¥y desr lMr., Presidemt:

Iz respomse to your request, I have gone over the Currie tax
memorandun which you gave me. The memorandum herewith attached wae
prepured in consultation with Dr. Currie, Dr. Hansen, and staff members.

I wish particularly to call attention to the main points stressed,
as follows:

L O ORGEETN O Phe b+ 0 3 & O

A budget deficit of §13 billions, with existing tax system,
iz indieated for fiscal year 1942, The publiec will be much concerned un-
less this gap i3 closed by & substantial amount, With respect to infla-

tion, specific price control measures are of primery importance, but the

public will not be reassured without substantial tax increases,

1.

2.

Corporate profits in 1941 will rise rapidly. Unless these
profits (mainly incident to defense expenditures) are taxed away, labor
demands are almost certain to get out of hand., Without am honest program
to take the profits ocut of war, we cannot hope for social and labor stabil-
ity.

Se gresgsive laxes oales T8
Interested groups are pressing for a salees tax, If corpora-
tions are allowed large profits and sales taxes are imposed, inflammatory
labor disturbances will be fed from two sources: (1) large corporate
profits, and (2) rising lebor costs,

X 3 L1t8 ply Srosaeging o RCOEE 18

Excess defense profits must be taxed awey, But this is not
ehough., Everyone above a basic minimum income must contribute to defemse.
Only by broadening the income tax base and raising the normsal rete can we
head off s regressive salee tax,

5. Yield

The proposals made will yield about $2.5 billions additional
revenue for fisesl 1242, The memorandum slso calls attemtion to the
prodigious yield of a strong excess profits tax when the national income
reaches $100 billions, It is not omly the most eguitable tex, but it is
also a great revenus producer.

Respectfully yours,

¥, 8, Eecles
Chairman

The President
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April 11, 152

A TAXL PROGRAN

Euuu Prefttl Jax ~ The present stetute, felling far short of the ine
tention statea our message of July 1, 1910, "o sec that e fow do not gein from
the sacrifices ot tlu xwv" in the task of erming for neticnsl defenss, should be
drastically revised, Lebor can not well be agked to moderste its demands if em~
ployers sre permitted to retein huge profits., After paying texes reflecting ine
creases slroady made end in prospect, meny individuals will have less money leflt
then they had before the defense progrem got wunder way, while sorporste sarnings
after texes ere sharply higher and many corporations are meking more monsy than
they have ever made before., In contrast to individusl earnings, theee corporate
earnings escape the full force of the individusl surtanes becauss they may be re-
tained without ponaslty. An effective excess profits tex is the best way %o meke
them beer thelr falr share of the tex load.

Proposal - Fix the oxeess profits base st not more than 10
per cent or loss eont on invested caplital, the exast fligure within
these limits to be dotermined by past cerninge experience., Zliminate borrowsed
cepital from the statutory invested cepitel baese., Retein the present specifie
exemption of 85,000, On excess profits over this exemption, levy rstes es

followss
Par cont)
First §20,000
Detwoen $20,000 & 15,000 50
Over ﬂc‘};m 5

Eotein tho provisions of the present lmw allowing personel service corporstions
to oscepe exeess profite tax i stockholders sre texed on their sppropriste share
of corporate earnings under the individual incomo tex.

An alternative plen would o to esteblish e uniform exeess profits bese
of & per cont retwrn on invested ecepitel. A tax rate of 10 per cent might be
spplied to sernings between & and 7 por cent of invested eapitel; a rate of 20
por cent to carnings between 7 end U per centy and the semw seale of greduation
continued until a rete of 100 per cont would apply to earnings in excese of 15 per
cont on invested cepital. 4 modification of this plan, beginning the retes at e
lovel somewhet highor then 10 per cent and fixing s maximm rete of somovhat less
than 100 per oent, might meet the objeotions that the schedule of rates first
outlined would produce reletively large differences in taxes for eorporstions with
relatively small differences in cearnings, that fiscal productivenses would be lmpeired
by u schedule texing the very large wolume of eernings between & and C per cent on
invested capital et relatively low rates, and that a 100 por cent rate would deprive
business of any incentive for officlemt management.

pould © L 2 to 30 per cent, a step gc‘muuy .ncm-
pated and :lrud;r nnnud 1n oerpurm poliey.

Pergonal Income Tex - This is the most equiteble of ell temes end
should be ¥ado the Deckbon® of our tex strusture. Up to now, however, we have
feiled to make ss full use of the personsl incuse tex as other democratic countries
heve done, with the result thet it ylelds omly about 20 per cent of total Federal
revormue, Freesures on the Comgressional Committees heve resulted in anm income
statute shot through with inconsistencies, lnequities snd lmsunities for minority

groups of taxpeyers.
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_Sgooiﬂo Prozcw -

{a) Disallow the personal exemption end credit for dependents for pure
peses of surtax, Present prectice mscunts Yo granting e subsidy thet incrcascs
in velus as incame inoreases,

(b) 7Tex the incemes of husbands end wives as & single imcome, The
privilege of {iling sepurste roturns is a tex-avoldance device that in practice is
valuable only tc wealthy couples, and practically gll wealthy eouples make use of
its Frofessionel services of & high crdor et the Govermment's disposel are adow
quete to remove the legal obsteecles to this proposal Lf the use of those services
is not bleocked by objectors whose opposition reste besically on political sone
servativism rather than on legal grounds.
gag Lower the surtex mﬁim to (3,000 snd inorease surtex rates.

d) Incresse the normal tax rete from L to & por oemt, The comparsble
British rete is now 30 1/2 per cent, Lowsr porsonsl exenptlome for married persons
from §2,000 to 01,600, This ozemption should not logically be mere than double

the present exmemption for single persens of §U0C, Reeognizing «ll the disadventeges
of shumply ng texes on large mmbers of tively loweineome citizens,
it now seems ilmperative to lncrsese the mumber of clitizens participating by the
peyment of direct texes in the finaneing of the defense progrms.

Zatate and Gift Texes - On Jume 19, 1955, veu seld "The transmission
from enerEtion GO peneration of vest fortunes by will, inheritsnce or gift, is
not consistent with the ideals sand sentiments of the Americen pecple. Such
inherited eceonumic power 1z as inconslstent with the ideals of this generation
as inherited pollitical power wes inconsistent with the ideels of the generstion
which established our govermment," The tesk of Wringing lew into comfermity with
populer ideals, bogun in the Revenue Act of 1975, ought to be finished now,

1, GEstablish s single schedule of retes sppliceble to the cwmlative
total of gifts during 11feo plus estate passing st death, Under present prasctics,
gifts subjeet to tex in the lowest Wruckets of the gift tax can be used zs e woans
of svolding taxes in the highest brackets of the estate tax. Crest scoumulations
of woalth can Yo transmitied by gift as well ss by bequest, and o consistent
publie poliey would tax both types of transfer at the sems offective rates. Dut
if 1t wore thought desirable to loave an lnecentive for the making of gifts, the
total tex sssessed on s gift might be arbitrerily reduced by ten per cent from
the tax nssessed on & trensfer of the s muount made st desth, False the now
unduly low retes applicsble to estetes under §10 million.

2. For the present ons of §4,0,000 under the gift tex, §40,000
gesersl under the estete tax, and 2000 insursnce under the estate tex w- o
totel of §120,000 ~- substitute a ltn;lc mﬁon of §25,000, applicable to
ingsurence procoeds or property in eny other form.

%s Limit the right to make tezwexempt gifts end bequosts to educetional
and chariteble institutions either by limiting the smount of such trenmefers or by
requiring the gift or begquest %o be certified ss truly in the public interset
bty qualilfied expert opinion, GSuch transfers often »erely refleet the whias of
thoéomrmdumnemm;ubluwpou

Lie Broaden the legal eoncept of "gifte” and "trensfer at desth” to
inolude all transfers of property that tranemit weelth from one genarstion to
the next,
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« The yleld of these proposals in the calender year 1942

may be estimated ns follows:
{¥illions of dollars)
1, Ixcess profits tax rvevisions 800
7. Hommal corporation tax 800
%, Individual income tex: 1/
{a) Disallow credits against surtax 200
(b) Tax incomes of couples as singlé imcome 200
{e) Raise surtax rstes and lower exemption 250
(@) BRaise mormal tax retes and lower exemptions 500
4. Estate end gift tex 2/ ——

2,550

¥ith a national income of $100 billion, the proposed changes in the
excess profits tax would result in an addition of £1,750 to the yleld of the
present lsw or a total revemue from excess profits tax of §3,500 million.

1/ In the estimetes of individuel income tax yields, full account hes been
teken of the effect of increased corporate taxation on dividends,

£/ BDecause of the long lag in collections, no a ieble yleld is to be
expected in calendar 1942, but about $500 revenue would be
realized in 1943 and subseguent years,
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