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Revenue Yield

The following teble shows the additional revenue sttributeble
to the Revenue Act of 1940 as estimeted by the Treasury Depertment.

fillions of

dollars
Corporetion income and capital

stock taxes 217
Individual income taxes 375
Estate and gift taxes 32

Subtotal income, estate and
gift texes 62l
Liguor and tobacco texes 192
Gasoline taxes 112
Other commodity taxes 78
Subtotal commodity taxes 282
Total 1,006

These mre the estimates for a full year of application of the
increased rates under the act, For the fiscal year 1941 it is estimated
to yield sbout $700 million of which $380 million is the yield of
commodity texes and §%20 the yield of income, estate and gift taxes.

In the language of the Act part of the incresse in the cor-
poration, individual, income snd estate and gift taxes are referred to
x a8 super taxes and earmasrked for the retirement of the special series
of Netional Defense obligations authorized by the Act but since this
difference in name does not correspond to any difference in economic
effect, it will be disregarded in the following description.

Changes in the Individual Income Tax

Personal exemptions are reduced from $2,500 to £2,000 for
married persons and from $1,000 to $800 for single persons. Surtax
rates are increased on the surtax income brackets between $6,000 and
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$100,000. Finally a ten per cent increase in the amownt of the tax
as computed after these changes is imposed for net incomes below
$200,000, with smaller increases above this level. The following
table compares the taxes peid and the effective rate of tax on the
income of a married person with no dependents, ell of whose income
is earned, wnder the former law and under the Revenue Act of 1340.

Taxes Effective Rate
(Dollars) (Per cent)
Previous Previous
law _New Act law Net Act
3,000 8 30.80 287 1.03
4,000 44 70.40  1.10 1.76
5,000 80 110.00 1.€0 2.20
10,000 415 528.00 4.15 5.28
50,000 8,869 14,128.40 17.7 28.3
100,000 32,462 43,476.40 32.5 43.5
500,000 504,144 880,155.60 60.8 86.0
1,000,000 679,044 717,58%,60 €7.9 71.8

It should be noted that (disregerding texpsyers with net in-
comes of less then $4,000, who psid negligible income taxes under the
previous law) the percentage increase in income taxes reaches a high
level of between 50 and €60 per cent for incomes between $30,000 and
$75,000. For incomes of less than $10,000 the percentage incresse
amounts to about 30 per cent.

The regquirements as to filing returns have been made more
stringent. It is estimated that the chamges in these requirements to-
gether with the lowering of exemptions will mske approximately 2,200,000
new persons subject to income tax. These new persons will pay sbout
$14 million of the additional revenue expected from the Act.

Changes in the Corporation Income Tax

Inoreases of 1 per cent are made in all the rates in the
pressnt graduated structure of corporation income tax rates. In addi-
tion to this a super tax of 10 per cent of the tax as thus computed is
imposed. For corporations with net incomes in excess of $25,000, which
pay the bulk of corporation income taxes, the effective rate on taxable
net income is increased from the present level of 18 per cent to 20.9
per cent.
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Excess Profits, Capital Stock, Estate and Gift Texes

The so-called excess profits tex now on the statute books is
increased by 10 per cent of the emount of the tax. Similar increases
are made for the capitsl stock tax, the estate tax, and the gift tax.

Commodity Texes

The following tex increases are made on articles of common
consumption.

ercentage {ilncreass in
Increase |[cents on Unit

in Rate Consumed
Cigerettes 16 2/3 5 £ & pack
Beer 20 —
Thiskey 3% 1/% 19 £ a quert
Gasoline 50 5 ﬁ a gallon
Lubriceting oil 12 1/2 5 £ a gallon
Radios 10
Automobiles 25

There are a number of other increases in commodities of minor
importance. The exemption on the tex on admissions to thesters is
decreased from L0 £ to 9 £. On theater admissions of LO £, formerly
tax-free, the tax is now L #.

Official Justificetion

In a brief asccount it is difficult to do full justice to the
arguments used by the Treasury in support of the Act. The main argument
was that the vast increase in defense expenditure mede some additionsl
revenue necessary. The Treasury originally asked for only 700,000,000,
an egmount sufficient to amortize over e five yesr period the &l billion
of special National Defense Obligations authorized by the Act in excess
of the existing debt limit of $45 billion but in the course of Congressional
action on the messure the yield of the propossl was increased to #1 billion.
As for the selection of the particular taxes whose rates were increased,
it was said that the incresses represented an equitable distribution of
the additional revenue although no facts or figures of any nature zs to
the groups from whom the additional revenue will be derived were presented
to Congress or to the public,

The following tableléLOWS the estimated distribution by income
groups of the additional revenue:

T/ Based on a conlidential report to the TNEC by Gerhard Colm.

org/
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Distribution of
gdditional tex

Percentage of
additional tex

Income groups payments payments to income
(in dollars) (per cent) in each group
Under 3,000 3762 0.8
3,000 to 10,000 16.7 1.l
Qver 10,000 L6.1 740
All groups 100.0 1.6

In further justification Treasury spokesmen indicated that
this particuler set of tax increases could be passed without calling forth

violent Congressional or public opposition.

The neature of the reaction

in Congressional committees, on the floor of Congress, and in the press
during the consideretion of the legislation, shows that & large sector
of public opinion looked upon the measure as inadequate appears to
indicate that any tex progrem vigorously advenced and defended by the
Administretion could have been passed.
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