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TAXES, PULIC BXPREDITONRES, AND INCENT VIS TO PRIVATE BHTERPR ISE

Ralph E. Flanders

The Committee for EBovnomie Development is & unigque undertak-
ing in & mmber of respects, but in none more so than in its way of
workinge Defore talking to you about its tax program, I wuld like to
say a word or two about how that program, and others whioh will follow
it, were developed.

The Compmittee itsell lc headed by & Board of Trustess selected
by a small group of businessmen oalled togothor by Mre Jesse Jones,
Seoretary of the Department of Comwroes It was his bLellef that & business
group could contribute to nationel public policy by meking a sories of
objective studies of the verious problems in which the operstions and
relations of business affect the public interoste His part in the fore
mtion of CED was in giving it this initial impulse, in making it easy
for the Comalttee, once formed, to have sccess to Coverament etatistics
and informtion, and in facilitating access to Govermment officials for
consultations Aside from this, the CED is completely iree from Covernnent
control or Government fimancings It is an independent business body
agsisted in some respects by the Covermment, but not responsible to it or
influenced by ite

A grow of trustess was selected by the origiuml organising come
nittess Those trustees are drawn entirely from business life, and to read
over the list shows clearly that responsible and publicespirited men in
our business life have acgepted the rupombuitho involved; and ! may
add that they have sscepted them, ot mwrely in words, but with continuous
counsel and puidance.

Aside from the Pinanse Comaittee, whose task it has beon to
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divided betweon two committees wiw play complementary parts in the complete
undertai.ings That wundertaking ic the effsotive stimulation of Anerican
business entorprise to the point where it will ettain and, without dangerous
fluctunlion, malutain & high level of productive employment in this country.

The first of those two comalttees is the Field Committees Its
part lies in assisting individual businesses, lurge and mamll, to plan for
the postwss peried, both for the transition and the later yesrs, in such
faghion that each csan male its contribution %o the total wilume of employment
and produc%icn reguired if the countyry ls to be meterially prosperous.
Taroughout its lnmmerchle ccoupations and geegraphionl regions, the end
sought end expscted 1s not the dovelopmeat of sowe lerge over-all plen, but
& sun total of hardreds of thoussnds, really millions, of individual plans
wisely concelived by individuals snd individual compmnies who know their owm
opportunities and possibilitisss The cum totel of all these plans (in the
apgregate of thelr failures, partial suocsssos and full succesces) will add
up 0 the desired auxdl expected social and eovnomic results This is & new
iden and e now undortniing.

The other half of the work of CiD ie in the lands of the Resenrch
Comaittes, of which ! am clairmans Ve are concorned with tivse conditious
and forces outeide of the individual btusiness itsell, which may huve &
determining eiff'sct on the success o fallure of the Individuel planse Huay
of these foroes are go important and so strong that they can wreck the Lest-
laid plans of the most skillful busimess growp or individusle Fur the solus
tion of problens cvnnected with these oulside forces, which are mostly in
the governmental {ield, it wes deemed neceseary %o carry on a series of
studies under the bLest possible auspices and by the best possible means,
and to develop from these studies recomsendations on publlio poliey in the
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The FPederal Tax policy stetement, about which I am to gpeak
tonight, is only one of these projects, though a most important one.
daong the other more luportant ones are the guestions relating to the
liguidation of waretine controls, the proper balance between agrioultwre
and industry, the plance whioh foreign trade holds in our American econcmy,
and the genoral problem of avoiding extremes of boom and depression. All
of thoze topiea are studied from the sare single point of view, that of
mintaining a high level of productive employmonte This is the funda=-
mental goal on which wo keep owr eyes {ixed in all o these warious
projects.

I spoke of the unigqueness of the undertaling of the FPleld
Committoes The Regesroh Comittes Iin turn hes & unique way of studying
its problems end reaching its conclunionse The method we have adopted is
the one which we belleve is mort likely to lead, not to a conventional
businossmente conolusion, but to something more nearly approaching obe
Jective truth dissoclieted from owr individual prejudices and preconceptions.
The Regearch Committee itsell 12 made wp of businessmen. The

Vice Chairman is Chester Davie, President of the Pederal Reserve Bank of
Ete Loulse ZJnothor member is Donald David, Desn of the Harvard Business
School, but wio has recontly come to that institution from the presidency
of the Royal Daking Powder Companys Other members are Bric Johnston,
President of the DrowneJohnston Company and the United Statos Chamber of
Commerce; Irunest Fensler, Clairmen of the BDoan:d of the Universal Credit
Corporation, Detroit, Michigany Thomme Ve Lamont, Chairmen of Je Pe Morgan
& Company, Hew Yorks Rajymond Rubloam, recently retired from one of the
country's great advertising {irms; Beardsley funl, Tressurer of Re I Macy
& Company, New York; larry Scherman, President of the Bookeofwthe-lonth
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Club, Now York; OCerdner Cowlos, Publisher of the Des Hoines Register;
and, ex ofTicio, Paul Holfmmn, President of the Studebaler Corporation
of South Bend, Indiemag and Williem Benton, Viee President of the
Miversity of Chicego and Prosident of three active business conoernge
The iatter tvo pen are Chairman and Viee Chalrman, respectively, of
the BDoad of Trusteos.

The thing to olserve in looking at this list of nemes iz that
they represent a wide range of experience, of temperament and of polint
of viewe The completad result of the deliberations of this group of men
cannot be prodioted in advences Arriving st comwon conclusions of any
sort will be a dificult processs Difficult thaugh it may be, however,
& conclusion arrived at will haw had the advantage of disoussion from
every imagineble viewpoint and of desting from & wide renge of ex-
porience.

The composition of this body and the unpredictability of its
conelusions are in contrast to the normal epprosch by businessmsn to the
study of publiec problems, In whieoh it is customary for & group of likee
minded men to arrive at predictable ccnolusions. This latter process
is compa-atively essye. The undertaking we have sot for ourselves is
difficult, but holde possibilities of suporior presulis.

But the Resenrch Committos doos not depend on its own expere
ience, wide and varied though it may bee It set wp & Roesearch Advisory
Board of socinl solentists, for the most part eocnomists, who have been
picked with the same rogerd for variety of viewpoint, specialization end
temporeament that was showa in the selection of the Research Committes ite
selfe The'e are but two comwn reguirements considered in the selection
of all of these menj these were that they should be intellectually honest
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and thet they should be universnlly recognized by their associstes ss
heving & high professicusl stendinge Those requiremonts have been met,
but mesting them has mot interfored with the veriety of outlook and oxe
periense which was sought end obtaineds

The Research Adviecry Boacd consists of Sumner 8lichter, Chaire
men, end Lamont Professor of Hurveard Thiversity; Hobert Calkine, Vice
Chairman, Dean of the Colusbim School of Buginess; David Cavers, Deen of
the Schevol of law, Duke Universitys Heil Jacoby, Professor of Finence,
University of Chicsgoy Herold lasswell, Direotor of Var Communicetions
Research, Library of Congress, Vashington, D. Cuy Williem Myers, Dean
of the Cornell Asrioulture College; Theodore Solults, of the Department
of Boomoniecs, Thiversity of Chiocagog and Halph Toung, Profesaor of
Boonomics, Uaiversity of Pemsylvanine.

In addition to this, we have a Reseunrch stelf whoge director
ie Dr. Theodors Tntowe of the Uhiwersity of Chiecage, who has had many
brilliant achievements $o his oredit, chief of whieh perhape wees the
sucocessful pregentstion of the case of the steel companies before THEC
investigation in ﬁshm Not only did he suocessfully present their
case but, more remerikably still, in so doing he excited the edmiration
of the administration group whioh had the investigation in charges IHr.
Inte:m has with him as Research associates Mre Gardiner Yesns mnd Howerd
Myers, men of long exporience in govermmental research, sud & nuwber of
others te whom special undertakings are assigned.

The history of the tax report will show how this organisation
oparatess Dre Ynteme, first with the epproval of the Ressarch Committes,
seleoted the most compotent &n.ihbh student of Fedoral taxation to pro=
pare & monograph on the subjecte He selocted Dre Harold Groves, Professor
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of Egonomics of the University of Wisconsine This selection arcused
gonsiderable eriticlsm since Dre Oroves has beon comnected politically
with the LaFollette group in his States The ond, however, justified
Ire Intemn's selsctions Dre Groves undertook the prosentation of his
monograph, but this was not done in acadenlic retirements iis outline
and his oonolusions wore, at an early stage, subject to & roundetable
disoussion in the presence of the Research Committee and the Research
Mvisory Boards Howr alter hour, me ting after meeting, month after
month, while the monograph wae in process, the questions involved were
subjected to detalled oriticlmm by the wried busimess groups and by the
varied advisory groups ﬁiehhdhomhrouchtw for this purpose.
This process asswred us that Dry Growves wuld have met almvet every cone
oceiwable contrary argunent to the points of view he would normally hold
and exprecs. The fimal result of these months of dlscussion wes most
interestinge The businessmen of the Comaittee altered their ideas in
some particularse The socinl solemtists of the Advisory Board adjusted
thelr points of view %o something nearer & common meoting ground, and
Dre Groves himself wrote a different book than he would have written
without these days of oriticimm and discussione

Under our arrangement, the completed book is referred to e
reading commitbtee of the Advisory Board to assure thet it is a technleally
competent worke Iaving passed this test, it lis put in the hands of the
Research Comaittee of businessmen who have the privilege of adding foote
notes of comment or diseont at any point whore the book soems to any cne
of thom individually %o be going dangorously astraye The manuscript then
goes back to the author who may make changes il he desires in the light of
the oriticimm, but the Comaittee iz bound to publish it in the form satic~

factory to the authors The professional intogrity of the author is maine
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tainede IHo has expresced his own idess, and the result is a Yook whioch,
while it has been in the testing fire of oriticimm, is the refined sszence
of the experience end opinion of one single competent man.

Then the manusoript has been completed, the Research Commlittee
of businessmen telkes wp its prime responsibility, which is that of pro-
paring & statement of public polieye The businessmen, as well as the
professors, lave been through & period of education and shaking down
together of waried ideas in the wesks and months precedings They are,
therefore, in spite of thelir wariety, in a much better position to arrive
at & oonsiderable messure of unaninity than they would otherwise have been.

A member or members of the Committee are appointed by the chaire
man to prepare the pollicy statemente This policy statoment in twrn goes
tlrough the vesting fire of discussion by the full comittee, by the Ade
visory Board and by the staff, but ultimately in exeocutive session is
smended and adopted by the businessmen thomselves. Such & document prew
pared by such means is this pamphlet before you, entitled "A Postwnr
Pederal Tax Plan for High Nuployment”.

Thic is a long proamble but the method of preparing the dooument
is, if snything, even more lmportant than the document iteelfl, since it
deternines its charector of this end succeeding ctatementss 1 believe
you will agree with me that no proposals by businessmen in the field of
governmental legislation and administration have ever had such thorough
preparation or been subject to such relentless tests as have the poliey
statomonte of the Comittee for Booncmic Development.

How let's got dowm to the report itsells There were a numbor
of major questions on which we had to come Yo & conolusion. One of these
wes determined by the whole overeall purpose of CEDs Ve were bound to

.org/
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make tax poliey proposals which would assist in attaining end maintaine
ing & high level of productive employnents This is & new thing so fur
es legislative purpose is concerneds Eeoncnists and businessmen have
written, talked and complained ebout the elfect of taxes already in forge
on employment and production, but here we set out with this subject as a
min purpose of a tax structure, coordinete with the fisenl necessity of
matohing budget with incomes Ve venture to say that never again in
FPoderel legislation will the effects of taxmstion on employment and pro-
duction be considersd as anything other than & primary considerstion.

Another question we had to consider was what we should do about
belaneing the budgets Tlwroee possidbilities were opens Ve ooculd look with
rogret, but with resigmation, on & continuous incrense in the natiomal
debt, coneluding that it is impossible to belance it In the long rune Ve
oould aim at balsncing it over the ups =nd dowms of the business cycles
Thirdly, and this wes the route we chose, we could meke & net retirenent
of public indebtedness, even though small, and with the recognitions that
in some yeors the debt would be increased, while in others it would be
etill more reduced.

This conclusion led eo} o difficult resesrch projeet, which 1
beliove has never been undertaken with the seme tiwroughnecs thet we have
demandede Thorough though thet regesrch was, neverthelese 1t relates to
e problem in which absolutely certain results are impossible, and we
have to be satisfied with skillfully detormined approximetions to the
figures we are sedcinge Thet research problem reletes to m estimate
as to the postwar budget, an erstimnte as %o postwar mationel income and
an estimbto as to a tax etructwre, which, as applied to the estimated ine
come structure, will somewhat more than balunce the postwar budgets
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For the postwer budget we took a range of from 17 to 19 1/2
billion dollars of postwnr Federnl expenditures, exclusiwe of the sosoial
security taxec. These figures ace on the low gide among the many estimates
that lave been mades They nevertheless do tale intc account the greatly
ingrensed mlilitery establishment, the servieing of our enormous postwer
Podernl indebtedness, gonerous treatment of the veterans of our armed
sorvices, and certain other expenditures which have been incorpurated in
ouwr mationanl policye The asoumption that Congress will be eareful and
Mmiﬁlwmom is the only assumption on which we oan base
e« hope for nstionsl solvency.

The second element on which mationnl estimmtes have to be made
is the estimmte of met national income. Hore the very purpose of CED
sets the baslc assumption, mamely, that we shall have a high level of
smplojmente Yo have defined thet high level of employment as oune in
which 2 1/2 million poople are engeged in a lerge pescetime army end navy,
and 2 1/2 nillion people are temporsrily unempleyed at any given time.
Thoee who should be employed only in werctime are beck in the sohools and
homes end, where needed, on the farase Ve have the additional assumption
of the 1943 price level and & population increase of 500,000 a yesr and an
inproase of productivity per worler per howr besed on ow past performence.

This figwres out to the often criticised total of 140 billion
dollars pur year net metlonal incomee Much of this eriticimm is maives 4s
an exmmple, thore was the osse of a Congressman win told me that we got
along fairly well o fow years buck at 90 billion dollars productivity, and
highor figures were fantastice The reply to him would be: ¥Vere we to go
back to that figure with his political party in power, that party would be
throwm out on its neck by the many, many milllions of unemployed inwvolved
in the figure with which he was satisfied.
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The moet carefully worked cut oriticism of this 140 billion
dollars {which wus errived at by two or three independent investigations
by separate groups inside and cutside owr owm orgmnisstion) has come from
o paaphlet published by Brookings inetitution. The suthor of that pamphlet
considers thet 127 billion is nesrer the fligure then 140s So far as I
oan judge, he lenves out one factor, and thet is the hitherto unfailing
faotor of inoresse in productivity per man per houre A 10 per cent ine
grenge ovar preowar gonditions is historiocally justifiables If this ine
orease woere applied to the Brookings figure, the result would be so near
140 billions that there would be no argument between us.

iith the national budget of from 17 o 19 1/2 billion and &
national income of 140 billion, we are faced with an extremely diffioult
taske Texes will have to be very high, end our problem is to reise those
high taxes in such & wy thot ouwr min objective of maintaining a high
level of production and employment will not be jeopardizeds The margine
within which we oan work are very narrowe They are aore than nerrow, they
are oriticals It hme semwd to me in owr study of this problem thet wore the
war o last & yeur longor than we now expect, and were the national debt
to imcrease proportiomtely, we would be fnoed with such sorious additiomal
requirements for Fedoral income thet it could not be drawa {rom our oitie
gons in ways which would not sericusly hamper employment and production,
and thus dry up the sources from which we sought the income. ‘e would,
to put 1t brutally, be feced by the necessity for repudiation in some
form, probably by deliberately fostered inflations A kind providence
would seem to have gparsd us tnis shameful necessity, though by a margin
which we canwt view without & mingling of gratitude and losr.
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Our problem then becomes that £ dstriduting the tax
burden for relsing this enormpus s:wunt in such & way as to be eguitable,
produce the required income and yet not have it & serious deterrent to
high production and smployments 4As jJust indicated, this task was not an
eagy onoe The conclusions we came to eare given in our tax studye

The mjor decision we had to meke was as to whether the main
dopendence should be placed on the corporate income tax or en the personal
incone %ax. Ve deoided unguestiomably on relieving the tax burden on
business and putting its mmjor weight on persons.

There is & guestion of equity involved: You cannot tax
business as & business indepondent of the persons who own ite HNo matter
how directly or imdirectly you are taxing business, you are reslly tax-
ing persouse More than that, you are taxing them inequitably, pare
tioularly eince under owr prosent law those who recelve dividends are
mm.mm.&odidMnmmMowbithcmm
sgain after they are recoived by the stockholders

In reducing the burden of corporate taxes and avolding double
taxation, our plan is to set & rate for corporate texetion equal to the
rate on the lowest bracket of the personal inoome tax, leaving the core
poration to act as the colleotor for the stockholding resipient, who
gete oredit for the collection mades There are various waye of doing this
and possibly the partioculsr method we propoge may bo Lmproved, but
fundamentally we set the corporate rate at the basic individusl rate.

Depending on whether the higher or lower budget of 17 bdillion
or 19 1/2 billion is voted by Congress will depend the corporate rate
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and the basic rete for individualse For the lower budget, the tax rate
will be 16 per ceaty fwt&h&g}wrnﬂnbomp@rmh It must be
brought houe to ell coucerned tiet higher budgets oell for Ligher rates
and higher rates tond 0 dry up the wealth fron which 1t is sought %o
derive the naticnsl incous.

The maln coglderntion in deciding between Luslmeus and persomal
taxes wns, howover, that 4o tax business, rether tlan the income persozally
receivod from it, was to put a deflinite lyrske on buginess cxpausions While
muoh thought wee given to the purt played by the individusl io investing
rigk ospital, it beosme olesr o us thet the inesvapably hwavy load would
better be borae {rom the standpoint of employment by & tax which did not
burden the oporations of business but did apply when 1t had been recelved
in spendeable fora by persouse This mjor decision has & good statistionl
basise About /8 of business expansion iz finmenced by plowing back enrningse
i@ higher incomes in gemeral invest ia blue chip seourities rethor than by
rigeing thelr capitels A large perceatage of the higher incomes is in trusts
of one form or another, for wilch risky venturcs are aboos Host of the new
risk capital appenrs to come from the niddle income groups, and for them the
poseibility of the expansion of the enterprises in wiich they venture,
without these enterprises being held down by restrictive taxetion, offors
the meeded relief for the reviwal of the oldwtine spirit of venture.

I an oonlining my talie almoet entirely to this guestion of
personsl ead corporate taxes bectuse the mmjor decisions hed % Yo mede
in this fields Oome of the other subsidiary proposals ere ore ooniro-
versial than are the main elemsnts of this tax prograne Some of them may
be subject to changes of opinion at & later date and in the light of more
inforae $lon on the part of the nmewmbors of the Research Comittes, but I
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am sure that we feel solid ground under our feet in the mgjor determinations
which I have just described.

Above all, we must not fall into the error which we practiced in the
late 20's and early 30's, in which time we decroased tax rates in boom and in-
creased rates in depressiocns It would have been better to have done the
reverse, to ﬂave increased them during the boom and decreased them during the
depression. Political end adnministrative diffioculties are involved in a
rapid and accurate adjustment of tax rate to a fluctuating business cycle.

We will have made e long step in advance if we can learn to hold them steady
at some {igure which will make & net retirement of the national debt, however
small, over the swings of the ups and downs of business,

To sum up, the tax load must be far heesvier than we ever imagined
it possible to bear in our prewar experience. It must be so adjusted as not to
prevent the expansion of employment and productions Correspondingly, it must
be so adjusted that it will not dry up the preduction of wealth from which the |
tax income is drawm. Finally, it can be so adjusted and with a strueture such
that the burden on ell kinds end conditions of men and women will be reduced
below that which they are called upon to besr in wartime.

Since there seems to be some possibility that these tax policies will
be adopted in part, at least, it is important from your standpoint to consider
how they will affect the demand for business credit and the safety of business
eredite.

In the first place, it may be expected that net profits of business
enterprises will tend to rises This in itself would decrease the demand and
increase the safety. There is, of course, nothing new about this, since there
has, I suppose, always tended to be an inverse relationship between demand, or

at least need, and safety.
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The full addition of the Yax reliel to net profits, lhowever, cannct
be expecteds There will doubtless be an inorcase in dividends paide A certein
ghareo of what would be increased net will also go %o higher weges. A part of it
also should be absorbed by lower prices of productse In other words, the
advantage geained by lower taxes will be distributed over dividends, weges, and
pricese All of this should, however, make for & healthier business situation and
ene whioh is expanding, and should, on the whole, result in a net lmprovement in
the demand for Lankeble oredit.

Let us hope that we ocan handle our future so wisely that all these good
thinge will come to pnoss

Be Flanders
30 1 Streot
Doston, Masse
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