very like o fen!"

The sixth no sooner had begun
About the beast to grope

Then, selizing on the swinging tail
Thet fell within his scope,

"I see,” quoth he, "the elephant
Is very like e rope!”

4nd so these men of Indostan
Disputed loud end long,

Each in his own opinion

Expoeding stiff and strong,

Though each was partly in the right,
And all were in the wrong!

So oft in theoclogie
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S0 oft in theologioc wars
The disputents, I ween,
Reil on in utter ignorance
Of whet each other mean,
Aind prate about an elephant

Yot one of them as seen)
In simplifying out tax laws we need, llke the men of
Indostan, to .recover our sight. Ve need the miracle of

restored vision 8o we ocen see the whole elephant,

oQo
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