October 31, 1Sh1
Chairman Dcclos Treasury Discussions on
Yartin ¥rost Amount of Revenue leeded to

Pravent Infletion

Sines the latter part of laot wweel: thers has besn a series of
internal staff meetinge at the Treasury on the topic of the smount of
edditional rovenue ncodod to provenl inflation. EBoslides the permanent
members of the Treasury staff Professor Cerl Shoup of Columbia, ir. Roswell
ilegill, Xir. Randolph Paul, and ¥Nr. Chostor Barnard, Freslident of the lew
Jersey Bell Telephone Company, heve perticipasted in these discussions. I
upndorstand that lr. Bernard hes been brought into the Treasury as a special
adviser on the inflation problem. This group has had es a basis for dis~
cussion a report preparcd by ‘rofossor Shoup on the prospect lor growth in
physical output and in money income during the next few months end the
mpgnitude of the gap waich was lilkoly to develop beotwson money expeniitures
snd the volume of goods and services offered for ssle. Representatives of
ssveral governmsnt agencios were asked to consult with Professor Shoup
concerning the reasonasblenesss of the methods used and the results obtained
in his revort, end I was presont gt theee discussions, These telks heave
thus fer covered only & pert of the report and it was expected that they
would conbtinue slthough this now eeaens uncerteln.

Uncerteinties as to the more important megnitudes involved in
this problem, particularly with respect to the course of defense expenditures
end the possible increase in physical output make it imposeible to give
estinates as to the magnitude of the inflationary gap except in the form of
a very wido range. The Shoup report ostimates the azount of additional
rovenue needed to close this gep at between {5 and $O billion in the year
1942, Thie is over end ebove the $3 1/2 billion of additional revenue
ettributeble to the Revenue Act of 1541, The estimate is based upon a
comperison of the conditions in June, 1941, end June, 19L2, and it is
recognized that the smount of revenus needed in the earlier months of 1GL2
might be somewhast less and in the latter months somewhat greater than the
nagnitudes given,

The general nature of the epproech mey bs shown by citing the
figures given as the basis for the minirum estimate of 45 billion. The
maximun incresse in the output of goods and services which is thought to
be possible in the twelve months period under corsiderstion is estimated
st 312 billion, This is & meesure of the increased physicel volume of
goods end services velued et the prices of June, 1941. The increase in
defense expenditures is estimated at $1; billion. Thus the volums of
goods available for civilien consumption (both consumer goods and cmpitel
goods) must decline by §2 billion. In order to determine the effect on
total civilian expenditure of the inoremse of $1l billion in defenze ex-
ponditures there must be deducted {a) incressed Federal taxes under the
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tex structure ee effoctod by the Revenue Act of 1SL1 of 36 billlon; (b)

en increcso in undietributed corporete profits of 1 billion; (c) dooreasss
in private pnd business spending, dus to the operations of priorities agnd
cllocetions end to othor factors, of sbout {2 billion. Aftor deducting

these offsots from the &1l billion of incressed defense expenditures §5
billion is loft. It ls estivntod that the mmltiplied cffocte of inposing
taxation of this gmount will do more than keep consumer expenditure constent;
it will deerease it by an emount sufflclent to mateh the 2 billion reduction
in thoe volumc of gosds available for sale.

It is aprarent thet vory slight varistions in the estimetes of
the bagle flgures as to the volumo of government expenditures, the increese
in physicel cubput, and the probsblo velums of personel ard business
spending will produce very lerpo differencee in the finel results; on the
sssumption that the peseidble incrsese in physicel output emounte to only
9 billion, the cecnclusion is repched thiat edditicnaml revenues of (O
billion instoad of Il Billior ere nooded. The genersl trend of tho dis-
cussion wns to ratse the estlinted fipgures for doclines in privete expendi=-
ture etiributable to the oporation of pricritiecs but st the same tire to
relee tho fizure for delfense cipenditures by more than e corresponding
pmount, Tho meetings d¢id not reach the point of asgescing the effect of
these changes upon the final figwre of vevenue roeded.

The Shoup report suggestc o spocific device for raising tho
additionsl revenue. This dovice is g supplemontery income tex to be de~
ducted et the sourco on wages, sslarios, and corporate dividend end interest
payments, Other forms of property income and the oarninge of tho self-
employed would be reached by requiring the taxpeyers whoso inccmsswere not
taxed et sourco to flle quarterly returns. Personel eremptione of 71,000
for marriod porsons, £50C for single person, and 5200 for eanch dopondent
would bo allowed as deductions frantexsble income. These exempticns could
be pro-rated over the year in the case of wages end saleries., For other
types of income an edjustment ir tex would Ve made on the bacis of an
annual returne. Allowances for deducbions from gross income such as State
and locel texcs sxd ipterest peid could also be made on the baszis of an
annual return. It 1z proposed that with respoct to texpayers slready sub-
Ject to the regular rates of income tex that the supplomoutary tex be
imposed or income after deduction of regular income texos paid.

It 15 estinated thet on tho tax base dofined in this wey o rate
of 17 per cent would be necossary to raise the {5 billlon of additicnsl
ravenue regarded as the minirum required, A rate of 31 per cent would be
required to raise the nmiimum amount of §9 billion,

iny edditionsl revenue secured through incrcesing the Sccial
Security taxes would of ecourse reduce the wrount of rovenue required from
the supplementary income tox or sny similar device. The Seoretaryts recent
announcexont indicetes thet the Treasury will seok to obtein sore part of
the additional revonue from the sociel securlty taxes., The Shoup report
also fells to explore the possibilities of incroased corperato texation and
increased excise taxes,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



To:s Chalrman Bcoles D

The Shoup report amlec tekes up the issue of whether increased
Tregsury rocelpts ought not to tezke the form of compulsory saving inctead
of texes but its conclusion on this lssue is that it is desirable to keep
the incroase in the nationel dett as smell es possible end thet the time
for incressed taxes is now, when incomes ere rising rapidly.

1 should stress the fect that there is nothing to indicete that
the supplerentary income tex proposel will te officlelly adopted by the
Treasury. The figures and the other facts touched on in this memorendunm
were discusged with the understanding thet they would not be referred to
outside govermmental circles.
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