BOARD OF GOVERNDRS OF THE FEDERAL RESERVE SYSTEM

August 26, 1843

Miss Egbert:

Attached I em sending the
mimeographed material (the Chairmants
revenue progrem) for distribution. Two
additional copies are attached for your

personal use.

R. A. MKusgrave,
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fugust &lb 191&3

¥r, Colln g, Stan,
Chief of Staff,
Joint Cormittee on

Internel Revenue Taxetion,
13%6 ¥ew House Office Building,
faghington, D. Ce
Dear ilr. Stam:

In reply to your requost I em sonding you the
enclosed nmaterial preosenting my views on the coming
revenue program. I regret thut I wes unsble to respond
sooner, tut hope that you msy still find it useful at
this time, I shall be glad to be of furthor assistance
to you or ths Camittoes of the Cungress in the develop~
ment of the program.

Very truly yours,

(Signed) M. S. Eccles

¥e Se Becles.

Enclosure
RAM:sld

8/d,/l3
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#ugust 25, 193

Dony Rendolphe

For your porsonal sud gonfidential inforues
tHoan I ax enclosing & copy of a wworendus whick I
ez sending to M, Colin Stem in respanee to & request
fraa the Jolut Camnitioo on Internal Revenus Taxation
for suggestions we to measures for refsing sdditional

TNy
Sinceraly yours,
(Signed) M.S. Eccles
Y Se Boales,
Buolosure

Honareble Randolph B. Faul,
Gerersl Counzel,

Traaney
Uaskington, Dy G

Ralsald



August 25, 1943

Honorable Fred ¥. Vinson,
Director of the Officae
of Economic Stabilization,
Washingtaon, D, C.
Doar Judge Vinsoni
For your personal and confidantial informee
tion I s= enclosing & copy of a nesorsndum which I
am sonding to Hr. Colin Stam in response to & reguest
from the Joint Camittes on Intarzal Revenus Texation

for suggestione as to mesasures for raising sddltionsl

revenue.
Sincersly yours,
(Signed) M. S. Eccled
¥, 8, Eocles.
Enclosure
RAXMiald
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Form 10
Joint Committee on
Internal Revenue
Taxation

REQUEST FOR DATA AND INFORMATION

-

Ve CONGRESS OF THE UNITED STATES

The Joint Committee on Internal Revenue Taxation

To Honorable Marriner S. Eccles, Board of Governors of the

..Federal Reserve Syatem, Washington, D. C. .. —
GREETING:

Section 5012 of the Internal Revenue Code provides as follows:

“ADDITIONAL POWERS TO OBTAIN DATA.

(a) The Joint Committee on Internal Revenue Taxation or t{e Chief of Staff of such Joint
Committee, upon approval of the Chairman or Vice Chairman, is authorized to secure directly from
the Bureau of Internal Revenue (including the Assistant General Counsel for thé Bureau of Internal
Revenue), or directly from any executive department, board, bureau, agency, independent establish-
ment or instrumentality of the Government, information, suggestions, data, estimates, and statistics,
for the purpose of making investigations, reports and studies relating to internal revenue taxation.

(b) The Bureau of Internal Revenue (including the Assistant General Counsel for the Bureau
of Internal Revenue), executive departments, boards, bureaus, agencies, independent establish-
ments and instrumentalities are authorized and directed to furnish such information, suggestions,
data, estimates, and statistics directly to the Joint Committee on Internal Revenue Taxation or to
the Chief of Staff of such Joint Committee, upon request made pursuant to this section.”

By virtue of the authority vested in me under the above-quoted section of law, I hereby re-
quest that the following information, suggestions, data, estimates, and statistics be furnished di-
rectly to me at Room 1336, New House Office Building, within _25____ days from the date of this
request:

Any alternative suggestions of your staff for raising additional revenue or
combating inflation,

Note: The source of this material will be kept
confidential if you so desire. It is intended
to be used for study purposes by the staff,

-
[SPYS TR PSP il T SEPURIY £ SOV SRSEPEPY -~ ot W AR & oot il

Chief of Staff.
Approv% J

Chbtfman.
Da{k: -.x.u...A»-.J:Illys.M’c.lghao--h..uw-.ni-.nn-n
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Confidoential
August 2}4, 19)45

Revenue Program

Suggestions Submitted by M. S. Eccles in Rusponse to
Request of the Joint Committee on Internal Revenue Taxation

Early adoption of edditional tax legislation is of vital
importence at this time not merely because of the Govermment's heavy
finsncial requiremonts but mainly bocause the financing of the war
has creatod conditions thet call for stronger fiscal measures to pre-
vont an upward spiral in the cost of living.

The baslc facts essentiel to a reslistic opprozch to the tox
problom are by now femilier. In the cclendar yeer 194/ disposcble
civilien incomes (avcilable, ofter paymont of toxes, for the purchese
of civilian goods and services cnd for sevings) may be expected to ex-
ceed tha volue of consumer goods cnd sorvices sveileblo for purchese
(et presont prico levols) by «s much es 50 billion. Of this oxcoss
civilions mcy voluntarily scve in veorious ways perheps es much as 330
billion., The romainder, somc 520 billion, is not cn cceursto ustimete,
but it indicates the goncral order of megnitudo of tho income which if
spont will rosult in dongerous vnd destructive bidding up of prices.

It is this oxcoss thot must cithor bo cbsorbed by texes, mors purchosus
of savings bonds, or otherwise romsin unspont,

Unloss the pressurc of incoms on pricos is substanticlly re-
ducod, no offorts to hold down tho cost of living con bo succossful,
For those rcnsons, prompt nction to strongthon the fiscal etteock on
inflzation is urgontly nocdod. Up to dnte this cbteck hes frllon short
and hes left the whole etebilization progrem in on exposod position,
Doeisions os to whot cdditionnl amount of texos will be nocossery to
meintein e sound notionel cconomy connot bo made on the besis of crith-
motic rlonv, A precticcl cnd belancod judgment of mony intangible foce
tors is rcequired, Rousponsibility for thrt judgmont rosts with the
Congross, While no prociso figuro is proposced in this momorcondum, it
is clocr thet tho progrom should bo large onough to romovoe cs much os
is proctionlly possible of the uxcoss incomo thet is¢ prossing cgainst
prico coilings., As o moans of concroto prosentction, tho mocsures thet
arc horae suggostod for considerantion hove beun pimed ot o not totel of
roughly £$15 billion of additioncl trxos and of edditional scvings turned
over to tho Govorrmont, In my porzoncl view, r ro#@nua progrem produc-
ing much less thon this would bo entiroly incdoqueote, This ndditional
burdon will mocn infinitely loss herdship thon weuld be exporienced by
ovoryono wore inflation pormittod to run its coursa,

If an ndditional 212 to %15 billion wero turncd over to thc
Trocsury in the eanlondar yorr 194L income rocoivers cs o group would,
efter poymont of toxes, be left with as much income ct their disposnl
in the calonder yocr 1G6LL ns thoy hed during tho past twolva months.
And bittor cxperichce has shown thaot disposcblo income during thet
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period was sufficiently high to exert sorious pressure on the price
structure of the civilian economy., To be sure we camnot estimate the
exact contribution of fiscal measures to the effectiveness of price

and retioning controls but we know thet these controls will bs jeoper-
dized severaly by a failure to act on the fiscal front. Te know,
moreover, thet price and rationing controls will have to become the

more cumbersome and drastic the less adoguate the fiscal progrem remains.

In his budpet message of January 6, 1943, the Prosident
called for not less than 316 blllion of additionel funds by toaxation,
sevings, or both ta be collected during the fiscel yoar 19.4. In his
suumation of the 1SLL budget deted July 27, 1943, the Presidont re-
asserted tho need of a truly stiff revenue progrom. Since tho major
poart of the additional revenue to be provided by tho forthecoming bill
will not bo obtaincd prior to the cclendar yoar 194k, it will scarculy
be feasidle to recch the earlier objective for the fisosl yesnr 19hl,
But every effort should bo mede in that dirgction for the coming caleon-
der year.

Igvies necessary to produce such an amount will necesserily
bear for the most pert directlyvon individuals. It is generclly recoge-
nized thet, because of thu ciready high level of taxss on corporation
income snd profits and on large individucl incomos, no further large
emounts cen be looked for fram thoso sources. This does not mean thet
the woll~to-do should not contribute more whure possible, But thore is
not o grocet decl of room for furthor inereasc in taxes ¢t the uppor end
of tho incoms scnle. Not much can be gained by such taxzos, oither from
the fiscol or the ecnti-inflrtion point of vicw, sinco the incrcesod
yiold would not bo great, rolotive to the totel to be reisod, cnd since
theso incames ore not the chiof source of the preossurc on pricus of con-
sumers'! goods.

If thoe forthcoming rovemio bill is to be formulated mainly
with o viow to absorbing or 1mmob111z1ng tho bulk of the oxcoss of pur-
chasxng powcr thet ondangoers our vconomic stebility, then it is necos
sory to takoe speciel ccoount of the srecs whore the bulk of incomo and
of civilian buylng is found, It is ostimotod thet texprcyors with nat
incomos of 33,000 or loss rocoive £s much as 60 por cont of totrl not
incomos, cnd thrt individucls with not incomes of £5,000 or loss roceivo
ovor 80 por cent of totrl not income. The share of totsl consumption
oxpendi tures, mado by thoso incomo groups, would be considerably lerger.
This docs not moen thet indiseriminete texction of the lowor incomes is
vither justificd or nocossory. But it shows thet as o proctical matter
incroescs in toxos cnd in roguired scvings must ronoh furtbor down tho
serle of incomes then would be einsidercd justificd uxecopt in timo of
wor and undor the throst of inflotion, It is the rocipionts of thosso
incemes thet heve the highost strke in eveiding on upwerd spirel in tho
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cost of living. The very neture of the present situation requires that
they must pay higher taxes snd lend to the war effort substantially
larger smounts of their incomes, which heve been enlerged as s result
of the war, When the war is over these wartime savings will be en ole-
ment of strength and security.

The severity of tho requisite fisccl messures imposes on those
who freme thom a particulerly heavy responcibility for giving closo
attontion to oquity considerntions. For this renson the suggostions
thet follow include a proposal for special rolief to tczpoyers thai
have not perticipeted in the wartimo oxpension of incomes, and cnother
thet would provide for rofunds, after tho war, of o considercble part
of the ndditional payments roquired of toxpayers with incomss in tho
lower ¢nd middle income breackets.

These proposals do not, however, cover loopholus thet should
be closud in the presont tox lawe. The more important of these loopholces
ere controvorsial and should bu tekon core of latoer so es not to doley
the needod incroases in toxes,

There follow five proposcls which togethor make up o progrom
which is sutmittod for considoration,

I. More incomo tuxes-~~the coru of tho program.

&, Primary rclionco should be plncod upon tho brsic income tex
structurc which by now is ifiemilier to millions of trxpayers and which --
now thet provision has boen made for withholding ot tho source -~ is well
ndepted to collections oven fram the lower income groups,

As betweon highor income texes znd o gonurcl seles tex, T am
not properod to rocommend tho latter, ot leest not until incomo texos
heve renched much highor lewels. (Recommondctions for sherp inerenscs
in specific uxeiso texes cre found below,) Noto, however, thot o modi=
fied salos tox with persongl exomptions would be a differont mcttor,
With ruspoct to the burdon upon the lowor income groups, such an arrenge-
ment could work out much the cemo os tho income tex cppronch. Howevwer,
the cdministretive task of sotting up a Federal roteil sales tox and
tho opernting difficultics for rotcilers, os well as for toxpoyors,
would bo wery substantisl cnd providing for exomptions would cdd to
these difficultivs. Moroe incomo trxes is thus hy foar the bost cltornce~
tivo.

b. Sirdce moin rolionce is pleced on tho income tax, on cdditional
not yiold of tho genorzl megnitude of 10 billion should bo drewn from
this sourco. Part of tho totcl should trke the form of & rofundeble
tox. To obtein this inerocso in yiold, oxomptions must bo lowored ond
ratos bo rcisod,
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In the preparation of the accompenying tebles and chart
the exemption for & married taxpeyer or head of family was put at
$800 (compered with 31,200 under the present lew) end the credit for
dependents was put at 5250 (campared with %350 at present)., If &
truly serious effort is to be made to strengthen the fiscal defenses
egeinst inflation, then all except the very lowest income groups
should be asked to contribute, It should be made very clear, howevor,
thet the mein impact of the reduction in exomptions would not be upon
the lowest incame groups, just included sbove the new exemption level,
but upon groups already subject to the income tax., Also & substantial
port of the tux paid by the lowost income groups should be mede refund-
able as suggested telow.

The main job must be dono through higher retes. It is impor~
tant first to focus on tho effoctive ovoreall rates by which wo want to
obtein the desired incroase in yield =~ then verious woys of imposing
these rates cen be considered. If c net yield of about $10 billiomm is
to be obtained, we must oim at o comowhat higher gross yleld, say %12
billion, to sllow for roduced voluntary purchesos of sevings bonds ~-
particularly since it is proposed thet e substontial pert of the cddi-
tional tox be rofundeble, Colurn L} of Teblo I shows thi approximato
overcll lovel of taxos ruequired to provide the desired not incresso,
1t reoflocts the view, proviously exprosscd, that tho essontial objoctives
of the revenuc bill connot be cchieved unless tho greector portion of tho
additionnl collections is drewn from the lower and middlo incomes =nd
thet little is to bo grined by furthor drestic ineroescs in texes on the
vory lergoe incomes.

oy In raising incanc texes it is desireble to drew o clearcut
distinction botween the tox liasbility under tho law cs it now stends
tnd the Turthor Ineronso, SO as to i1dontily Tho Lottar With Tho prob-
loms crising out of woartimo finencing. The prosont income tex should
bo left unchonged with tho oxcoption of (1) reduction in oxomptions,
end (2) incorporction of tho not victory tex by incrensing tho normal
tex to 10 per cont (sce bolow). A supplemontery wartime (sur) tex
should thon bo imposcd. (Exhibit B givos ol Lllustr:tion of ¢ supple-
mentery rate schedule.) The 90 per cont overcll limit would romein in
forco, Column 2 in Table I reoprusonts tho licbility undor tho =zdjusted
incomo trx, adjustod ns above, and column 3 roprosonts tho liecbility
undor the proposed supplomentery wer tcx., I Congruss should docide
to rotrin tho victory tox, the proposvd inercrse in thoe normel reote
could te eliminctod,

d. The prosont income tex struecture is oxzcossively complioantod
duc to the combinction of two buscs upon which trxos are computod
(incomo tox brsis ond victory tex bnsis) and threo difforunt typus of
roatos which nre cpplied, (income tax rote, victory tex rete, nnd with-
holding rcte)s A drestic simplificrtion of tho income tax structure
could bo obtcined Ts followss "
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(1) Drop the refundable portion of the victory tex (in view of
the extensive refunds under the adjusted income tax)} and incorporate
the net victory tax into the income tax by increesing the normal
rate irom b to 10 per cent., The lailure of the victory tax to allow
adequeately for dependency credit disqualifies it as & basis upon
which to build further requirements., The adventage of the victory
tax of being mssessed on gross income mey be retained by adjusting
the withholding procedure as shown in the following paregrsph,

(2) 1t is proposed thet the amount withheld be the final tex
for texpayers whose incomes do not exceed the I1rst surtax Crackes,
and who do not receive more than o nominal amount of income from
sources not subjoct to withholding, No raturn would be required from
these taxpeyers, but an allowance would be made for aversge doductions
in determining tho withholding rate and optional roturns would bto per-
mitted to teke cere of thoso casos where deductions sre unusually
large. This procedurc, the principle of which has already beon recog-~
nized in the simplificd roturn, would (evon with the present exemption
level) save some %0 million tespayers the trouble of heving to file ro-
turns and the Trecosury tho task of having to checl: them.

The withholding rate would have to be reised to moet the ine-
creased roquirements, A roto of about 3% 1/% per cent on gross income
in exocess of prosent withholding exumptions would be needed.

II Refundatle Texes (compulsory sevings)

a. Certain genorel considorstions should ocontrol the rloco of com-

pulsory savings in a revonue progrem.

Digitized for FRASER

(1) Under & system of compulsory savings the Govorment can
rotoin some moasurv of control ovor tho timing of redemption payments
eTtor tho Ware This 15 OF Vital 1mportancc. Sevings bonds sold on
a voluntcory besis permit no such control with the rosult thet their
untimoly roedcemption might contribute groctly to tho dungor of postwar
inflation, Fram this point of view compulsory sevings ecre thus
suporior, dollar for deller, to savings bonds of the type now sold
on a voluntary bosis, Any rovenuc program--cnd compulsory savings
in particuler--will tond to roduce voluntary purcheses of sevings
bondse This is no docisivo ergumont cgrinst o compulsory savings
plen, but mokos it necossery to distinguish betwoon the gross yield
of ¢ reveonue program and its net yield.

(2) Since eny plon for compulsory savings should be closely
integreotod with the requirements undor the income tox, it rppoars
proeforcble tc doal with the problem in turms of refundeble taxos
rather than sopercte compulsory sevings regquircments,
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(3) Taxes come first. Refundeble payments should be
relied upon only efter it is felt thst a thorough job heas
been done with texes. They sre justified mainly becsause the
wartime emergency requirecs thet & heavy burden be imposed
upon the lower and lower-middle incowe groups, which burden
becanes more equitable if a part of the taxce is refunded
after the war when et some time these groups especially will
need an assured backlog of sevings, It follows thet the
rofundable portion of the totel liebility should be lergest
Tor smaller incomes ond fall off &S 1NCOMO INCronses.

(L) There would be little point in soplying refundeble
taxos to the uppor-middle and upper income groups. Any prac-
ticable rate of compulsory savings for theses groups would
fall belowr the rote of voluntary savings so that compulsory
savings reguiroment would tend to result in & more shift from
one type of savings to enother. Thoe taxpayor who hes fixed
sevings commitmonts.will only bc inconvenionced by having to
shift from one type of szvings to senothor (i.e., refundebdle
texes) although such shifts will contridute nothing to infla-
tion control.

b It is proposcd that the refundable portion of the tox be
dotermined by e simple schedule cof percenteges to bo applied to the
tax liability, showing tho portion of thu tex thet would be refund-
ablo, Sincae it is proposod thet the mejor incresse in incomc toxes
should be obteined from a supplementery wsr tex the rofund schedule
as hore prosonted epplies sgainst the licbility under the supple-
mentery (not the totel) income tex. A schedule of this type is
presented in &xhibit B end the broskdown of the taxpayer's liebility
into outright and refundeble texes ig shown in Teble II., Column 3
of that table indicctes the outright tax end column L shows that
pert of the tex which will bo refundeble after the wer, Column 5
shows the refund as ¢ porcentage of the supplementery tox and column 6
as & porcentago of the total toxe As shovm in the table the percentage
of rofundebleo tax doclines while incomes increase. Rofunds ere limited
to $1,000.

The rate schedules roflected in theso licbilities would provide
for an increase in income tox yield of cbout $12 billion (after
ellowing for the loss of the not victory tex yield) -- or soveral
billion dollers luss thoan this amount if allowance is meds for o ro-
sulting docline in voluntary purchascs of savings bonds., Of this
$12 billion epproximately ono-half would be rcfundeble.

¢, The ouestion arisos vhother certein types of voluntrry
savinge should be permitted ms crodits ogeinst rofundeble taxos,
Voluntary purcheases of savings bonds, clesrly, should not bo cllowed
os crodits; othorwise one of the main esdventages of a comvulsory
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progrem (public control over the timing of redemption payments)
would be lost, The enswer is less cloar with respect to come
other types of savings, but there sre strong rescons why sevings
credits should be evoided if at all possible, Most important,
The granting of credits would greatly camplicate, if not preclude,
the current collection of refundable taxes at the source. kore-~
over, once some credits were grented it would be difficult to ex-
clude others., Excessive credits would undermine the effectiveness
of the program, resulting in e low net yield oven though rotes
night be stiff., There will be much less need for such credits if,
as here suggosted, the refundable toxes sre concentrated in the
lower end middle income groups and asdequate relief is provided for
people with fixed incomes. (See below).

d. It must be recognizeud thet the proposed or any ctner tax
program will not in eny way lesson the need for the Govormment o
obtein the maximum emount of funds thet 1% cen through voluntary
purcheses of government securities by individuels and private core
porations. There is a point--not specifically definablc but none-
tholess important--boyond which tax loviss, whethor refundelle or
otherwise, cammot go without resulting in serious hardship end
injustice simply because it is impossible to eliminate all the
sources of inequity from & rovenue law and have it administreble.
Taxes are the first end most importent instrument of war finencing.
Aftor thom come individual, end then corporste, loans to the Govern-
ment. They must play a vital pert in finsncing the wer, determining
in no smell measure the residual amount of funds thet the Government
must reise through expunsion of benk ¢redit. Voluntery purchoses of
government securities aro the final means by which the innumerable
differences in the financiel wosition of individuels and femilios
cen be fully reflocted in their finencial support of the war offert.

IIT Reliof for Taxpeyers with Fixed or Declining Incomos

It is clear that peoplv with fixed or reduced incomcg--clready
foced with higher living costs--are much less able to pay additionel
taxes than ero the people who have participsoted in the drastic oxpension
of money incomes of theo pest three yeers. Tax policy should rocognize
end not accentuste the hardshirs of tho fixed income groups. 4 tax on
porsonal excess income would sllow for this consideration but it would
be extremely complox administratively, and doss not gppesr feasible as
& major source of revenue, Tho problem cen be met more simply and
directly by grenting relief egeinst the incresse in incoms tex to those
taxpayers whose income hes declined, remcined stebls, or Incrcascd ty
some designatod small porcenteoge.

It is proposed that the texpayer be permitted & certein per-
centege roduction of his tex, the roduction to be tho greoter the smaller
the percontago increase (or the groater the decline) in his incoms, The
roliof should be givon lergely sgeinst the refundable part of tho income tex. A
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three or four braecket schedule, showing the percentege reduction in tax
permitted for verious changes in income would suffice., A minimum base
income should be allowed. Certein administrative difficulties would
arise -~ 9.g., with respect to source collection, particulerly if the re-
guirement for the filing of reoturns for taxpayers in the lower income
groups is dropped -- but they should not prove insurmountable. If the
group to which the relief is granted is limited properly, adequate re-
lief could be given without a very substantial loss of yield,

1V Broedening of Ixocises

Heavy excise texes on & broecd group of commodities, primarily
luxuries and nonscsentials, are culled for, 1tTexes of this kind should
not only provide an edditional yTeld of about $3 billion but should also
prove of substantial help in price control., 1If the selling price of cor-
tein commodities were raised drastically by excises, prices could be con-
trolled more easily. Consumers would be encouraged to shift to lower
quality products which are more e¢conomical and the afforts of direct
price control gould be concentratod more fully on the real necessities
of life. Excise taxes of the kind here proposed would not fall upon
necessities and would thus not sffect the cost of whet chould be con-
sidered a wartime standard of living. They should not be permitted, there-
fore, to be reflected in oither wege or parity formulac.

Both the Unlted Xingdom and Australia have developed & system
of sales taxaes at the wholesale level, covering a broad group of non-
essential cammodities but excluding those alreedy subjeet to substan~-
tinl sales taxes. Differontial rates are imposed, ronging from 16 to 100
per cont in the United Kingdom. To obtain & similar result in the United
Statos it will bo most convenient to strengthen end brocden the existing
system of federal exeise and sslos taxes. The rates of the alcoholic
bevarege and tobocco tazes should be increesed substantielly as well as
the rates of most of the oxcises (excepting thore which would be reflected
in increased cost of production), particulerly those on luxuries., Thors
should also b substantial incremses in some wminor sales taxcs, especially
those on passenger transportation and cormunicstions scrvices, An gddi-
tional group of consumers' goods should ba subjected to foderal excisus,
such as furniture and nonessential clothing., Vherever possible the dis~
tinction botween taxcd and nontexed commodities should be drown by price
lines rather than by broad categorius of ossential and nonessentisl com-
modities, A salos tax on utility shoes or clothing, for instence, would
be undesireble, while a tax on high-priced shoes snd clothing would be
sound. Tho possibility of taxing differcnt prico lines at differential
ratos should be exemined, -Thoere possible, the new texcs should be im-
posod at the point of distribution to tho retailer,

¥ Corporstion Taxes

Corporation taxes ore already high, as compered to texes on
individual incomss, Not only are tho direct corporate rates high, but
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corporate income-~unlike ths British procedurc--is egoin texed under
the personal income tax after dividends have begen dirstributed to the
shereholders. The contribution of corporation texes to the nuw rev-
onue bill must thus be minor. Howevsr, corporetc profits cfter tex in
most meanufacturing industrios erc still above ths prowar level end in
mast cascs cppear to heve been well maintrined as compared to last
yeer, A moderste furthor incrosse in the corporstion incame tex by,
say, & (or perhcps 10) points would not be unrocsoncble,

Relief provisions made aveilable under the Revenue Act of
1942 provide liberal protection egeinst undue hardship under the excess
profits tax. But they have also sdded further complications to an al-
ready camplex corporate tax picture. If possible, new complicating
provisions should be avoided. V¥ith respect to a special relief pro-
vision for the amccumulation of postwaer raserves, it is urged that alter-
native methods of facllitating postwer readjustment eppear more promising
end importent, Such considerations es the policy of the Govermment re-
garding the cancellation of contracts, the disposition of Goverument- .
ovmed plants, the relesse of matorials, eand other aspects of industrial
adjustment should be gone into first, If satisfactory provision is
mode with respect to these issues, it is unlikely thet a possible lack
of funds will prove critical, Corporate liquidity hes increased greatly
during the war period snd ledercl Reserve policies should assure easy
eveilability of credit after the war 1f the Regulztion V loan nrinciple
now applied in the financing of war production is continued thereafter,
and if such other credit facilities or as may prove necessary sre provided,
If wo fail to solve the major problem of industrial trensition to vostwar
production, no reserves sccumulatod under special relief provisions in
the tax low could suffice to maintsin industriel lsbor forees for cven
a short period,

Summary of Recommendetions

Action clong the lines here suggestud should meke it possible
to provide for an additicnal gross yield of cpproximatoly %14 billion
and net yield of spproximately 512 billion @s follows:

Gross Net

gt r—

Income toaxese= é
Non-re fundable 6 6 Q%é:
Rofundsble 6 b
Rolief for fixed income group#® - 2 -2 A/f

Exeiscs, 3 3

Corporetion tex .8 8 j}ﬁ

13-8 1108 v g -

If wo add the edditionel yiold from the scheduled inecresse in (old zge)
peyroll toxes, we obiain a net additional yield of wpproximately Jll
billion,

This figure is ontirely provisional, the cctual emount depending
upon tho extent-of the relief grented,

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



—10—

If the Congress should choose to consider & bill aimed ot a
lower ovorsll yield then that underlying the ebove proposels, the
progrom could be adjusted readily, If eny curteilment shculd prove
nocessary, the proposcd increase in tho corporation income tex should
bo eliminated first, end the propossd increzse in income tex rates bo
sceled down, second. The proposed increase in exeisc texes should
not be cuts If en cxtonsive sceling down of the proposod increase
in income taxcs should prove ncoessury, o tightening of the ocpitel
geins provisions ghould be considered,

8/2L/3
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TABLE X

Totel Reguirements - Present and Proposed

Harried Toxpsyer = no dependents

(1) (&) (2} L)
Net Income Present Incme Income Tax Proposed Totcl
Before and net Adjusted Supplementary Proposed
sromption Victory Tex Tlar Tex Liebilibty
& 1,000 & 15 G 36 ¢ (3;9 56
1,500 79 146 0 216
2,000 188 256 13k 350
%,000 Los 82 30l 786
5,000 8oL 930 ; 1,63k
10, 000 2,467 2,616 1,49k L,110
20,000 7,100 7,372 2,550 9,922
50, 000 27,075 27,516 4,000 31,606
100, 000 €8, 58l 68, zaly 6,590 7h, 894
200, 000 160,092 158,272 11,590 169,862
500, 000 LLo, W7 L3k, 264 15,736 1450, 000
(As percent of net income)
1,000 1.5 %6 2.0 5.6
1,500 5e3 %7 L7 L
2,000 9.1 12,8 6.7 19,5
3,000 13.5 16,1 10.1 26,2
5,000 17.9 19,8 12,9 32,7
10,000 2he7 26.2 ¢ .1
50, 000 51,2 55.0 8.2 63%.2
100, 000 68.6 68.3 6.6 .S
200, 000 80.0 79.1 5.8 84.9
500, 000 868.1 86.9 3.1 90, 0%

- e e = wa

Column (1) Does not inolue 12} percent for part of 1942 1isbility.-
(2) The surtex schedule is unchanged, but the normal tax ie raised to 10%.
The exemption for married takpayers is_lowered to (800. The Victory®
Tax i8.droppod,
(3) Based on supplementary Rete Schedule, Exhibit A,
(4) sum of Columns (2) and (3).

* QOverall rate not to oxceod .CO¥.
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TABLE Il

Proposed Requirements - Non-Refundable and Refundable

Merried Texpayor = No Dependsntc

(1) (2) (3) (L) (%) _{6) .
Proposad Refundablo Tax
Proposed Poroent of
Net Incoamo| Income Tax Total Non~ Supplementery]  Tetrd
before and Proposed Refundeble|{ Amount Tex Proposed
Lxemption {Victory Taex} Liability Tax Lisbility
$ 1,000 § 15 4 56 3 36 8 20 100.0 35.7

1,500 (L] 216 152 & o1, 29.6

2,000 188 %90 286 104 77.6 26,7

3,000 Los 786 589 197 éi.8 25,1

5,000 %L 1,634 1,250 38, 59,6 23.5
10,000 2,467 4,110 35332 778 52,1 16.9
20,000 7,100 9,922 g,922 1,000 39.2 10.1
50, 000 27,075 31,606 30, 606 1,000 2L, 3,2

100, 000 é8, 58l 74,89, 73,89 1,000 15,2 1.2

200,000 160,092 169,862 168,862 1,000 8.6 0.6

500,000 Lho, 77 150,000 L9, 000 1,000 6.L 0.2
(48 percent of Net Income)

1,000 1.5 506 306 2.0 bt hakal

1,500 5.3 1L.4 10.1 L.3 - -

2,000 9.4 19.5 1.3 5.2 - -

3. 000 13.5 26.2 19.6 606 hatad -

5, 000 1709 320 7 25.0 707 hnted e
10,000 2h. 7 Li.1 23,3 7.8 - -~
20,000 35.5 Lo.56 Lh.6 5.0 - -

50' 000 SL}.? 63.2 61. 2 20 0 hntad hmbad
100, 000 68.6 The 9 739 1.0 - -—
200, 000 80.0 8L.9 8L 4y 0.5 - -
500,000 88.1 0.0 69.8 0.2 - -
Column (1) Income Tex and Net Victory Tex. Does not include 123% for part of 1942
liability, which has not heen cancelled,
(2) Combined liebilities under sdjusted inocomo tex end supplementary wer taw,
(Col. L, fTable I).
Si) Col. 2 minus Col, L.
(4) Refundable part of Col., 2 computed by epnlying refund schedule (Exhibit B
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BXHIBIT A

Rate Schedule

for

Supplsmontery War Tox

Amounts of Surtex

Net Income Rnte
8 0-1,000 105
1,000-10, 000 17%
10, 000~20, 000 10¢7
above 20,000 5%, but the combined

incomo tex ond woar
tex rete not to
excocd 90Y) of not
incomG.
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EXIIIBIT B

Schedule
for

Refunds undor Supplomontery War Tex

Amounts of Supplomentary

YIor Tax Linbility Portion Refundeble (%)
$  0-50 100
50~100 70
100-1, 000 55
above 1,000 Lo, but totel refund
not to ozceed
51,000,
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EFFECTIVE INCONME TAX RATES
PRESENT AND PROPOSFD

- DENTS
per ceur MARRIED TAXPAYER- NO DEPENDE en conr
100 {00
90 90
80 80
70 70
PROPOSED
TOTAL TAX PRESENT INCOME TAX
6o AND NET V. T 6o
>e ™ NON-REFUNDAGLE 50
40
30
20
| {o
eeseteccsonne,,
REFUNDABLE Stee... .
or
' 1 { ...‘ID......O.V..'...M“O

/,000 10,000 100,000 4,000,000
NET INCOME BEFORE £XEMPTION '
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