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TRE-PAY-AS-YOU~GO INCOME TAX PLAN For Release 11 a.m,
Jenuary 6, 1242
ADVERTISING CLUB Or NFV YORK
JANUARY 6, 1943
A new legislative year hos just begun, & new Congress tekes up new and
uniinished legislative business, asnd 2 new opportunity is presented to correct an
old defect in our income tax procedure, a defect whick has now had the result of
putting 27,000,000 income~tax payers in debt for the tex bn their last year's
income.
¥'hen the federal income tax bill wes pessed in this country in 1313, it had a
defect which at the time seemed of no prectical consequence but which has since
come to huve thie greatest importance. This defect wes that s citizen was required
to po7 in the year 1914 a tex on his 1917 income. In this way, ve got started on =
vicious oractice of »aying out of one year's income a tax on the yeer that had
ulreedy gone.
I heve said that at the time this defect swvcued of no nracticezl consequence.
The resson is that income tex rates were lovw and affected comparatively few people.
In 1013 the rates begsn at 1% and the top, (normsl 4 surtax) was 7%, Exemption for
a single person was $3,000. Contrast this situsation with thzt vhich confronts us
in the Revenue Act of 1947.
The consequence of these increasing rates ie that the debt which pgople owe
to the fedcral government for tax on their last yesr's income hus become & national

ésnger. Nothing is to be gained by arguing that peonle ought to have saved the tax
on lest year's income out of last yesr's income. The fact is that they did not do
it and now they cannot do it.

Statistics showing large increases in sggregate net sevings during the psst
year give cold statistical comfort to the mejority of income-tax peyers., - These
gavings have gone to lijuidate old debts, to provide: circuleting medium needed by
a vastky expanded and & more mobile woriing population, to cushion the shock of
adden agnnomic reverseg, to buy wer bonds as a foundation for a normsl pesce-time
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life. Only a emall portion indeed h3s been earmarked for toxes on the incoue of
1942, earmarked so tightly that it will be at hand to permit two years' taxes to be
nsid in the one yeuar of 19475, or even to permit one year'es peyment 1if 1343 income
should for soaze rezson stop. Evidence on this noint is everywhere at hand snd each
con judee by his own experience and by iuestioning others. The Gallup poll of
November 16, 1942 chowed 75% are not suving for income tax and 71% underestimated
the tax they would have to pay. HNo substential portion of tie tax on 1947 inconmes
.zg been accrued by individusl taxpszyers in a form either intended or aveilable
today to meet the tax debt on 1942, and it would come es a shock to the public if
Congress should require that the 1942 tax be paid concurrently with the ircome tax
on the lncome of 1943,

The fsct is that fow people seem to realize how nuch money they owe the
sovernment for income tax. They seen to feel thet since they have paid an instal-.
ment on December 15, and since the next payment isn't due until next ilarch, for the
time being st leact, they ure not in debt for income tex. They are wrong. They
‘are in debt nov for income tax on whit the; earned last year. Uader our present
rystem this debt will have to be peid whother this year they then heve eny income or
not,

If they die, this amount will be taken from whatcver estate they lecave. If
they lose their jobs, therc will be o churge ageinst what they have saved. If
their earnings sre less, the full tax wmucst be et out of the lover esrnings.
HJothing can stop the march of the duys, and when the due dete comes they must pay
the tax they owe on the income they have zlready had. It 13 & real debt, and
practically £ll income-tex payers ere zctvally in debt continuously for about one
year's full income tex,

There are two broad nurposes for reforaing our historic income tax.practice
in order to place our income texcs on & current basic and to eliminete the
scewrulatad income-tax debt. The first purposc rel@tes to the financing of the

wer, to the reduction of potentially inflsticncry purchasing »ower, and to the
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nreservation of the integrity of our income~tex system through obtaining the
highest nossible level of collections and the lovesmt nossible level of defaults.
The second purpose Sprinés from the personal and lmumane decirsbility of removing
from millions of citizens the constent threat of unpaid tax debt, a debt imposed
under a faulty tax syetem, unwittingly unprovided for by our eitizens, a debt now
grown so large under present tax rates thet loss of current income for cny resson
by tke individual texneyer brings ecute finuncial s£nd personal distress.

The first purpose, thzt of financing the war and maintaining the integrity of
theome-tex system, 2ppoals nowerfully to all students of taxation, in and out of the
government. They are well aware thet the cconomic well-being of the country will be
safeguarded by collecting the toxes on our rising 1943 income in 194% and not & year
later 1n 1944. They are also aware of the nrobebility thet it »1ill be necessary to
suydlement the present tax progrem with & program of compulsory sevings, and that th’
program too must be related to the current income of the citizen.

These authorities ere also apprehensive about income-tex collections and default
Cen ve expect ten million new taxpayers to mcke declurations end begin to pay income
tx under the old scheme on what they earned lnst year? Can we expect these new
teyon:yers, or even the old ones, to keep up their pryments for tax on their last
yearts income &t present rates if their current income should slacken or sbruptly
cease? How vould the defeults be handled? Vould the foderal governanexl} celze
their suvings, their wor bonds, ond their homes?

A1l these considerations force the placing of income taxes on a currcnt basis
snd at once, even if t'ere were no personcl or humane reazons for doing so. But it
is impossible to get on & current bacis without eliminating the tax debt on 1942
incomes, No current program, vhether it be withholding, compulsory stvings, or
epending tax, cen be applied st the rotes necesszry as long es the 1947 tax debt 1s

also rimultaneously payable. There 18 no escoping the conclusion that the income

tax on 1942 incomes must be either dropped or deferred,
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The second broxd purpcse for this income-tax roelform rests on personnl und
hunnne grounds. On the first of Junuary under our present system some 27,000,900
citizens will be in debt to the federnl government for inceme tax. If we estimate
Lo persoas brek of esnch taxpoyelr, we hove 80,000,000 people involved in the hezard
nt' income-tix debt. It is inevitable th:t evory your, even in 1923, some smull
pereentage of our toaxpuyers will saffer loss of ine me from sne or cnother ciuss.
dven if eas fow as 4% were go «ffueted, this would mean mere than o million toxpayers
in trouble beeuuse of ineame-tax dubt, What are the reosons that night make for
Louer cwrront incoms or the individunl income-tox poyer? Mon arc ealled inte the
srmcd soervicees, others g ointo governaent work @t lowur pay, non énd women :ire
Siovlaced from peace-time industry by wev-time dislocation, some suffer sicknoss
“nd aceident, others nust retire bechuse of advineing years. A1l of these find

that aow with the new high tox retes their incemc-tax debt becomes an Intolereble

hardship, wipine out savings that hiove beer sececuwaulated over the yosrs. And for
the hundreds »f thousands that have nlredy buen Injured, nillions of us arc in

denprer, beenuse we aro cach subjeet to the sine hazerds and the same inevitable
logs «f inecame.

The prescnt system is 2 bad gysten for 511 of s, 0o it chould and can be
corroeted. Tt is closr that the goverament eonnot continue frr long to be the
ceeditor of some 27,000,000 trxpeycers tnd thelr fumilics in debt for incoace lax,
marticularly when thore is no substintinl question ~f revenue involved in skipping
a yoar 2nd getting the whole country on o current pay-sng-you-;o basis.

In order to wceomplish this decirable objective of getting our income tuxes on
a current basis, [ sugzested teo the Trecsury in March of last yerr and to the Sencte
Fintnee Committee in July a plan which T cullal the Poy-As-You-Go income tex plan.
This plin is tr be roplicd to individucls, not to courporations. Since then there
nes hocn a great denl of discussion, muny suggoestiong and & little criticiem.

I welecome this ~pportunity to make a stotement about the plun which will bring
it up to date, 2dding to snd medifying the origineld plan dn thae Tiebd of the e
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gestions and criticisms which I huve received,

The first problem is how to get our personal income taxes on 2 current besie
vithooh nring tro years?! texes in one yeor, The snswer is as cimole es duylight
seving, Let us turn our tax clocks nhezd one year. The taves we have paid lest
veer cut of our 1242 incomes arc taxes on sur incomes received in 1941, Ve can
beet solve the problem now by recognizing these 1942 payments to be taxes on 1941
68 they reelly are; snd by beginning 1943 Ly peying on 1247, thereby dropping out
the veor 1942 from the tax calendar forever.

In my originzl testimony before the Sensate Finance Committee, I suggested
dropping out 1941, but ithe Trecasury preferred that if any yesr was to be drooned, it
should be 1942, Low that 1943 heg 2lready begun it is c¢lear that the Treasury is
right, =nd thot 1942 would be a better year to skip. It is unfortunate that action
c~uld not have been taken in time to make nractical the skipping of 1941. The yeer
1541 would have been a much better year to be skipped £or many income-tax psyers
whn &re scrving the peonle of the United Stotes in the ormed forces or in tle
frderal civil service. Perhaps some method cean be werked out tn give them thre
choice »f 1941 or 1842, I hone that this can be done.

The guestion ariscs at once in everyonc's mind, how can we drop an income-tax.
veor out of the calendar in t)ris way without having the Trcasury lose & lot of
money thet is badly nceded for the war effort? The snswer is that we shall all go
slong peying ~ur inecome taxes as we heve before, only they will be on & current
busis. The Treasury will slso go clong getting its rcvenuese The anly difference
ig thet when a taxpayer dies or ceases to receive incume he will not ovwe income tek
us he does under the present system. Reductisn of tax payment by the texpayer es &
result of setting the tax clock ahead occurs only at some future date, when snd
&s the taxpayer's ineome ccases or declincs. The reduction is thcreforé spread
over the whole life-time »f the present income-tox paying generation, and ~ccurs
seneficially for each taxpsyer at the time when his income frils. s for the
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Trensuzy, the Tresmsury has never considered taxes receivable as en esset, and
sccordingly they can be written off the balence sheet of the government without
the chenge of & single - penny.

If we study the consequrnces of the plan over the gencration we find
thut since the loss would be spread over ¢ period of some 35 to 50 yoors, the
gross amount of cight billion dollurs estimated ¢s the tox lisbilities on
1942 income would zmount to sn sverzge of only §$150,000,000 to $270,000,000 =
year over this period., Thic gross loss of revenuc in sany e8¢ vould he
vrrtinlly offsct by betber tax collections and colluction methods rnd slso
by rccoveries through the estate tex of prrt of whet vould otherwise hove
hoen poyeble eo income tex, The logs in revenue is relntively not snbetrntirl
in comparison with the gross tox revenucvs to be reccived in therc yeers,
tnother way of looking et it is the:t the net loss over a gencration would
be nbout the seme os one month's current expcnditurcs. The first biz loss
would comc, 1f mt all, in the first ycor of n »ost-w r depression end it
would occur ss o timely a2djustment both for the cconomic welfare of the nrtion
end for the holp of each individual trxpsyer vhose income hed suffercd
reduction, It is ¢ smoll cost to achicve n besic income--tex roform, preserving

the integrity of the system end cffecting benelicicelly 77,000,000 citizens,

The question is sometimes roised cs to the «ffeet of the plzn on infletion,
The only persong who would hsve more cr.sh on h'nd under the plen exe the few who
have acerued their income taxcs and vho hold them In liquid form. These tre fev

indecd and they are not gpendthrifts. On the contr.ry, it is -~ motter of common
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observation thet the Americsn people will not spend their sevings, or their Var
Bend purchuses when they have once been scjuired, except under conditions of rcol
ceonomle pressure, Striking cvidence of this le found in the fumilis r Christmus
BSavings Clubs, where money is purposcfully saved to buy Christm.s preosents; rnd
yet whon the time for expenditurc comes, under rll the pressure of the holiday
sceson rnd in splte of the ldentlfication of the savings with the season, only
0% of the Christmas Club resources 2re nctually spent for consumer purch-ses.
As n matter of foet, since the Pay-As-You-Go plen vill make witnholding taxcs
poscible at o high level, ond since we will be collecting for 1943 in 1943, the
tot:l effect will be nnti-inflotioncry rather then othervise.

The Tax Resozreh Department of the Trewsury fecls thrt o withholding tax -t o
high rate is important in keeping trxpoyers current, I too frvor « withholding t-x,
veeruse 1t mskes 1t ecosier for people to kecp on o pay-is-you-go brsis. And if ve
vent o vithholding tex ot ¢ Idgh rote, the Poy-ic You-Go plin does solve the
problem of having o withholding tox :ithout hiving somc rmount of double tox-tions
thet ig, of prylng tuwo yecrs! toexes in onee  Hovevor, if o vithkholdlng t-x provision
=t © hiph rate turns out to be either undesir.ble or imprrcetlesl, the Pry-Ag-Yu-

2]

Go plen stonds on its own fect o8 o sound method of getting the country free of
income~tax debt.

The second point in the Pry-As-You-Go income tux plin is designed to sulve the
nroblem of how we ccn poy our income tares on a current bosis, vhen we ds not know
at the beginning of a yeor what our income 1s going to be in thet yesr. The woy
off molving this problem is not too difficult. Ve vi1ll go rhesd o8 we do todoy,
21ling en income tax schedule rbout the fiftecenth of Merch declering our previous
yenr's income. But this will be o tentutive rcturn for the yerr then beginning
and we will pay our current toxes on the brsis of this tentrtive rcturn. After
the yeer haed ended there would heve tm be ~n adjustment up or dovm depending on

.aether our actusl income for the year vasz grecter or less thon thet on our
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tentative return. But this adjustment would be made on the scme blunk snd ot the
game time s our return for the following yecr. This return vould be 2t one time
the finosl return for the old ye~xr ond the tentsiive rctura for the new, There
v:.ould be no doubling of rcturns involved and only - few extra lines for the
adjustment cowput:tions.

The third feature of the plen ie the provrision for relicf in crsc « troxposycr
knows his income in the current ycor 1s going to he less or groater thrn thnt of
the year of his tentetive declorntion. The plon provides thit he m.y declore his
truo knowledge of lower or higher income, 2s 1 regnlt of selary chenges, ~nd so
forth, which have ncturlly occurred, r~nd muke his current peyments sccordingly.

This provision climinates the avkvwerdness of :voideble yerr-ond adjustments
rnd keeps tnc nlon closer to o true pry-ns-you-ro basis then it would otherwisc be.

The fourth point gbout the plan covers the gpeeinl provisions for minimizing
objectioneble "uindfall® cesess These provisions were not included in the originel
plan cnd have been added to mect s vldegprend freeling thit, coven though the
number of e¢rses be few, it is desirnble to gucrd ~grinet them,

To meet thls feeling, T hrwve nide the folloving tiree puggrstions for
handling these "windf-11" cuscss

(1) Do not ceneel the Income tox on capit: 1 grins, Cuﬁitﬂl g ing sre not
like ordinary recurring income, ¢nd ¢'n propurly be scprroted out in the plon.

(£) Provide z ;pecirl death tex to recover vhat mey be comnsidercd "uindfsllw
arising becruse of death in 134%, or during some o~poroprintc transition period,

(2) In all cases where cleim for credit exceeds $10,000, or some other
sultable smount, toke sm oversge of 1941, L1247, end 1943, The eversge of the threc
yoorrs will he o procticel wuny of detoraining & feir nornal income instesd of
"uindfall" Incone,

Thece three provisions will ceteh 211 of the most objectioncble "rindfall®
cuses. But cven o, there may still Le ¢ fow remcining, Fhet toen?
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Much as I dislike windfalls, even if they cannot be entirely eliminated, I
am still for the plen, In all fairness, we should not refuse to do good for
millions simply because we will be doing too much good for e few that don't
deserve it,

The fifth point about the Pay-As-You-Go income tax plam is that it proposes
to give equal treatment to all taxpeyers under the plan, This menns to ekip s
tax yeer for all alike in cvery bracket and start the whole country income-tax-
debt free,

These are my reasonst For those in the lower brackets, the plen vill
obviously have far-resching beneficial results since unfortunate clrcumst-nces of
lngs of income will not be doubly unfortunate bocause of last yeasr's debt.

For those in the middle brackets, the plen will climinate countless personal
and family tragedies, free meny able citizens for public scrvice, cnd step up the
efficiency of American industry by making possible the retircment and pensioning
of executives who are holding on, largely to pay their income tax and never catching
upe

For those in the uppcr brackets, it willl make much less practicel difference
then might appear. First, becausc like anybody else, as long 28 they hove their
income they continue to pay thelr taxesy ond, whon they die, what otherwise would
have been payeble ns income tsx on the taxpsyer's previous year's incomec is
subject to estate trnxes In his highest brackets.

But spart from the practlcel consideretions, the renson I fevor over-sll
application of the principle is beocsuse 1t gives equal trevtment to 2ll txpeayers
under the plan. In ndopting Pzy-As-You-Go by skipping & year, I believe we should
vrent all citlzens nlike. As we turn the tax clock ehend for some, vwe should turn
it ahcaid for 211, md get the whole nation out of income-tax debﬁsgotﬁxe beginning
of 1943.

In gso fer as we want more cquality of income nnd of wealth we czn have thesc
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through the progressive income tux ond the progressive estate tex, but ve should
not use this general income-tax reform, Pry-As-You-Go, wunequially to rcceler:te
indirectly the imptet of progressive toxation, Let us achieve such levelling,
leck of 1t, as we desire, directly through legisletive actisn on mensures
explicitly drawn to serve that purposc.

There is a deeper end perhiips 2 truer vey of looking ot this problem of
correeting our income tax nroctlec equitsbly. HWost 2grec, I suppose, on a
prllicy of taxatiom baged on ubility to pny, with gradunted retes rs stecp or ns
mild o Congrees from tine 1o time determianes proper. lie nrs not wmmindful -f
othor socinl criteris for the impositilon »f taxes, but nresuacbly these would -11
be consistent with ebility to nry.

If we now leok at our troaitionnd income.tox proctice i‘un,ri."smnnt-“lly, ¥ 8o
whot we have reslly been doing 1s to estimate -bility t0 pry in tormg of Lost
yeerts income., Now a8 o matter of obeévrvable Tact, lrst yerr's incone 4o over
fnd one ns income; it 1o £ eriterion of obility to pry snly in €n £or 25 loat
wenrto ineome. remeine ne o residue in ecurrent cclth, or sz it portende incoms
presently to be Jr'gceiVe:d.

The true siygnificance »f the Pay-As-Yom-Go plan Is thet It denies the

#pplicability of last year's income as « critcrin either of current weslth or
of ineome presently to be received; nnd thirefore rejects for : LI nlike the uge
of last yeur's income as & basis of taxstion cecording to sbility to pry. The
plen involves not only the elimination of income-tsx debt; b slenlly it involves
8, changé in the eriterion of obility to puy. By storting ile ney yesr vith e
nevi criterion of ability to »ny, we simultune(ms_sly stert Lt vith 211 citizens
incone-tax-debt frec,

The Trezsury hes devised o modified plan which would epoily to the full tex
debt of snme texpayers and to only n prt of the tex debt of the rest. Concretely,

the: Treugury propnced that the tnhy yvear be skipped for only the normrl tox end
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the lowest bracket rate of surtux (thut is, o total of 10 per cent ond that the
balence of the tax debt remaining should be pald over the next tvo years), this
in addition to current income toies thet will be prysbie in thore years, The
Treasury conceded that this vould leave between 10 end 20 per cont of our texpeoyers
51111 owlng the government for tasxes on their lust yerr!s incomc. Thic group of
10 to 20 per cent includes practicelly oll of the country's technic-l,
administrative, and professional workers, men ~nd women vitel 4p the erertive snd
dynamic evolution of our comntry vho necd frecdom from income-tux-debt dunger o3
muck ag znyone else,

I am inverinbly asked what the Treasury's objectinns are to the plan., In
order te rnower tnis question, I heve znalyzed the sowrces lmown to me of officinl
Treasury pronouncement on the nl-n. These conoist of the followings
(1) Statement to the press by Randolph Paul, August 19, 1942, ~s renorted in the

New York Times.

(2) Press reloose of August 24, 1942, fram the Troisury.

73} Yadio speech by Randelph Paul on August 31, 1942, over the Mutual Network.

{(4) Specch by Randoliph Paul to the Netional Lavyers! Guild, Scptember 26, 1942.
(5) Lett.r by Randolph Paul in reply to Louis Rroufiold in the Woshington Post

of Decomber 17, 1942.

O analywing bocoe scvertl strtements, there appecr to bos fowr principal
noints of diffoerencs.

(i) The Trwswry reiscs the point of wdministrative difficultics. Herce the
objeetion s 8o weak thet the following stitement iz used. "In offect, the Ruml
plan reguires two returns and twn scts of computations to determine one yenrts tox.®
Yes, in offced, that is true, but in foet it i 21l dene at the some tinme 2nd on
the same return,

(2) The Treasury suggste the pnasible danger of inflation. This objcetion
fells inte two parts: {irct, peopls who have saved for taxzes mey spend thelr
savings and, second, people would not-have the repressive influence on their
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spending of a lerge impending tex liobiiity. This erzumont has beon prescatad
stronzly only in the Decomber lottor to ifr. Bromficld. 4s T have said surlier,

tne fow vwio have aecrued thelr taxes are not soendthrifts, and second, the buslen
of curront tux ouyments under the Pay-is-You-Go plin vill be &y srent, of jre-te
“asn, seymends areinst the dobt on lest yuae's income under-our groscnt aoroctice.
In o later sentence, ir. Poul states, "as Cesirnble <3 collection «t the gource

is, it ig unnecess:ry to acdopt it at the coat of forgiving a yueets tex 1icbility.”
This sentonce seems to imnly that there is thousht of collectin: tio yesrst tﬁxes
in nne yecr, in vhols or im part for zone or ell incone-tix mwyers. This ia
evnetly vhot we wont to uvoldd., Conpress fixes tiue income-tas rates sccording to
its juirment es to vhat is proper at the tine. Thoss reles ere fixcd openly, 'nd
ro errry-over of febt 1iability should be sernitted to curry ws beyond', the decision
of Congress «u to ths asseasment to be inpased ewrrently on the inccns-tuv peyers.
If, in ths osinion of some, the bwden should be vrecter, ths evidenee cun be
mresented to Conpress end it will meke on cxplicit deoterminction of its own for
tre country.

(3) The Division of Trx Resesrch of the Trecsury has porsistently insisted
that the Pay-As-You-Go plen be linited with collection ut the source. I have from
the berinninz fovered collection ot the sourct ond huve said so. T think ccllec~
tion at thc sowrcao improves the Pay-is-You-Go plon. But collsetion ot the scurco
is not inlisvensable for Pay-is-You-Go. Accorcdiagly, 1Y colliction «i the source
aroves imorectical or inneceptublo there is no reascn for not huvin: the benefits
of the Pay-is=You-Go plin anyway. I beerne purticularly woprchensive atout linking
Pey-bg=You-Go too closely with = withheléing tie wfter «n incident before Sengtor
Clupikts sub-comnitice on the wliihelding tex chich Sonitor Clurk deseribed in the

Tork Tivin of fwmst »0, 1940, On the gome <oy thet the Diviaion of Tex
Aesnareh s Advoe.ting collaction nt the sources, the Colloctor ol Internzl Revenue,

csoother dewgretment of the Troasury, 'rolsed a mmber of objections® to it, Under
the circumstances, it seemed to me that I had gone far emough in expressing favor

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



-13-

for the withholding tax without tieing up the Pay-As-You-Go plun in a con‘roversy
that was in no way crucial as far as the Pay-As-You-Go plan was concerned. I gladly
support the recommendation for collection at the source, but not at the risk of the
Pay AS You Go plan itself. As a matter of fact, I doubt whether we can have a
withholding tax at the neceded high rates without first adopting the Pay-As-You-Go
plan.

(4) The last objection of the Treasury centers cround the question of giving
cqual treatment to all taxpnyers. I have made the suggestions which you have heard
{or eliminating "windfall® cascs , but thise seem not to satisfy the Tfeasury
since they do not and are not intended to affcect the higher brackets that are not
"indfoll" eascs. It has been my feeling that, cxcept for "windfalls", all citizens .
vhould be trented alike und the tux year should be skipped for all.

I feel that the Treasury misjudges the political tides because it is too
close to the waves., I believe that the country is tired of indirecticn in the
attempt to uchieve a levelling beyond the explicit acts of Congress. Equal tront-
nent for all by turning the tox clock ahead for all alike has been a point of
vrinciple that I have felt worth while defonding.

But this point of principle is one that Congress properly will decide. If
the prineiple is not so important, or if T have wrongly construed it, then I must
point out frankly that it is cntirely practical to draw up a Puy-As-You-Go plan
that would leave a residue of debt remainihg to be paid Wy texpaycrs in the higher
rackets. Soveral proposuls of thisz sort have been suggested, but none of them,

‘s they stand, iz satisfrctory because the rosidue of debt remaining is not
arficiently closely rolated to ability to pay. But a plan could be drawn up that
wwuld leave o residue of débt payable .and at the sume time relate this debt
;hurpiy to the taxpayer's ability to pay.

One criticism of the plan that has boen mude Uy some, but not to my knowledge

y the Troasury, stems from a feeling that somehow it is wrong to cuncel 2 debt.
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These critics would like to gel on n pay-ts-you-go basis in 1943, btut retzin the
taz liability for 1942 us well, slthough they recognice thut it must be deferred
or apreasd over many yenrs. The effuct of all cuch proposals is to complicate the
problen, to loave a disnerceable debt overhanging millions of texpeyers--z debt
that would be a perpeturl football of polities-—nd to inercase beyond the will
of Congress, o8 expresscd in legislated income-~tna rotes, the burden of payments
to the federal government assessed on the individual taxpayer.

The {eeling that it is somchow wrong to cancel a debt runs very deep and it
18 reopuctod in guarters whore the feeling Itsclf 1s not shared. It is not cnsy
tn {ind the renson. Certainly it is a common practice, as evidenced by the exper-
icnee’ of banks ond other comaercisl institutions, to reorgenize debtor-creditor
relations without nrejudice, upon the initiative of cither party, whenever it
becomos nacesssry in furthering the best continuing intercsts of both. Removal
of debt lisbilitics in tinis wny is considered o menns of preserving the integrity
of the relationship and » recognition of joint interest in a future wolfare. Tt
avedds the deeoit and Littornoss ohrreetoristic of cvasicon ond default,

Certeinlyr the cancolling ~f debt In order to further the wvelfore of all
concernad has hed the high spproval of ague-old morl authnritics., Arn interesting
contemporary commcnt has bewm sude on the plan itszlf. A writer in the Information
Serviee of the Federnl Crancil of Chwrches, aftor deseribing the Pory-As-You-Go plon,
goes on te soy, "At the meetings of various inter-dencminational organizations held
nt Cleveland in December, a1 member of this Department's stafi’ informally inter-
visred 2 nunbor of church ~lficials nnd found thass eonsultoed unffurmly in favor
af the plan !

There is aloe u special resg.n why tho linbilitics which have arisen under
our income tan procodure may proporly be sct aside as I have suspested. These
liabilitics arc not debts such as thosc which arise in the oxchznge of money,

neeoerty, or services bitweon private individurlsg. They ecsnnot be romeved by
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imposed levy by o legislative body under o traditionul practice of agssessment
recognized by 2ll to be defective. This pructice was in fact so defecetive that in
1942 not oniy was the income~tnx debt itsclf so imposcd, but the amount of the debt
wig not cstablishied wntil October 21, 1942, nerrly ten months after the taxcble
year begnn,

There would therefore appear to be noither practical nor ethienl grounds of ¢
penernl charrceter for not cancelling the old income~tux linbility if that secms the
bhosi wny of solving our problem. Morcover, in view of the defeet nnd Ja%ly in cur
income~tiz law there i sound and just rcasen iy the corrcetion should now be mede.
At this time vhon citizens will bear imore tex burden than ever before, end when the
cypnectation of additional burdens is in the minds of €11, Congress muy well extend
r. £1lendly and - helping hend to the nation's texpoyers. Congress may well remove
the distress of income-tax debt from the wnfortuncte whose ineomes fiil,and tho.
forr of income-tnx debt from the rost of us.

Brondly speaking, what will the plan necomplish?

The Pay-As-You-Go income tnx plan is a three-way plan,

First of all, it is « plan thot will relieve thouscads of citizens from
hardship ond distress nrising from income-tax debt, and that will bring poace of
mind to milliona more wvho are in lncoumc-tex-detvt dinger.

Second, it is n method for cleaving the decka for en wll-out war-finnncing
program. If we can all be frec of income-tax debt on the first of next yo-r, we
cuon start on & pay-as-you-go basis ond siny therv. If we need high withholding
texeg we can have them; if we need to supplement voluntary sevings with compulsory
savings, we can do that too. But whatever iu called for, it would be paid out of
the current yorr's ineome as an assessmont on tho same year's inceome., We would
not be paying for dead horses whilo we are fighting a war.

In the third placc, the Puy As You Go income tax plan is the best kind of

financial planning for tho post-wor period. Our policies ean then be forward
looking, not backward looking, We will not be trying to collect imcome taxes from
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people who are wncemployed; we will not b debating whether we should collecet tuxes
o 1941 incomesg from men demobilized from tho craed forecs. We will not have o
sacnéing spree in the first little beomlot, Fiwneced on wneid taxes, and then o
trex-dobt hosduche it incomcs should arop of £ for - yuor or so.

The chrnees of getting the new yo.r 1943 »n = pay-as-you-go basis secem t9 me
e b distinetly pood. I feed that o Pay-ds-YouGn plan in o form aceceptable to
Crnzress will certainly ba adopted, boesuse incone-tax peyers want te pay their
taxis nnf& current basis, they want to be free «f income~tax debt and they knew
it con be done without hurting the Treasury end without paying tws years' texcs in
me. The texpeyers lmow thut Pay-As-You-Go solves the problem simply and foirly
R4 skipping an income~tox yesr. Thoy lnow the whelo trouble wis coused by o besie
defect In ~ar dncome-tax i vhichk hes existe! from the bcginninf, that of payinzy

ro tey n st your's ineome out of this year'!s receipts. This dofoet wns not

their foult and they xnow it. They want it corrected and they want to be on o
poy-ng-you-rn bosis in 1943,

Ensurh time has elepsed since the plan went to the Treasury and since it wag
mede publie befnrs the Sunete Fintnce Committou bo permit the development of
criticism, suggestions, od modificetions <8 the »lan. The critics have not been
veglicont an? T feel surs that the -bjectisns which have been raised are the regult
S paingteking examinatizn. At the sume timo, the lack of force in tho objeoctions -
which have been male te the plan has baen apprrent to press ~nd publie alike and
bt boon the subject of natlon-wide corment.

It secms to me Lhet we ere repidiy approaching the time when the Pay-As-Yeu-
Go plin will be dn the renih of legislative action.  The necled decisions and
compremicen wero the eppropriste resnossibility of Congress. The cvidonce is in.
Lot ws huve earncst.congideration end early action.

As & wition of individuals we will ba hettor obla to mect the present and to

attachk whatever the future hes in store for us I s ave vadd vey 3o o Toaoe v oy,
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