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7hat the rest of the speakesrs have to say might have some impact upon the
kind of an excess profits tax that may emerge from Conyress, but, in view of
com itments, 1t would be surprising if anything that can be said now about altern-
ative corporate taxes were in any way to affect the course of tax legislation in
1950-51.

To avoid misunderstanding, I wish to state at the outset my basic position on
a few issues;
1, Taxes on profits realized durinz the emergency must be increased substantially,
one way or another, if not by alternative corporate taxes, then by an excess pro-
fits tax.
2. Iiigher gorporate taxes should be enacted without delay. A "wait and see” tax
policy is extremely risky at this juncture, [Lconomic instability is dangorous as
recards national security and the preservation of our free enterprise system.

The prononents of a "wait and see" tax policy, whether whistling or not,
are in the dark.

The plain facts are that inflation is canterins. A gallop is imminent unless
arres’ed by stronger fiscal and monetary measures., This requires eliminatiom of
postponable expenditures, expenditures of low social priority and a step-up én
the slow moving program of eradicating wasteful expenditures. It necessitates
higher taxes, with top priority assi-ned to taxes on profita.

The spindly and speoulative supports for a "wait and sae” tax policy crumble
under the weight of evidence that grinds to the unnleasant but inevitable conc¢lu-
sion that there is no escepe from higher corporate taxes. <the alternative is
accelerated inflation.

The fact that the lederal cush budgot is ocwrrontly in approximate balance
is a favorable factor. sBut blueprints for defenso expenditures are boing speedily
transformed into actual expenditures. 4as thesc delayed expendituros catch up, a
largo federal cash deficit is certain to emerge., Thore is nothing on the intere
national horigzon that warrants discountinpg tho prospoct of high federal cash de-
fioits for soveral years.

But despite tho rolatively favorable fedoral budgot situation throughout 1950,
sovoral inflationary factors havo boon at works tho cash doficits of stato and
local governments, oredit oxpansion, activated liquid assots, rounds of wage in-
cruasos, rounds of profitoering and so forth. To hold against a conjunction of
somo or all of thoso factors would obviously requirs a largo fedoral surplus,
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To stop inflation it takes more than a monthly peek at the cumulative federal
cash budget to see if it is red or black,

Inflation has not been stopped, It strides unarrested, roughshod over the
economy,

Taxes are high, Nobody can embark lightly on a program to make them higher,
But the alternative to more taxes is more borrowing and more inflation, Unhappily,
the choice of no more taxes and no more borrowing is not available, The defense
expendi tures cannot be denied without imperiling the nation, The emergency is al-
most certain to result in both more taxes and more borrowing and inflation,

The problem is to minimize inflation by efiective taxation and management
of the public debt,

Both taxes ani debt must be kept down to the lowest level compatible with
the attainment of our economic and other social objectives, But neither higher
taxes nor higher public debt will perm-nently injure our economic genes, More-
over, in emergency it is proper to be less rather than more preoccupied with the
perpetual economic problem of maintaining balance between current and future pro-
duction and needs, Effective management of the economic problems of each period
is perhaps the surest way of preserving the free enterprise system and the Ameri-
can trend of economic progress, This is no time to default upon our collective
responsibilities to support the more obvious essential economic policies so that
we may do homage to some dimly discerned economic requirements of the future,

The fear is that high taxation may slow capital formation in the emergency
to the prejudice of future production,

One way or another, capital formation must be adequate to maintain the high
levels of production required during the emergency, DLut the pattern of capital
formation gets distorted, Scme plants may be permitted to run down, either be-
cause they do not fit the emnergency production requirements or else because they
fit it so well that maintenance cannot keep pace with intensive utilization,
Other plants are specialized, peculiarly suitable for emergency production but
uneconomic for other production, Government money seeps into the financing of
capltal formation during emergency periods, through direct investment, guaranteed
lcans at sub-market rates of interest, special amortization, various styles of
payment on contracts, and perhaps other ways,

The immediate issue is whether with lower taxes on profits the distortion of
the pattern of capital formation and the extent of government participation in
financing capital formation would actually be fundamentally different than with
higher taxes on profits,

Because emergency production falls outside the boundaries of usual risks
assumed under the free enterprise system as it operates under peacetime conditions,
it is not clear that even if it were practicable to finance an emergency without
high taxes on profits, the maintenance of low taxes on profits reaped from emer-
gency production would result in turnin: over to the post-emergency economy capital
equipment which either in volume or in pattern would be more adequate and suitable
for peacetime requirements,

Against this uncertainty is to be matched a certainty,
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If profits arc under-toxed rolative to the rownrds for the other fectors of
production, won.y wag.s will be pusiwd up by succussive rounds of incrcase.
since inflstion hos not buun arrcst.d by fiscsl and monctery woosures :nd token
controls clr.ady instituted, these rounds have becn put in amotione & belated
strong iiscel and aonctery policy, if too bolatud, would nc.d to by so rustric-
tive to cwrd inflation Jficctivily as to place the frue untourprisc systum in the
sam. uncomforicble stroi ht-jacket ~s rn cffcetive systum of dircect controls,

Fricnds of the froc untoerprisce systom, tiosc who would like to stove off
dir.et controls :rd .ive the _oscersl iisc:l rnd monctary controls o chance to
work within the iramcwork of th. free cnterprise systum must become militant
opoonents of a Mw-it ~nd scu" tox policy.

I do not anticiprte thot mony, if ony, of the speckers participating in this
s;mposium are hore to proaisc the uxcess profits tax. Rt unluss acceptable sltere
notive corporct. tnxes con by formuloted, our public risponsibility is to resurruet
the uxcess profits tox, not to bury it.

It will not tokce long to uxplore the rlternative corporate tesicse My subjoct
is much nnrrower than sltornative taxess it is cltornstive CORPURATE texes. Thus
I m spared the tesk of p r-ising in o fow minutcs o wiae arr:y of potunticl
rov.rue sourcese I lunve to the symposiums of th. futurce the gencrel seles tox,
the soendings tos, the velue added tow, compulsory lons, a tox on incroeas.s of
person.l incoii, .nd otherse

I confi.c mys. 1{ to the onc specific problum: if for the durction of the
uvmerguncy substonticl (ddition 1 trxes are to be levied on corporatw profits,
is thurc o butter wy of _otting the revenuc thon by impssing - n cxcess profits
tex?  sor purpos.s of proliminary rnoalysis I assune thet the type of tax sclucted
will Liove no bearing upon the wmount of revenue that it is practicable to raise
from corporcte profits. I wdish to mcke it clear, however, that in circwastencos
vhen 1t is dmperctive to (o 21l out in the texation of profits, the acceptability
of the muthod of texation shiould bu » eritic: 1Yy inport-nt considcergtion in the
ducision whether to cnoct on wreess proaits tox or some alturnatives

The olternatives sres (1) to incroasc the corpornte income tex rates by a
uniform nunber of points or by o wiform purcentrie; (2) to incrcasc the rates and
chrie the scopu of griduntion; (3) to inercasc the rotes ond differontiate as
buetween rotnined and  distributed profiis, in favor of (2) uithoer reteincd
proiits or (b) distributed profits; -nd (L) cither ssparstily or in combination
with cny of the first threo nothods, to brozdun the corporate income tax basc,
cithor by sweeping in more items of reczipts or by swe.ping -t somc of the
d.ductions prusuntly r~lloweble.

I sholl try to prescnt the rnilysis in turms of the objuctives of higher
corporat taxes and somc importent considerations which must be brought into focus
in deeiding the bust way to durive the oddition:l rcvemue from corporate profitse

Sincc the uxeuss profits tnx baso is much narrowor than tot2l corporate profits,
1t tokes more points of cxcess profits tax rate to yilld the s»m¢ amount of revunuc
W oaddition. L income tast. -
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In the four years 19L2-L5 combined, the excess profits tax base was about L5
percent of totzl corporate ..et incoue. This is before adjustment for relief which
has shifted and will continue to shift large amounts of profits realized during
World .ar II out of the excess profits and into the normal tax bine The final
figure will be lower than the preliminary L5 percent. Also, Decause of the diffi-
culties encountered under the several varieties of World Wars I amd II excess profits
taxes and the rough approximations of excess profits attained under the best of them,
the Congress is not likely to hew too close to the normal profits line in its 1950
effort to determine what are excess profits. The percentage of total orofits that
can be expscted to be classified as excess is almost certain to be substantially
lower than the average for the VWorld ‘.ar II period. #igures as low as 20 percent
have been used to support the practicability of an excess profits tax that would
avoid entagleient in that no man's land where the overnment and taxpgyers become
embattled with their disparate measures of excess,

The thinner the slice of excess profits the higher st be the rate to yield a
»ivecn amount of reveiwe. A iign rate that apylies to surplus or windfall prefits is
less damaging to production incentives than a lower rate that impinges upon nececsovr
rewards., It does not follow however, that if excess profits are defined conserv.
tively an ell out tax attack may ve lawiched upon them with economic impunity.

There are defirite practical limits to wmaximum excess profits tax rates.

Beyond these liamdits the inducement to wasteful use of scarce resources breaks
throu_h the restraining barriers that preoccupied tax adiinistrators can shore up
against the leakage in the tax base. jiobody krows precisely what the maximum feasi-
ble excess profits ta: rate is because it depencs on an assessment of imponderables:
how preoccupied are the admiristrators and how lax is corporate management in the
face of netioncl cdanger. Bxcess profits tax experience amply deitonstrates, however,
that the usa:zimum icasible rate is substantially this side of 100 percent, perhaps
somewhere near the 00 percent boundary. By betier policing of expenditures for
such items as advertising anc business traveling and entertainaent expenses and per-
haps other tainted with an odor of boondoggling, the fcasible maximmam excess profits
tax rate can probably be pushed up a few points beyond 30 percent, but probably not
beyond the Vorld Var Il rate of 85.5 percent.

The income tax rate for the large corporations, those that are the major objec-
tive of an cucess profits tax, is now L5 percent. If for illustration favorable
assumptions arc madey corporate profits of O billion cdollars, that of this anount
LS percent will be cxcess, the same percent a8 in the four year period 19L2-LS, and
if further it is assunmed that the maximum feasible excess profits tat rate will be
85 percent, about the Sane as in orld war II, then an excess profits tax would
yield over seven billion dollars of net acdditional revenue bccausc of the additional
40 points that would apply to tho wuxcess portion of corporate profits,

The excess profits tax cannot be ruled out on the count of low rovenue potuntial.
Butwueen the income tax ralc of L5 percent and a maxiwmum cxcess profits tax rate of
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85 percent, approximat.ly thc liorld War II ratc, therc is room for- recalization
of a lar,c amount of revenue Irom uierguncy gencrated corporate profits. _1_/

To summarizes the higher mar inal rates required under an oxcess psrofits tax
as against an income tax is a point against it. “he dificrentiation of cmergency
guncratud profits from other profits is a point in favor of it. uorcover, if World
dar II proportions of uxcess profits to total profits arc uscd as a standard for
differcntiating the emcrguncy cruated profits, it would appear that there is plenty
of room to manocuver with an cxcess profits tax ratc to take a couple of bitcs out
of thesc umergency gencrated profits, as circumstancus requirc.

The diificulty with this scoring of an excess profits tax as rugards the points
considerud so far, is that it assumes away thu basic policy issuc which must be
sutticd in adverce of analysiss can the orld War II proportions of uxcess profits
to totzl profits be attuined in any style of a 1950 cxcess profits tax? If the
basc must be manipulatcd upwards to reach an acceptablc basis for the differuntiae
tion between omergenc, zuncrated end normal profits, to a point where the rovonus
potuntial is jutted, the casu Ior an uxcess profits tax is weakuned.

To be worthwhile, the revenuc potential irow an cxcess profits tax must be h:g.
cven if the revenue from the law as iirst enacted is note The next bite at excesi
prolfits may ot be the iaste It will cepind upon the unprudictable intunsivy, scope,
and cduration of the inturnational cuergoucye

There must be somc room to menocuver the basc or the ratus of an uxcess profits
tax to makc its yicld rusponsive to changing revenue requirements. as the corporate
incoue tax ratis move up irn resnsonse to uvmergoncy requirements the differcntiation
will bs weglioning just whon the case for differcnticztion is str.ongthening. To
maintain the relative position of the uxcess profits tax in the ruv.nuc system in
circumstancces of such an unfolding cmcrgency it would be nucessary to broadun the
basu. This can bec donc only by enturing the arca of profits, wherc the basis for
differurnitiztion is so uncertain and arbitrary as to lack any foundation,

Admiticdly, there is plausibility in a contrary viuwe It is rcasonable to
maintain, as I do not, that sn cuxcoss profits tax should boe cnacted cven if the
slicc of uxcess profits must be kopt thin to muct acceptable standards for the
differcntiation of cmergency profitse after all, overy billion reis.d from this
source rielicves some othicr hard presscd source of incomce

Whatover is good judzument as rogerds these and other cxeess profits tax
issues, let the relevant consideorations be woeighed without invoking mystcrious
insightse. In their dubious capacity of political alchumists, somc support an cxcess
profits tax not on the meritorious consideration thot it dificrontiates in a maanor
that altcrnative corporatc tases cannot, but, admitting unsatisfactory diffurcntia-
tion and all its manifold faults, thuy still alloge that an cxcess profits tex
creates a salutary tax illusiong thot umergency profits arc under an all out tax
sttack and that other revenuc Sources heavily taxed arce thus being relieved from an
otherwisc overwhoelming assault.

y If loss then the full rovenuc potuntislitics of an uxcess profits tax
is to be exploited in the lumediste futurc, then the concession should
oc in the dircetion of narrowing the vasc instead of reducing the rate,
becouso the justiiication of on cxeuss profits tax rusts primerily on
the distinction botween cucrgency gencrated ond other profits. Mani-
pulation of the basu can chonge the degroe of certainty with respoct to

- this diffcerontintion; manipulations of the rate cannot,
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Thus strateqy takes over where loric emds. Rut is it illvsion and is it
salutary? T doubt it.

Tt is ovr business to wive ont, not create, illusions that serve to befog
the nmlic understanding of econoric issues. “.ith widesnread dissenination of eco-
nonic inforimtion 14 is not easy to create a good illusion. fhe nublic 9s alerted,
wary aad sufficiently aw-re of current tax issues to insist that one vay or another
nrofits be limited durinz the emersency neriod, If the intent is not to wield the
excess nrofits tax axe to attain this objective it would be better not to sharmen
this instrument in the hone of cantwring the imaginary benefits of a tax illusion.

If the emergency becomes more acute, and even if it does not, once the actual
defense exnenditures sunnlant the »rojected expenditures, it will be necessary to
pull many Jlevers at once to contain inflation. MNuch higher taxes than are in cur~
rent discussion will be necessary, nartic:larly if an all out effort is to be made
to hold the line by fiscal and monetary measures, without nrice and wage controls.
Rut even if n»rice and wa~e controls are teamed up with fiscal and monetary measures
their success »ill denend, in substantial mart, unon hizher taxes to reduce the
inflatinonary nressures originating in nublic borrowing and higher income flovs.

The question is whether an e:icess nrofits tax is sunerior to alternative
cornorate taxes to heln of¥set inflationary nress+res.

It is customary to assume that wase controls would be iimossible without
an excess nrofits tax. But if, as seens likely, business i3 wmore earer for some
alternative cornorate tax and is willinr to assume whatever additional tax burden
that may be determined by Concress as its anpronriate contrim-tion to finoncing the
ener-ency, then it is questionable whether they should be deniecd their nreference
because it is assumed that laher's vae nolicies would be affected materially by
the tyme of cornorate tax rather than the amount of tax levied on net nrofits.

The profits both hefore and a’ter tix are material. Dven if nrofits after
tax are stahilized an enornous srowbh in nrofits before tax vold reflect the
rovernment's failire in its strugsle a~ainst inflation. Tnflation is labort's worst
tax, and in the very real unconfortable nosition of labor durin~ inflationary ner-
iods it naturally and rightly invei~"3 against cornorate »rofits and would do so,
even if corvnorate profits after tax wviere decreasing.

Tt is less the size of cornorate profits hefore or after tax than the broad
irflavionary rovement and the rovernment's failure to cooe with it successlfully
that induces the successive rounds of ware ircreases and that feeds the inflation.

Similarly, if the novernment failed to arrest inflation, wage controls would
be no more or less feasible with an excess nrofits tax insteacd of in equivalent -
revente nroduacins alternative cormorate taxe It may be sound nolicy to flail in=
flation with talk about hish nrofits. Put it is not easy to see how heating the
profits Jrum with an excess profits tax vould heln more in the fipght ajainst in-
flation than beating it +ith some alternstive cornorate net incore tax of equiva-
lent wei~ht.

n
"

The energency is of nncertain duravion.
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An cxeuss profits tex dcs b ~ge vwelle At bust it is structurally fuuwble
vhon launch-d, nd 8 the cc muy devilops, it proms prgressivily worsc with the
aere pessage of tince Por this roeson to, I conclude that in the prescnt cir-
cuastonees it wwuld not be desir-blce t» iipsc "n uxecss profits tox.

Figh taxcs n corp rote pr-fits lovied during the cmergency should be »f the
type thit crn readily be tronsf rmed into ~noccecptrble ¢ mp nent »f 2 poacctime
trx systume The wxecss prafits tox is not.such an rceuptable ¢ mpnont. It is a
tump ve

But more then thety Bven 08 n ocacrpeney tex, on excess profits toax fails ¢
neet both cquity »nd cc nmic gusts.

48 rueoords cquitys | IT the priacry justificatin of this frm .f corp rrte
tm: is the diiferuntiatin betw..n vucrgeney +nd norm: 1 profits, the diffurcntice
tirn shmld nyt be e niined to the pradits o leroe corporotins; it shauld cxtend
at leest 0 s.anll ¢y wrrtl ms rnd urine wp r~tud businessus nnd proicssi.ons. In
a1 unt, unine r) rated profits of bus:.m,ss, professin:l, form »nd rontel incoaacs
¢ mbin.¢ substrntialls \.J:Cu\.;ds cowryrrte profitsy cnd vhile the rote f incrcesc
ia the A, regate of such ine wacs hes mot nivtched thic t of ¢ rp rote profits, »
distributin f the L 4-1 by clawscs f percunt incrensce would show subst-ntinl
reas L uniseory rotwed pr.ofits vhich miateh the phenacn:l reeent ~dverce of
corp rate srofits.

Similerly, vhilc profits £ smcll eorporotins with less then 425,000 inc me
are only o osarll percentnage of the ttrl corp rate profits, o dotrdled brenkd wn
f these ¢ornorati ns by industry ~nd size >f firm would shw substcontisl humburs
ond substrntisl mawunts Of profit of cmerguncy rigin that showld qualify £ ¢ the
specinrl ciieccss profits trxe

There we, f cwrsg, »d roens 8 L cxcluding smrll ¢ rooreti ms and
unincrp rated business frm M cxeess profits toax,

As regards smcll corp roting, s> ling ns unine rpor -tud business is cxcluded,
their inclusion would stimmlrote disineorpretim ~nd distort frec chohice with
ruspect to the o »f doing business.

The inclusim of the large numbers of unincurp rated busincess is not practical
buesuse of the difficultics of distinguishing the business {rom the swmers »f the
business ind becouse of thu udmicistrative ond compliaonce probloms,

The cccounting systums aid iincneisl menz,ement of smnll business cntitics,
vhother incrproted or noty, are no match £or the wizardry roquired by on cxcoss
profits truc,

But cvon if it werce practicsl ©9 Sweep 211 smnll business entitics inty the net
of mn cxeess profits tax, it would not be desirable to do so fur recs ms that
tronscoend uquity ¢ nsidirati mse Tho lorge corp ratims con take tho punishment
°f a crude tox much botten thon sm-ll businusse In the intorest of prosurving the
frou unturprise systum ond kueping it competitive to the fullest procticnl cxtunt
in emorgency, nd porticularly boyond the urergency, ‘the sc: DG »f ~ny «xcess profite
trx should be kept norraw oven though this viilates acecpted stendords of tox
Justicue
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So far, camparison has been made between business units. Now consider
the equity issues as regards the owners of the business units.

It has alvgys seemed to me unfair to beleaguer the excess profits tax
with the charce that it departs farthest from the objectives of an integrated
corporate and individual inoome tax, that the combined taxes are thrown fur-
ther out of rational aligmment considering the relative tax paying capacities
of the stockholders. By definition, an excess profits tax that effectively
differentiates between emergency and other corporate profits will not accom-
plish the same aligmment of combined corporate profits - individual incame
taxes as an integrated income tax system which treated every dollar of income
falling into the same income bracket alike, regardless of origin. In the
first case the emergency dollars are reduced to standard dollars before being
fed into the progressive tax mill; in the second, they are fed into the
progressive tax mill without prior adjustment and although the emergency
dollars are clipped under either procedure, they are not clipped to the smme
extent, and the distribution of the aggregate clipping among stockholders is
radically different.

This type of conflict, between the principle of progression and differ-
entiation is familiar under the incame tax. It is encountered, for example,
when tax concessions are made to recipients of earned incame, capital gains,
gifts and bequests and imputed incames of various kinds. In all these cases,
difficulties arise prirmarily from the fuzziness of concept, whereas in the
case of the excess profits tax the difficulty is partly this, but mostly that
of measurenent.

A valid objection to an excess profits tax is not that it is incompatible
with integration. It should be. It is rather that this incompatibility can-
not be justified when the excess profits tax: stretches to embrace profits
that are clearly not of emergency origin.

The equity issue at the level of the ownership zroup, the stockholders,
is more significant when raised against the chief alternative to an excess
profits tax, namely, a flat point or percentage increase in the corpdarate
income tax rate.

Ever since the corporate incame tax rates were moved up in World War II,
but particularly in the past quinquenium, there has been much pointed public
discussion of income tax integrations The Tax Institute and the National Tax
Assocliation stand ocut among the organizations that have contributed to the
clarification of the issues which must be resolved in a solution of this eom-
plex problem., A distinguished committee of the National Pax Association, under
the chairmanship of Professor Groves, made its timely final report on integra-
tion in september of this yeare The Committee stops at Korea, Its terms of
reference did not require it to express itsclf on the issucs before this
sSymposiume

As regards the structure of the corporate income tax and the integration
problem, I have little, if anything, to add to my article in the National Tax
Journal of June, 1949, prepared early that year.

The situation then was not the same as now, but several factors were
similar, Inflation, if not roaring, was audibly purring along, then as now,
At a time when the Federal cash budget was running a surplus, much larger than
the most optomistic ever anticipated for 1950, a four billion dollar excess
profits tax was under consideration for the purpogpe of closing an anticipated
deficit, much smaller than the one which looms ahead,
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I believed in 1948 that the economy would be served best, not by an
excess profits tax, but by hizher taxes on cornorate profits under a eor-
porate income tax reconstructed in the direction of jntegration. 4Again,
I an not in favor of an excess profits tax, or any othor spocial emergency
tax, unless there is a clear praponderance of evidence that the emergency
would be so much betterserved by it that it is worthwhile to nostpone the
actainment of reneatedly nosponed tax reforms.

Early in 1949, T came out, fundamentally, for the same intogration
plan which the Committee of the National Tax Association now roecmmonds
for peacetime. The Committee seems to have doubts about the suitability
of its basic plan for an econouwy hard pressed by inflation, whereas I
would proceed with its immediate irmlementation.

The essential elements of the nlan suggested by the Committee of the

National Tax Association is to differentiate the corporate tax rate in
favor of distributed nrofits, with protection accorded small corporations
by mitigating or even eliminating the rate differential for the retained
profits £ small cornorations. 1/ A combination of rates of LO percent
on distributed nrofits and 60 percent on_ retained orofits, with cushions
for small business in the snirit of the National Tax Association Committeets
plan, would easily yield the four billion dollars of revenue from corporate
profits currently sought from an excess orofits tax, and more equitably.

Now L shall try to answer some pointed questions. *hy attemnt to
eradicate longstanding inequities in the middle of an emergency by adopting
measures that would aggravate inflation? Have not the British, sensitive
to the requirements of an intograted c¢ornoration and individual income
tax, nevertheless adopoted the Mational Tax Asscciation plan in reverse,
imposing in 1947 a higher sunplementary tax on distributéd profits than
on undistributed profits to offset nrecisely the kind of stimulus to cor=
porate profit distributions that their basic intugrated incaws tax systom
engenders and that the ¥ational Tax Association nlan would engender?

The inflationary impact of an increase in dividends is usually grossly
exaggerated. Per contra, the inequities from an wmimtegratod inoomo tax:
and from every avgravation of the integration problem are undorostimated.

The inflationary impact of higher profit distribution is overestimated
because it is not annreciated that such a large nart of the dividends flow
up the income hill. They are clipped by steenly progressive rates and the
remaining balance is less likely to enter the consumotion markets the higher
the income of the recinients. !.hether dividends enter the investment markets
will make little difference, if any, as regards inflation sir.ce one way or
another investment will be financed to the limit of the availability of
resources to meet the productiocn requirements of the emergency.

1/ The precise snecifications of the plan, including the precise
= role of graduation as a further element of relief for small
corporations, are not imnortant for present purnoses.
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As regards the lower income recipisnts of dividends, a larger proportion is
left after the tax and a larger proportion of the balance will be spent in the
consumption markets than is the case with the higher income recipients, Such
expenditure will be inflationary, but even here the crontribution of an augmented
dividend flow to inflation will be mitigated bs a reduction of the pressures for
wa;e ircreases and by a greater response to patriotic drives to increase saving.

While the bulk of the dividends flow to the higher income recipients, the
dividend recipients with incomes under 5,000 far ouvtnimber those with higher
incomes, For the calendar year 1947, individuals with incomes under #5,000 re-
ceived only one-fifth of dividends reported but constituted two-thirds of the
number reporting dividends, 1/

On balance I conclude that the contribution of dividend distributions to in-
flationary pressnres under conditions of full employment of resources and steep pro-
gressive individval income tax rates is not great, tut that the inequities from an
unintegrated high cormorate tax on profits are serious and unwarranted,

I have been silent on two previously mentioned alternatives - an all out gra-
duated corporation tax and a broadened corporate income tax base,

An all out gradiated corporation income tax would depart further from inte-
gration without even the pretense of differentiation which is the foundation of any
excess profits tax, I pick the excess profits tax over a graduated corporation
income tax which extends in scope beyond the point required to foster the growth
of small business, Graduation of income tax is no substitute for an excess pro-
fits tax whether graduation be applicable to corporations or to individuals,
Additional graduated rates proved to be a sufficient reason to omit individuals
fron the scope of the 'forld Jar II excess profits tax, but it was sufficient on the
basis of broad policy, not because anybody who understood the issnes thought that
graduation of rates is a substitute for differentiation,

I feel justified in omittin~ from discussion the remainin: alternative,
broadening the existiny corporate income tax base, bot™ by the pressures of time
and becavse I view this as a marginal potentiality, unaffected by the method of
taxing corporate profits, Indeed, the pressures to narrow the corporate profits tax
base are stronger than the pressires to expand it,

;/ There were about 3 1/2 million taxpayers who reported cdividends,
Nearly 2 l/h million of these were reported on taxable returns with
adjusted gross incowe of less than $5,000, and nontaxable returns,
But, these lower income returns acco'nted for less than ,9 billion
out of th: total aaount of 4,3 billion dividends reported, For 1948
these lower income returns accornted for .8 billion out of 5,0 billion
divicends reporte.,

Both the am.unt of dividends reported and the number of dividend
recipients exclude dividends not exceeding {100 per return reported
as other income nn Form 10LOA and ail dividends received through
partnerships ana fiduciaries,
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In conclusion, I sincerely hope that the Congress will formulate the 1950-51
legislation along the lines of the National Tax Associatinn “ommittee's recent plan,
but with specifications to meet the enomous revenue requirements of the emergency,
We need, not a temporery excess profits tax, but a permanent integrated corporate
income tax structure that is bvilt to yield, in a more equitable way than either
an excess profits tax or a percent increase in the present corporate income tax
the large amounts of revenue that can properly be expected from corporate profits,
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Crp rati m roeturns, 1942-45

(Glmoy fijurcs in wdllions

f d1lars)

-12-

19h2

7 ] ¥
1943 1944 1945

]

Total numbor of roturns 479,677{ LS5,39L | L66,796 | LSL,Lé0
Recturns with no net ine mes 2,723 6.766 g6 18. 106
Mubcer 172,72 136,7 123,563 § 118,10
Gross inc.no II,E?§ 8,096 9,220 13:39'
Doficit 1,001 399 819 1,026
Dovidends ridy
Casli tnd nsscts otier th.n stock 117 97 89 163
Stock 3 5 5 P
Loturns with net incaey
ruabor 269,942 ; 283,7351 288,904 { 303,019
Gr)ss inc e 205,070 2LO,L79 | 252,712 | 230,838 "
Inc llsls) tox h,338 h’h79 h,35ll h,la3
uxeoss profits tex 7,9191 11,bké6§ 10,530 6,612
Toted Ta 12,256 15,926 14,834 10,79¢
Dividuends | .nidg
Cosh i@ rsscts ther thon stock 5,490 5,031 5,969 5,918
3vock ! 70| 220 |! 2h2 |! 325
Troiable wieess profits roturnsg &% &
thuaber ”002 O :202 55 912 52 097
ixeess profits not inc uac 17,004}  22,3071] 20,4721 1L, 105
Adjustud cxeessporHfits net incomc lQ,).t95 1,553 12,936 8,368 _

Sourccy Statistics °f Incamc, 19L5, part 2.
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COrPOML.TE PPOFITS, SELEZTID Y@3ARS

(Billions of dollars)

- Corporaté prorivs
Corporate after taxes

Period profits Corparate Undistri- Inventory

before tax Dividerd buted valuation

- taxes liability Total payments profits adjustment
1939, . . . . 6.5 1.5 5.0 3.8 1.2 -0,7
19hh. ] . L ] L] L] 2h03 13.5 10.8 b’? 6'1 .003
946, , .. .. 23.5 9.6 13.9 5.8 8.1 -5.2
1947, o o . . . 30,5 11,9 18.5 6.6 12,0 -5.8
19,48. * s e e 33.9 13,0 2009 7.5 1301‘ -2.0
949, ... . 27,6 10,6 17,0 7.8 9.2 R.2

Annual rateés, seasonally adjusted

1949:First quarter 26,3 10.9 I’.E 7.9 7.5 £ .5
Second quarter 26.L 10,0 16,k 7.4 8.7 £3.9
Third quarter 28.2 10.8 17,3 7.4 10,0 £3.7
Fourth quarter 27,6 10,6 16,9 8.2 8,7 /.8
1950:First quarter 29.2 12,0 17,2 8.1 9.1 -7
Second quarter 37.L 15,2 22,2 8.1 14,1 -2,3
Third quarterl L2,0 17,6 2k k 9.1 15.3 ~7.0

by —— ———— > ———

1 Zstimates by Council of Economic Advisors; based on incomplete data.
Source: Economic Indicators, Hovember, 1950
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