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TREASURY DEPARTMENT

WASHINGTON

July 17, 1942

Dear Marriner:

In our recent conversation you expressed some
doubt as to how much effect corporate texes affected
inflation.

In this connection the distribution of dividends
among indlividual income taxpayers, shown on Table 2
of the enclosed press release on 1940 Statistics of
Income, is of interest. It is estimated that dividends
raid by corporations in excess of dividends received
were approximately $4,%00 million. Of this amount,
$3,400 million was revorted on income tex returns
filed from January through June 1941. More than one-
third of such dividends were reported received by
individual income tax return filers (including taxable
fiduciaries) with net incomes under $5,000, and slightly
less than helf were received by individuals with net
incomes under $10,000. Persons in these income groups,
of course, spend the large bulk of their income for
consumers goods,

I thought you would be interested in seeing these
data.

Sincgrely yours,

Randolph E.
Asgistant to ¢ ecretary
Honorazble Marriner S. Eccles,

Chairman, Board of Governors,

Federal Reserve Systen,

Washington, D. C.

Federal Reserve Bank of St. Louis



July 23, 1942.

¥y, Rendolph X, ?&“1'
Azpiptent to tho Eeoretary,
Tressury Departzent,
Yashington, De C

Dasyr RPundolph:

Thank you for your letter af July 17 exclosing =sous figures on
the distribution of dividond roesipts by invoma groups, I zuted witk in-
terost the larvgs proportion of dividendz reportsd on returns falling in
the relatively low incoma groups.

4n you nre awzye, there 4ro g mumber of faetors ithet complicate
the interpretetion of thesze figures. Ono of the most importent is thst
the seporste returns filed by the individosl membors of fanily groups =re
slnssified not socording to the zggregste net income of the femily, dut
sosording to ths net luemse shown on the returms. DBepursts returns filed
by husbands and wives sye marsly nue important instasncs of & much mors
genersl prastice. Tronsfers of corporyate stock from busband to wife, fyom
wife to Msband, fros parents to children, =nd from cndldren to jarents
raise relotlvely few legel End practics)l difficuliies, We should expect
it to da oue of the most freguently used methods of distriduting incoms
for tax zvoldonce purposes. You have no doubt eagountersd zmony exsmplas
of the practice in your omn experiencs. Thus thers is resson to bellave
thet s cousidersdle share of the dividenda reported on returns showing a
net income of lesz than $10,000 is recaived by the wives, dauughters, end
sther relutiver of men In a considersbly higher imcome group. In zapy of
these instonses the ume of dividend incone depends on sgpregate incoms for
the family group us & whole, nst cn the taxablo iacose of its iundividesl
monbers.

Another oomplicating factor is the dnclusion of the returns of
tazndlo Fiduciariea and thedr clessification scooxding to the nat lucone
taxedlo to the fiduclary. This is snother resson why the figures éo nod
repreosent with complete moocuracy the distribvution of fncome ghwpy indie
vidual households oy family groups. Since the net income taxnble to the
fidueisary is in general rmersly the tazxble iacome of tho trust not dise
trivuted to dancficiaries, 1t is meaningloss es & guido te the lncoms
lovel of beneficieries nnd thelir patterns of esxpenditure, Xoreover, &
sirngle grantor may seb up & multiplicity of trusis for & multiplicidy of
$adividuala, In mary of these casos the significent fector in detersin-
ing how inoome will be wzed s the ngeregate fusune yoosived from all
sources by the grsntor and the several heneflsliaxiss,
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Hrs Bendolph Peul -

Put after allowing for $hese qualificeations, the fipguves do
rrovide strong support for the viow that the Mecaipt of dividends gives
rise to consumsr expsuditure. The figures slso indioeave, kowover, that
the receipt of dividends generctos & ssullex wolumo of consumer axpendiw
ture than the reoceipt of most other forms of incons. 4And viewed from
the poind of view of equity, the tobles show thnt thore sye = wery large
nusber of corporate stockholders with relstively smell incozes. It asens
unfair to sobjeoct these taxpeyers na adookholders to rates that we would
nevey think of applying to them ap individusla.

Yours sinocerely,

ﬁ' s« Eecleﬁ,,
Chalrmen,.

Eangn

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





