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“Iffice Correspondence Dateduly 29, 1958

To Chairman Eccles Subject:

From__ Ronald Rangom

CONFIDENTIAL

At my reguest, the Federal Reserve Bank of
Atlante permitted Mr, Malcolm H., Bryan to come to
Washington to meke an informal and factual study
of texes and national income in Great Britain and
the United States. There hzaving been much public
discugsion of the relative tax burdens of the two
countries in relation to national income, and the
effect of their respective tax systems on the
national economy of the two countries, I considered
that it would be helpful to have some facts on the
subject avellable for consideration. A copy of
his study is attached hereto., Mr., Bryan explained
that within the limit of time available to him he
could not give the matter the thorough exploration
which the subjecet justifies, and that the first
part of the study is a discussion of his concept of
Ytax burdens”,

While here, I called his attention to a
press report to the effect that plans were being
considered for a tax subsidy for new investment
and asked him to give me his views on this propossal.
A copy of this is also attached.
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Board of Governors

of the
Federal Reserve System

July 6, 1938.

Tos Mr. Ransom Subject: Taxes and national
income in Great Britain and
From: Malcolm H. Bryan the United States.,

This paper presents in an informal way certain available figures re-
lating to the proportion of national income represented by all federal,
state, and local taxes ir the United States in comparison with the propor-
tion of national income reprosented by notional and local taxes in Great
Britain., ©Some figures relating to expenditures, as contrasted with taxes,
arc also presented.

Such a comparison does not yield a conclusion about the tax burden,
and the phrase "tax burden" is avoided. There arc so many meanings and
half-meanings, and so many points of view involved in the term, including
moral connotations that are not always helpful in a rational approach to
economic problems, that its use is almost inevitably confusing unless de-
fined carefully. Because the words are in such constant popular usage,
however, it is worth while to sot forth a 1ist of considerations that
seem to become entengled, implicitly or explicitly, in almost every tax
burden discussion.

1. The simplest aspect of the tax burden relates to the (a) actual
amount of money taken from private hands, either in direct or indirect
levies on individuals or on businesses, and diverted to governmental use,
in comparison with the (b) total amount of wealth or income from which

taxpayers can meet their tax bills.
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2. Among additional complications, however, is the distribution of
the tax load in relation to the distribution of wealth and income among
the individuals upon whom the taxes are levied or finally come to rest.

A total tax assessment that is small with respect to the sources avail-
able for its payment can be distributed so incquitably among various tax-
payers that its impact on those who arc actually caught in the revenue
net may be severe and, in a way, a greater burden than an equal or larger
tax load more cquitably distributed.;/ Yet the existence of direct or
indirect tax levies makes an attempt to determine the distribution of
total taxes among taxpaying classes and individuals so complicated, ef-
forts in that direction have been so unsatisfactory, and judgments con-
cerning equity in taxation differ so widely, that this phase of the
question is entirely omitted in what follows.

As a general consideration, it may be noticed that any tax is a
deduction from income and thus a burden for certain taxpaying individuals
and groups. The generality of Government services, unlike private busi-
ness, do not result from a particular payment for a particular service,

and this characteristic of most Government activity means that Government

1/ While there is nowadays a great deal of discussion concerning general
agpects of the tax load, it is often true that the individuasl whe dis-
cusses comparative tax burdens thinks of it in the form of the ques-
tion: "What texes does a person of my sort pay in the United States
as compared to Great Britain?" An offort to solve that problem is
avoided because, though there have been attempts to disiribute the
presumptive payment of indirect taxes Wby income class in the United
States, the writer has not had time in which to investigate the pos-
sible existonce of comparable material for Great Britain. A guestion
that logiecally nceds asking in connection with the previous guestion
is this: "What chance should I have in Great Britain of being in an
income class as high as in the United States?!
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production of goods and services adds more to the incomes of certain in-
dividuals and less to others than taxes take away, and the tax contribu-
tion in payment for the service is not measured by the amount of the
service. It follows necessarily, then, that in any tax contribution
whatever, regardless of its absolute amount or percentage relation te
netional income, there arc some who arc burdened, net, and some who are
benefited, net.

3. Discussions of the tax burden often have in them a psychological
element-—an observation at least as old as Adam Smith. A tax load or an
especial tax to which citizens are unaccustomed will always appear more
rigorous and more burdensome than a tax to which psychological adjust~
ment has been made through long acquaintance.

4, ilore fundamentally by far, statcements regarding the tax burden
must be made to rest upon the disposal that Government makes of the
money it collects.

(a) For instance, a distinction must be made between

taxes levied for the purpose of “transfer! expenditures and

"exhaustive"l/ expenditures, That ig, there exists a sub--

stantial fraction of all Government expenditures-—as in debt,

intercst, relief or bonus payments—in which the tax collec-

tions result merely in the transfer of income, with a small

expense deduction, from some individuals to others. As was

indicated in a foregoing paragraph, somc persons are obviously

1/ This word was apparecntly coined some yoears ago by Mr. A. C. Pigou of
Cambridge University. It is not from many aspects a desirable or
very cxpressive word, but it has gained a certain usage and is con-
tinued here for lack of a wholly desirable substitute.
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burdened and others are obviously benefited by the process,
but in most cases it is not clear that the amounts represent-
ing transfers are to be thought of as a burden on the total
economy, and in some cases it is clear that they are not a
burden.

(b) "Exhasustive" expenditures are those in which the
Government itself makes use of men, materials, and equipmont
for the production of goods and services. In short, cxhaus-
tive expenditurcs arc these in which the Government occupies
the field of economic and social cndeavor and makes use of a
portion of the total resources of the cconomy; and in that
circumstance they differ from transfor oxpenditures.

Even in the case of taxes collected for so-called
exhaustive expenditures, however, it is by no means certain
that they are properly and ordinarily to be spoken of as a
burden. So far as the total economy is concernocd, the ex~
haustive expenditures of Government, and thus the taxes levied
to finance thom, reprosent the cost of goods and services, plus
those produced by private industry for govermmental use. In
comparing tax revcnues with national income, therefore, it is
necessary to romember that the costs must be offset by the
economy as a whole, as would be done in any private business,
by the value of the goods and services produced. In other
words, in thinking of taxes as a deduction from national in-
come, it is necessary te keep in nmind the ofisetting contribu-

tions that Government makes to the national income and to
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remember that in our estimates of national income there is a

large element representing these contributions.

Still another way of loolking at the matter is by com-
parison with private business, in which the expenses of the
business would not be thought of as constituting a burden.

The expensc could be climinated of coursc, but the climination
of the ecxpense would involve the sacrifice of the goods and
services that would have been produced. Were it true, then,
that any individual businesg~~cell it A--failed to operate, bus-
inesses that purchase A's products would have funds available
for the purchase of alternative goods or services or for the
purchase of the same goods and services from some other firm,
but there would be no net saving to society unless products and
services other than A's were morc desirable to society or A's
products or services could be produced more cheaply.

So it is with Govermment. If Government (a) produces
no income in the form of goods or services there is a saving,
but the cost is saved by relinquishing the production, and the
only net advantage would occur if privately produced goods or
services could be acquired more cheaply or were more desirable.

If Government (b) in obtaining income by taxes or
other devices, then, uses its rcceipts for the production of
national income that is of lesser amount or of lesser utility
than would have becn produced by the use of the same amount of

money in private hands, therc has been a real tax burden,
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regardless of the absolubte or percentage level of the taxes the

Government collects, If the Government {c) collects taxes or

other receipts and produces national income of greater amount

or greater utility than would have been produced by the same

money left in private hands, then it is very difficult if not

impossible to speak of a tax burden to the wholc economy, re-

gardless of the absolute or percentage level of tax receipta.

The crucial problem in connection with this aspect of the tax

burden is the relative efficiency of Government in producing

goods and services in comparison with their private production

and the relative usefulness of the kinds of goods and services

generally produced by Government in contrast with the kinds that

would have been produced hy private enterprise. Ultimately this

is a question of pecrsonal judgment as to the relative value of

goods and services produced under Government auspices as con-

trasted with those produced under private auspices; it is not

a problem that can be solved by mere statistical measurement.

5. Enough has been said to indicate the extreme complexity of talk-
ing about taxes in terms of vurdens. Unfortunately, it is also necessary

to keep in mind the phase of the business cycle in discussing the problem,

and that brings on anothcr widely ramificd series of considerations.
(2) Yor instance, taxes to support transfer expenditures

have been mentioned. It was pointed out that the merc transfer
of funds through the agency of Government as a clearing house

may not constitute a burden on the total economy. It must now
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be added that there are circumstances in which such a transfer
may constitute a very real burden, If the Government, as an
exemple, collects taxes for deobt and intercst payments at a
stage of thc business cycle in which the institutions or in-
dividuals are disinclined to reinvest and simply hold the funds
transforred to them by Government, the transfor operation has
constituted a burden on the economy because, if the Government
has collected taxes from persons who would otherwise have ex-
pended the funds, there has in the process been withdrawn from
the production of national income an amount held by investors.
Such a situation may well occur on the down phase of the busi-
ness cycle.

(b) "If the Government has collected taxes from persons
who would otherwise have expended the funds. . " On the con~
trary, if taxes can be so levied as to effect deductions from

funds that would otherwise be saved and not invested, the burden

to the economy is not clear, especially whon gso-ecalled exhaus-
tive expuonditures by Govermment are involved. In such a situa-
tion, even the individual taxpayer is deprived only of a monetary
"store of value" and his freedom in choosing to hold it. Since,
by assumption, no private ocxpenditurc of the funds would cxist,
a couparison betwcen what the Govermment produces =2nd what
private industry might have produced is rot valid.

(¢) In addiilon to considerations in any present phase.

of the business cycle, therc arc importunt factors in the burden
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that may be thought of as arising from the possible compensat—
ing adjustment of expenditures 1o one phase of the cycle and of
taxation to another phase. Expenditures of Government always
exceed taxes by certain amounts represented by non-tax receipts,
and often exceed taxes by a substantial amount represcnted by
borrowing; and the creation of borrowed purchasing power when

an _economy has jdle men, matcrials, and ecquipment may increase

governmentally produced income and, at the sazme time, not lessen
the flow of funds in the private production of income.

Thus the burden of Govermment cperations on the cconomy
may depend in part upon the proportion of Government tax receipts
and Government borrowing in the various phases of the business
cycle. It is at lcast possible, to state the point conservative-
ly, that an increasc in the proportion of Govermment expenditure
financed by credits in the down phasc and the liguidation of
eredits in the up phase of the business cycle may result in a
lesser burden to the economy as a whole than the maintenance of
the governmentally produced share of the national income through
taxation alone.

This is, of course, the theory of deficit spending in
connection with & compensating fiscal policy. Governmentally
used credits when there are idle men, materials, and equipment
in the economy may result in a unet addition to nationel income
when credits would not be used for the private production of

nationsdd income; and the transfer repayments involved in the
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ligquidation of Government borrowing when the business cycle is

in-an upswing may not result in a diminution of national income

if, by virtue of accelerating privatec business, the credits re-

paid are availed of by private enterprise.

The foregoing points reveal the reuson why the discussion of tax
burdens will go on forever. On the one hand, as was suggested, the con-~
tributions of Govermment to the national income are frequently made in
the form of additions to the goods and service income of persons whose
tax contribution to the expense of producing it is not proportioned to
their dircet or indirect receipt of governmentally produced income. That
fact alone creatos an inevitable and almost continuous dispute between
those who in varying degrees contribute the expenses of Government and
those who in varying degrees receive the income produced by Government,
On the other hand, for most types of Governmment production, the only way
of measuring ils value is by the expense of producing it, i.ec., its cost,
which does not, of coursc, come to grips with the issue. In the private
production of income there is gencrally the consumers! choice and specific
payment to attest the valuc of the production, but in Government undor-
takings thc factors of choicc and payment arc nol gencrally coincidoent,
choice is locsely cxpressed in the form of legislative appropriatious,
and most Govermment services are of a character that carnot be casily
measured, even in quantitative terms quite aside from qualitative or

aslue terms. There is thus always an argument regarding the value of
Governmert production of goods and services as against the possible value

of goods and service income that might have been produced with the some
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fraction of the economy's men, materials, and equipment. Such factors
in the tax burden are sufficient, of course, to create questions that
can never be resolved, and when the adjustment of taxation and expendi-
ture to the business cycle is related to the discussion of tax burdens,
as must be the case in a careful examination of them, then the phrase
"tax burden" becomes so complex in its manifold implications to be of
doubtful usefulness. Even with the most precise definition, the failure
of payment for Government income and the receipt of it to coincide, will
almost certainly cause the argument about tax burdens to go on until the
last economist, businessman, end civil servant is alike absorbed in the
common denominator of an cternal and presumably uncomfortable destiny.

In the following tables data for tax collections in the United
States and in Great Britain have been taken from compilations by the
National Industrial Conference Board. The Conference Board in turn
derived its figurcs from the Daily Treasure Statement, so far as Federal
taxes are concerned, and from reports of state auditors, controllers,
and ather officials, so far as state taxes are concerned. Local taxes
arc estimated by a sampling process that is tied to exact figures from
the census at various intervals, the last complete data being for the
year 1932. There is thus a small margin of error possible with regard
to the total tax collections. The Conference Board reports that the
figures for taxes in Great Britain are computed from the Statistical
Abstract of the United Kingdom.

Preceding paragraphs have indicated why the concept of tax burden

is extremely elusive. It may now be added that there has been no attempt
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in the following tables to make any adjustwents for "tronsfer! as
against "exhaustive! tax levies or in any way tc go behind the re-
ported figures. While it would we possiblc to exclude certain
transfer items—~as service of the funded debt~-, some confusion
regarding non-funded debt wouid occur, and the attempt to cxclude
intorest and debt retirements would bring on a dispute regarding
whether or not thesc payments, which arc transfer items in the
present, should not properly be included on the ground that a
large portion of them repreosented exhaustive cxpenditures of the
past. Still further, if all transfer items should be omitted, in
order to develop an cxhaustive expenditure bagis, someone would be
certain to contend that all or a considerable portion of the non-
tax-suppcerted activities of Gevernment—-supported by fecs, fines,
forfeits, carmings of Government departments, and borrcowing--should
be added, and sharp differences of opinion would devclep in con-
necticn with activities supported by borrowing. Such a dispute
would go on and on. Finally, and conclusively, there has not been
time available in which to develop comparable adjustments in the
British tax picture. So the figures for taxes represent simply the
total amount of tax revenue levied by the governments of the two

countries.
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TABLE I
TAX COLLECTIONS IN THE UNITED STATES
(Amounts in millions)
Year Total Federal State Local
1922 $7,502 $3,487 ¢ 858 $3,157
1923 7,234 3,032 917 3,285
1924 7,812 3,193 1,017 3,602
1925 7,88 2,966 1,107 3,811
1926 8,605 3,207 1,264 4,134
1927 8,059 3,337 1,355 4,367
1928 9,342 3,194 1,507 4,641
1929 9,759 3,328 1,612 4,819
1330 10,266 3,468 1,780 5,018
1931 9,300 2,717 1,778 4,805
1932 8,147 1,789 1,642 4,716
1933 7,501 1,786 1,505 4,210
1934 8,773 2,892 1,721 4,160
1935 9,731 3,546 1,886 4,299
1936 10,498 3,847 2,296 4,355
1937 12, 300* 5,029 7,271%1/
TABLE 1T
TAX COLLECTIONS IN THE UNITED STATES
(Percentage distribution)
Year Total Federal State Local
i
1922 100 46.5 11.4 42,1
1923 100 41.9 12.7 45.4
1924 100 40.9 2.0 46.1
1925 100 37.7 14.0 48.3
1926 100 37.3 14.7 48.0
1927 100 36.8 15.0 48,2
1928 100 34.2 16.1 43.7
1929 100 34.1 16.5 49.4
1930 100 33.8 7.3 48.9
1931 100 29.2 18.1 51.7
1932 100 22.0 20.2 57.8
1633 100 23.8 20.1 56.1
1934 100 33.0 19.6 47 .4
1935 100 36.4 19.4 44,2
1936 100 36.6 21.9 41.5
1937 100 40.9 59.1 1/

* Estimated

1/sState snd local
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TABLE II1
TAX COLLECTIONS IN GREAT BRITAIN
{Amounts in millions)

Year Total National Local
1926 L846 L664 L182
1927 884 693 191
1928 876 685 191
1929 854 677 177
1930 875 704 171
1931 901 733 168
1932 895 728 187

1933 879 709 170
1934 886 10 176
1935 915 739 176
1936 959 783 176
1937 *1,017 *841 176
1938 - *886 -

TABLE IV

TAX COLLECTIONS IN GREAT BRITAIN
{Percentage distribution)

Year Total National Local
12326 100 78.5 21.5
1927 100 78.4 21.6
1928 100 78.2 21.8
1929 100 79.3 20,7
1930 100 80,5 19.5
1931 100 8l.4 18.6
1932 100 81.3 18.7
1933 100 80.7 19.3
1524 100 80.1 19.9
1935 100 80.8 19.2
1936 100 8l.6 18.4
193 100 82.7 17.3

* Estimated
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The preceding tables speak for themselves within the limitations pre-
viously described. The following table translates the total American and
British tax collections into per caepita terms. The American figures are in

dollars and the British figures in pounds sterling.

Total Taxes Per Capita

United Great
Year ' States | Britein
1926 $73.84 £18.70
1927 76.64 19.48
1928 77.94 19.22
1929 80.30 18.69
1930 83.40 19.07
1931 74.93 19.55
1932 65.19 19.31
1933 59.64 18.89
1934 £9.28 18.98
1935 76.31 19.52
1936 8l.74 20.37
1937 95.16 21.51

Figures for national income vary, of course, with the concept of na-
tional income used, methods of calculation, and sources. Three series are
presented hsre, two for the United States and one for Great Britain., The
first series for the United States if the "realized"” income calculations of
the National Industrial Conference Board, and the second if the figure for
"produced"” income calculated by the Department of Commerce for the years
since 1929. The British figure is that published by Colin Clark, and Mr.
Nathen, who is in charge of the national income studies for the Department
of Commerce says that, of the various concepts of national income in the
United States, the produced income figures of the Department are most closely

related in concept and method to Clark's British figures.
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National Income: TUnited States and
Great Britain

Year United States United States Great Britain
(K.I.C.R.) (Dept. of Com.) {Clark)
In millions of dollars} {L million)
1926 73,473 4,173
1927 73,913 4,359
1928 75,847 4,339
1829 79,438 B0,757 4,384
1930 72,340 67,969 4,318
1931 60,122 53,499 3,889
1932 46,546 39,545 x,844
1933 44,358 41,813 3,962
1934 51,052 49,575 4,250
1935 55,700 54,955 4,550
1936 63,790 63,799 4,876
1937 67,544 69,817 5,200
Percent of Total Taxes to National Income: United States
and Great Britain
Year United States Grest Britain
iy 2/ 7
1926 11.7 20.3
1927 12.3 20.3
1928 12.3 20.2
1329 12.3 12.1 19.5
1930 14.2 15.1 20.3
1931 15.5 17.4 23.2
1932 17.5 20.6 23.3
1933 16.9 17.9 22.2
1954 17.2 17.7 20.9
1935 17.5 17.7 20.2
1936 16.5 16.5 19.8
1937 18,2 17.6 19.6

1/ On basis of National Industrisl Conference Board's income realized.
2/ On basis of Department of Commerce income produced.
3/ On basis of Colin Clark's national income for Great Britein.
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A point frequently made when comparing the American and British situa-
tion is that taxes in the United States have been increasing more rapidly
than in Great Britain, and also that the proportion of national income rep-
resented by taxes in the United States has been increasing more rapidly than
in Great Britain. The point is true enough, of course, but it may be re-
membered that the business cyele in the United States has for the past sev-
eral years ~- since about 1931, and the abandonment of the gold standard in
England -~ been pretty completely "out of phase" with the British business
cycle. The result is that Great Britain, at least in the past two years,
has been working under boom conditions, and as early as March 1937, the
British authority who has currently done the most work in the field of Brit-
ish national income, Mr. Colin Clark, took the position in an article for

the Economic Journal that British national income was at its "climax" and

apparectly beyond a level continuously sustaineble. Indeed, it should be
noted that in 1937 the British national income was approximately 118 percont
of its pre-depression high in 1929, whereas the United States was at approx-
imately 85 percent of its 1929 high. The fact seems to be¢ that in the last
two years Great Britain has been working at more than optimum capacity; the
United States at considerably less than optimum cspacity. Were the United
States working on the basis of a similar relation of national income to ca-
vacity, it would be producing something like 88 billions of national income;
and it is probable that the United States has or can shortly attain a sus-
teinable capacity of 85 billions.

Another point frequently made is that in the United States in the past
few years there has been a heavy deficit in Governmental operations. The

expenditures, in other words, have not been matched by taxes, so that there

org/
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is a deferred charge against public revenue in the form of debt service;
and it is Prequently assumed that the difference betwesn tax revenues and
expenditures represents the amount by which Government is, so to speak,
"going in the hole",

To this point one or two observations should be made, one of which is
that public expenses are by no means wholly financed out of taxes and bor-
rowings. There is a whole series of receipts, as noted aforetime, from
fines, penalties, rents, interest, earnings of general departments, earn-
ings of public service enterprises, and special assessments, that represent
non-tax revenues. These currently amount in the United States to something
like 2 billions a year. Thus, if total Governmental expenditures in the
United States are in the neighborhood of 17 billions for 1936 and total tax
collections in the neighborhood of 10.4 billions, the gap hetween receipts
and disbursements is not so large &s might at first glance be supposed.

It is worth remembering, also, that the deficits of the past few years
take on a somewhat different aspect when viewed in the light of the entire
Governmental tax situation than when viewed in the light of Federal debt
only. For instance, in the '20s, debts were increasing in the State and
local category. From 1922 until 1933, indeed, State and local debts in-
crcased nearly 10 billions of dollars. In the succeeding years they have
been stable, whereas the Federal debt has increased. The shift has natur-
ally served to drematize all issues connected with deficits, becsuse the
borrowing of State and local governments is hidden in the financial jungle
that conceals their fiscal operations from close public attention. Had the
Federal Government not incurred a deficit these past few yecars, moreover, it

is almost certain that State and local devbts would have had to inerease

org/
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perforce. Such an observation does not, to be sure, prove that either the
State and local governments were formerly or the Federal Government is now
correct in borrowing; and it is true that total Government debts have in the
years since 1929 increased about 20 billions of dollars to a level of approx-
imately 53 billions, net. The total British debt is given for 1936 by the
National Industrial Conference Board as £9,523 millions. In per capita terms
the total debt in this country is $430, and in Great Britain b202, which
would be equivalent, let us say, to $1,011.

No tebulation of figures for total expenditures in the United States
and Great Britain, as contrasted with tax revenues, have been presented in
this paper. Time has not been available to go behind the statistics in the
United States and Great Britain to make certain that identical and compar-
able treatment is recorded in sach country with respect to such items as
retirement of funded and floating debt and inter-governmental transfer ac-
counts of one sort and another. However, the National Industrial Conference
Board gives the expenditure for all governments in the United States in the
year 1937 as $17 billions., Apparently thie does not allow for net State
and local debt retirements in the neighborhood of $380 millions. An addi-
tion of expenditures for all of the govermmentel units comprising the United
Kingdom -- the same governmental units that have heretofore been used in
connection with tax collections -- seems to indicate a total expenditure of
approximately B1,300 millions for 1936. This is about 28 percent of the
national income. On the basis of income produced in the United States in
1936, our total expenditure was approximately 27 percent of the national
income. These figures seem to check fairly closely with certain fragmentary

data developed by the Twentieth Century Fund, which show (apparently for
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1936) a per capita expenditure of $123 in the United States and a per capita
expenditure of $123 in Great Britain. Measured against a per capites income
in the United States of $467, the per capite expenditure wes 28.5 percent,
and, in Great Britain, measured sgainst a per capita income of $406, the ex-
penditure was 30.3 percent. To this should be added the peoint previously
made, namely, that the United States in 1936 wes working at a level of na-
tional income production far under its optimum capacity and far under 1929,
whereas Great Britain was working its economy at o level even then well

ebove 1929 snd apperently apprcaching its optimum capacity.
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