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The Revenue Act of 1941 is described in the attached memorandum,
The act as signed by the President differs in the following mgjor respects
from the bill passed by the House:

1, DPersonal exemptions under the individusl income tax
are reduced from $2,000 to $1,500 for married persons and from
$800 to $750 for single persons, Under the lowered exemptions,
from 20 to 25 per cent of all income~recipients, who receive
ebout helf of the national income, will pay Federal income
taxes.

2. The 10 per cent defense texes are integrated with the
permanent schedules of individual income, corporation, estate
and gift, snd excise taxes.

%« A simplified individual income tax return is provided
for the optional use of taxpayers with gross income of $§3,000
or less.

Li. The rates of corporation surtax are increased from
6 per cent on the first §25,000 and 7 per cent on the excess,
as provided in the House bill, to 7 and 8 per cent, respectively.

5. The act as passed eliminates 10 per cent specisl excess
profits tax imposed by the House bill on the difference between
average base period earnings and the invested capital credit
for corporations using the invested capital option.

6. The Senste eliminsted the taxes on soft drinks, outdoor
advertising, and radio broadcasting, and added a tax on light
bulbs. Of about a billion dollars in additional revenue from
excise taxes, the bulk comes from whiskey, automobiles and
accessories, esmusements, a use tax on automobiles, and a new tax
on local telephone bills,

7. The act sets up a committee to investigate the reduction
of non-essential Federal expenditures, consisting of three members
of the House, three members of the Senate, the Secretary of the
Treasury, and the Director of the Bureau of the Budget.

The sggregate additional yield of the act is estimasted at about
$%,600 million on a full year basis at the 1941 level of incomes. Total
accruals under the Federal tex structure as modified by the new act on
a full year basis will be in execess of $15 billion.
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September 23, 191

THE REVENUE ACT OF 194

by
George Jessld

The Revonue Act of 1941 received the signeture of the President
on Septembor 20, slmost five months aftor hearings on it started before
the House Veys and Heans Committee. Iost of this period was occupied by
oxtended publio heoarings anmd consideration of the legislation by the Ways
and Moans Cammittos end Serate Finence Committes, Debato on the floor of
the House and Senate was briefl and related chiefly to cuummittee proposals
for revising the presont method of taxing the incomes of morried persone.
The present mothod is left unchanged by the loglslation ns pasesd, but
thisg problem megy receive considerstion sgain, together with a number of
technicel and administrative problems, in enocther bill upon which the
Ways and Moens Committee will begin work in o fow weoks. It is eleo exe
poctod that in the neer future the Iressury snd othor agencies wlll sdvance
suggestions for inoreasing payroll taxes currently to provide inoreased
social insurance benefits in the futuro,

Yield
The estimated additional yleld of the Aot, on & fullwyear basis,
1s shown in the followlng table.
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Eetimatad Inorcnno or Docreaso (=
SO0t Law

m doIIars)
Income taxes:
Corporations
Normal tex =19343
Excvoss profits tex 1,112,3
Totnl corporation incomo taxes 1,302,1
Individual 1,1L1.6
Tobtel incoms taxes 2,526.7
¥iscollenoous internal revenue:
Capltel stock tex 22.3
Estate tex .6
Total 179.9
Uenufacturers snd retsilers 2/
exoise teres Lgs.1
Ui scellaneous tazes Z2L7.7
Total oexciss and nmiscelianeous
texes _2_/ 81%608
Total nmiscollanoous internal
rovenus g/ 1,026,7
GRAYD TOTAL 2/ 325534

Owing to increased ostimntes of defonso e xponditures, the Revenue
Aot will fall short of the freasury's original objective of finencing twoe=
thirds of expenditures, exclusive of expenditures under the leass-lend Act,
out of texetion. On a full yoer basis less then 60 per cemt will be so
finanoed and in the current fiscal year only about 50 per cent, reflecting
the lag in collection of inooms taxes and the fect thad inoreesed exolse

mﬁum of Repearch and Statistios. All estimates

show full year effects. Estimates for corporation and individual
inoome taxos are basod on levels of inocoms estimated for calendar
year 19413 81l other estimates are besed on income levels ostimated
for fiscal year 192,

é/ Bxoluding $47.5 million nonerecurring floor-stock taxes.
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taxes will be in effect only for threo-fourths of the fiecal yoar. Addi~
tional collections in fiscal 1942 may yield ebout $2.0 billion, instead of
the full 3,6 billion. The budgetary deficit on the basis of the latust
aveilable officlal ecstinates will thus be reduced from $12.8 billion to
ebout £11 billion, cbout twice the dfeficit for the fisoal yeer 1941,

Het Federal expenditures have been running since the ond of Junc
at & rate of about 500 million & month, as compored with about £300 million
a yeer ogo. Furthor expansion is expected to occur between now ond next
¥erch, when collections of income texes on 1GL1 incomos will begin to bo
roceived, Between l'arch and the ond of the fiscel yeer, increased revenues
attributable to the new act cnd to increossed business nctivity will reduce
net expenditures to currently prevailing levels, unless the expansion of
defense expenditures exceeds present expectations. Net rederszl expenditures
gt thelr current rate, togother with o large volume of privets campital oxz-
penditure on plant, equipment, and inventories and heavy buylng of consumer
dursable goods, have ralsed agprogate consumer income and expenditures to
levels at which the cost of livirg has begun to rigo. It seoms unlilely that
the =upply of goods aveilsble for private purchase can continue to increase
ot the rate thet has charactorizod the period since lay, 1910, Under those
circumstances, although prices will rige less then if taxes had not beon
inereessd, prices connot te oxpected to stop rising or to rise eppre-
clebly less rapidly then in recont weoks, unless effectively checked by price
cellings, priorities, retioning, restrictions on consumer crodit, and other
direct governmental cortrols.

Fxcise Taxes

The aot nekes permsnent the excise texes imposed by the Revonue

Act of 1922 end certein excise teaxes imposed by the Revenue Act of 10L0; it
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increasos the rates of some oxisting excisgo texes; and it inposes now
exclsos on e number of lions.

In the writing of the oxcise tax seotions of the act two oppocing
idcas were nt work, Ono viow was that oxclse toxes chould bo spread as
evenly ng possible over the wholo renje of commodities, so that no product
should bo unduly handicpppod in relation to othors in coupeting for the
congwora' dollars Tho othor was that oxcige texos should be restricted
to thore comoditice uslnp resourcoes recded for nationgl defonseo, in order
to curtnil their civilimn conswintion, The crolcee octurlly imposed
reprecont o cozpromice, Increased texes gre lmpecod on a pumber of poods
that compete with the dofenae progrsm. The retos on sutcnobllos, trucks,
ot0., on radio roooiving sobts, rofrigerators and air conditionsrs, tirss end
tubss are approxingtely doubled. lew oxelse taxes are Inposed on phenogreph
records, rusical instrumonts, eloctric, gas and oil sppliences, photocrsphic
spparatus, oloctrie signs, business end sboroe machinoe, rubler products,
conmereial weshing machines, oloctric light bulbe and opticel iustrumente.
Eut the rates of tex inposed =- not excooding, in goneral 10 por cont of the
price of the articles -= appeer tc be inadequate to reduce consumer domend
to the curtailed supply that will bte evellsble, Unless effectively chocked
by direct controls, prices can be expocted to rize by considerably wore than
the amount of the Increased tax, and the resulting inoreare of profit
nargins will inoreass the reluctance to make the drastic chmnpes in the
pattorns of production thet nmust be nade 1f the prozont echodules of defonse
production cre to be met, Moreover, zo taxes, or no additionsl texes,

were inposed on e aumber of articles using scarce materiels, for onmample
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firaerns, olocts snd wabchog, metal furniture, aluminum were, jute products,
oil cloth, linoleum, and palants end vernishes. And e nunber of tates

woro imposod that will meke for curteilmont of consumption not cslled for Uy
the defonse program, such as tozxes on distilled gpirits, winee, anucorents,
tolophone, telegraph, end redlo communicetlons, sporting goeds, lugiege,

jowelry, and the transporiation of porsons.

Corporetion Taxes

The ect iupeses o surtex on corporations; rovises tho excess
profits tax; increaces the ratos of cerlial sbock tex; mnd integrates the
10 per cont dofense tax inposed by tho Iovenue fot of 1640 imto the regular
rato ctructurcs.

The now surtax on corporate profits is imposod ot the rate of
6 por cont on the first $25,000 of net izncame and 7 per cent on mot income
in oxcess of thet smount, It diffeors in its effect from en equivelont
increase in the normel tex boceuso 1t epplies to incomo from partially
tax oxompt securitloe, Commorciel bonks cro more seriously affccted by this
{foeturo of the new tax than eny other corporate group.

Yo change is made in the gonercl fremework of tho excese yrofits
tax under which corporations ere allowed to ocnleulste the “normal profits®
orodit from whioh excoso profits sre noacured with roference either to
beso period soarnings or to investod oeppitel. During tho formulatlon of the
rot, the Administrstion objeoted to the umrestrictod use of base poriod
emrninge as a poesuro of normal profits on the ground that it oxerpte

corporations who have oarned excessive profits in tho past fron excess
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profits tex on 95 por cent of en equivalent smount of curromt profits,
The rates of excoss profits tax ero incrossed Ly 10 porcontngse

points in cach bracket ss showm in the following table.

Ratec {per cont)

Jmount of Ixcess Irofits Ul Ll
First £20,000 25 Eg
o 20,000 30
" 50,000 35 L5
n 150,000 Lo 50
" 250,000 L5 55
Ovor 500,000 50 6o

Tho rate of roturan allowed on steptutory invosted cepitel is
lowerod from its prosent lovel ef O por cent to 7 per cont with respect to
invostod cepitel in emcees of 45 million., The chonge has limited sipni-
ficance, since it will not affoct corporstions who mlrosdy find it more
adventageous to olect the base period earnmings method of determining normal
profite, end will not fully affect ocorporations who will shift to that
mothod es a result of tho cwrrent rovisions of the law.

The sequence of dotormining corporetion income tex and oxcosc
profits tex 1liabllity is reversods Undor the exigting lew corporation
nornal tex was computed {irst ond wes ellowod as a deducticn both in come
puting bLase period cernings sud ourront profits subjoct to excoss profits
tax, Under the Revonue fct of 1941 this coquence is roversed. Corporate
normal tex and surtax is not allowed ez n doductlon in excoss profits tex
computetions but excese profits toxos ere gllowod as e dsduotion in detore-

ninlng income for normal and surtax purposes, Ithile part of the incressed
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vield of the excess profits tax under the row scheme is offset by corros-
pending loss in the yleld of tho corporation income tex, tho roversel of
deductions results in s substentisl Increago of tho combined tex charge.
For corporations electing tho invested capitasl option this reverssl producoes
the sewe effect on combined income end oxcese profits tex liability as
would te produced if the reversal of deductions liad not btesn mado end tho
"normal profits” deduction hsd beon lowsred by ebout 20 per cent., For cor-
porations seleeting tho base period enrnings mothod, the equivelent lowering
of the deduction for "normal profits” would be only about 15 por cent, since
for these corporations the disallowence of income texes es o doduction
produces e higher figure for bmse poriod earnings that pertly ofisets the
inerease in current earnings atiributeble to tho samo fectors The net
affect on cambined tax liebility of reversing the order of deductions could
heve beon approximeted, if the precent order hed boon left unchenged, by
redueing "normal profits” undor the invested capital cption from § per cent
of invested capital to about 5.6 per cont, end undor the cernings option
from 95 per cent of base period cernings to about 80 per cent. Thug while
this partioculsr change increnses the combined income and excess prefits
tex burden of ell corporetions, 4t incresses the reletive edventege of core
porstions that have had high base period esrnings and ere therefore able to
oloct the oarnings option.

Por corporatione choosing the invested cepitel method, the Act
provides that, with pertain restrictions, 125 per cent of cquity capliteal
invested since December 21, 1641, shall be countod in determining invested

copitel. The Act elso terminates the exemption from excoss profits tax of
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oxcoss profits derlved from the wining of cortain strstegie motals in the

United Ctetes.

Individual Income Texos

The aot reduces porgonal axenmptions; inceroasoe tho rates of surtaex;
provides for a sinmplificd method of {iling income tex returns for persons
whoso grogs incceme docs not excosd {3,000 and ig derivoed wholly from
spooifiod sources; it dieallows the credit for ono dopondent im cascs vhore
the texpayerts stotus es hoed of fanily is occasionod solely by tho oxistonce
of one or more such dopondontsy snd 1t intogratos the 10 per cont defense
tex into the structure of surtax rates.

Forsonal exumptions are reducod from 82,000 to $1,500 for heads of
fomilies and from $C00 to £750 for single individusls, Formal tex is left
unchenged et its prosont level of L por cont in order to avoid increoesing
the value of the tex exemption privilege anbtaching to partially tox exempt
securities. But rates of surfex are reised; mnd surtnx isimpored on sll
incone in excoss of personel exemptlon and oredit for dependents, instesd
of exeumpting, es herotofore, the first 21,000 of such incamo,

Undor the Rovonuo Act of 1510 merried persons earning in excees
of §2,222, and single porsont earning in excess of {309 bocano texable at
s rate of L.l per cent (pormel tox plus defonse tex) on the first dollar
in excess of these sums. Undor tho current act thoy will be toxeble ot a
rate of & por cont on the first dollar in excess of £1,500 end 4750,
rospeotively and toxeble at 2 rate of 10 per cont on tho first doller in

exceas of $1,667 and $833, respoctively.
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Tho following teble chowe income taxos es a percertors of nect

income gt vorious income lovels under leet yoerts Devonue Act and under the

Rovonue Act of 19l11, end comporcble current figures for the Unmited Firgdom

s21d Cenede,

Effoetive Ratos of Individual Income Tex

iorriod Toapoyer, ko dopondents)

Unitod Scvolos

Revorun fet United
Incomo 1940 ] i0h1 Yinsdom Caneda
rer cong

$ 2,000 haind 201 25'2 0.8
5,000 2.2 TS 371 20,0
10,00C 53 17,1 L5.0 Z0,8
20,000 1.7 231 56.1 L1.7
50,000 2863 10.9 T2:.9 539
100,000 Lz.5 52,7 clel 61,9

notes  Owing to differonces osuwocn the Tarce countrics in methocs ol terling
conitel galns end corporate income the perecentape fipures piven ere less

ccuparable in the hishor income ranges, where income dorived from cor-
porate sources forms sn important poart of totsl income.

Figures roughly
adjunted for those difiervnces indiente that for very lerce incomes the

pep betweon taxes in the Unlted States end tho United Eingdom 1s much
saller than shovm by the teble,

Yhile the incresse in tax burdon under the now revonus act is dractic b

levels of incowe up to $100,000, the incows toxes peld on such incomes ore
e:11l low relative to teres in those mgjor countriees where the proportion of
nilitsery oxpenditures to the mational incoxe ip little highor than will soon

be roanched in the United Statoes.

in foreign countries ie espocially marked for Incemes of less than (20,000,

Estate and Gift Texos

The gift and estate tax ratos sre inoreased, and as in the case

of other taxes, the 10 per cont defense tex inmposed by the Rovomue Act of
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1540 is incorporated inm tho regular rate structure, izempiions and deduce
tions for estafte and gift tex purposes ere loft unchenged. Estoates of
{120,000 or loss continue to be able to oscapo the estato tax entirely
provided tex-frec gifts are mnde to tho maximum gllowed by luw and part of
the estate is 1ot in tho forn of tex-froo insurance, Istetes of considorably
lorger size continume to be comparatively lightly afiected by those texes.

Tho followlng teble shows effvctive rates of tex poid Ly ostates of vorying

cizos undor exlsting tex rates and under the rates of the 1911 act.

¥et sctete Levone Lot
bofore exemption 1940 1911
2 50,000 N 1.0
100,000 Lo CeH
200,000 10.8 1%.L
1,00,000 15.9 25.2
800,000 20,9 29,6
1,000,000 22,0 Zl.1
10,000,000 53.2 60.6
100,000,000 725 75.4

1l acellsneous Provisions

Taxes on Hon~rosldent plions end Foreipn Corporations

Tho 20t inoremsos the tex on non-resident sliens erd foreign
corporations, and the rates of withholding teox at sourco, by means of which
these texos pre largely collscted. United States income texes on those
tazpoyors operata only 1f special treeties roducing thom are xot in force,
Authorization 1s extended to conclude such trosties with countries of the
Yigstern Femisphere., Hitherto it was confizmed to countriee contipguous to

the United Statos,
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Treatwmont of Certain Scouritics for Incomo Tox Jocounting

The Act provides that o toxpgyer roporting on o cush basis, wiho
owne non=intorest boaring oblipabions issued gt a discount nnd redecnablo
for fixed smounts increasing at steied intorvels, noy reoport cuch inercrients
ol velue ¢85 insone on cn nceruel besic. “hic soction ig dosignod to bone-
£it holders of non-intorost beering cefence bonde, TWith respoct to shorte-
tarnm oblipgations lcsued on g discount besis by the Fedoeral, Stete, or local
governmonte, the act provides thet the laculng diseount shall not be
accounted on axn acoruel besls and thet such oblizations eshall mot Yo treated
et caplial mesots., The nmain offect of thoss provisions is to sivplify
income tex sccounting.

Hon=egsontial lederel Lxpenditures

The Act esteblishes g comaitieoe camposed of throe members each
of tho Senate Finauce Committec, tho Senate Comaltico on Appropristions,
the House Vpys and HMeans Comaittee and the House Committos on Appropriations,
end tho Secretary of tho Treasury end tho Diractor of tho Bureau of tho
Iudget, to study the poepibility of reducing non-ossentisl Federel expondie
tures. In lino with this provision of the zot the lencte Finence Comnittiece
hes celled upon tho Director of the Budget to submit a report showing how
non~defonse and non-ecassntial budget itoms ey be roduced by alternestive

totals of (1) £1,000,000,000; (2) $1,500,000,0005 £3) $2,000,000,000.
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