SUMMARY OF TAX SUGGESTIONS
By I‘."Io So E.Ocles
Chairman, Board of Governors of the Federal Reserve System

Mede at the request of the Joint Cormittee on Internal Revenue
Texation, August 2, 1643, snd again submitted when requested

to eppear before the House ¥Ways and Means Committee in Executive-
Session, October 29, 1G4L3.

The proposals made to tho Cormittee call for what appears at
first a stoaggoring additional smount of taxation, 213.8 billions, of which,
howovor, %l billions would bo refundeble after conversion to poeacetime pro-
duction, so that the net rdditional texation would bo $9,8 billions.

Any less at this time, in view of prospective deficits ($70 bil-
lion for tho fiscal yoar 1GL3-Ll)) would fall short of coping with the danger
to the cconomy resulting from continued accumuletion in the hands of the
public of spendable funds that vastly exceed the cmount of civilian goods
that vill be aveilablo during the war and in the reconversion period.

No depondable alternctive oxists to taxing beck into tho Treasury
at this time as much as is practically possible of this dengerous surplus,
VYhile striving to remove from thc marketplace spendable funds that cannot be
spent now or until roconvorsion without ruinows effeets for all of tho poople,
wo must still adhere to the principle of ability to pay. By providing refunds,
ospecially for people in the lower-income groups, a share in future production
will bo assurod to thom.

Now, if eovor, is tho time to cut the deficit to the utmost, whon
irdividusl incomes ere at & pesk, when purchasablo goods are increasingly
scarcse, and when wer expenditurcs have leveled out. When the wor onds, a
natural desire to rclax rationing and prico controls and reduce texation
will meke it additionally difficult, if not impossible, to prevent destruo-
ivo inflationory devolopments in thu transition period efter the war.

The facts of the situotion are incontrovertible -- rapidly incroas-~
ing wor oxpenditures now aprroaching a peok level, o rapidly widoning deficit
notwithstanding increased taxcs, and o steadily growing oxcess of consumer
buying powoer ovor cnd cbove aveilcble consumer goods, usconomy, though well
worthwhilc if it doos not impair the wer effort, at best still leaves o dan-
gorous deficit ond a need for strong measures of texation, dirvcted especially
ot poople with incomes of 5,000 or less, who recoive cbout 30% of total ir-
dividual incomcs.,

The gross yicld of the suggestions to the Committee is c¢stimeted at
1348 billions. Of this totel, {10 billions would be obtzined from levies on
personal incomes, .3 billions from oxeiscs, end ©,8 billion from corporation
taxes. ~ Of the ;10 tillions to bo obteined from personal incemes, %6 billions
would be outright trxos and "l billions would be refundablc texcs. On the
whole, the yicld would thus be 9.6 billions in outright texes end 3L billions
in refundeble toxee or compulsory savings. (See table below,)
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The moro important points of the suggestions crc es follows:

1, Tho additionel yicld froaa the individual income tox would be
dorivod by lowering exemptions for married persons to $800, by lowering the
credit for depondents te 4250, cnd by impesing o supplementery wortime (sur)
tox. The suppleomontary tex would be in addition to the prosent income tex,
rosulting in e withholding rate of 33 per cent of gross income in excess of
withholding oxcmptiors.

2. Tho preoposed broadoning of the income tex and the substantial
inerecse in retes for all income rangos is besed on the belief that tho in-
como tax is tho most cquiteble mecnis of obtaining the nocessary increease in
wertine teaxation. BEvon though o drastic lowering cf exemptions is proposed,
the burden upon people in the lower income groups, say, o family with en in-
cone of $1000, would boe much loss under tho proposod income tax then it would
Lo under o sales tax, At thc somc time, tho contribution of ¢ family with an
income of, say, $1,500, wculd bc considerebly increcsod ovor its present
lovol,

3s Helf of the yield of the supplementary tex would be rofundcble
ot some tinme after the war, After dedueting 2 billion for relicf to fixed
income groups, refundable taxcs would cmount to Gl billicn. The refundsble
portion of tho supplemyntary trx would be the lergost for the lower incoros
and would decline es incomoes ircrensc. Tho first 350 of supplementary tex
would be fully refundeble, Ruofunds would be limited tc {1,000 to be reached
et en income of sbout {15,000,

Tho combinstion of o sherp inecreaso in inceome taxes with substan-
tial refundablo texos (compulsory sovinzs) rocognizes that wartime texes on
tho lower income groups must bo high, but that considerations of oquity call
for refunding pert of tho inecroasod toxes ofter conversion to pencetime pro-
duction., An sdditioncl point is that compulsory savings should be so arranged
that thoy would bocome availablce ¢t onee whon individuals and the economy of
the ceountry would be most bencfitted.

Lis Relief to texpeycrs with fixed or declining incomes would be
provided for by ellowing those texpayers con irmediate reduction of the pro-
posod increasc in inceme tax, the roductior to be the grecter the smaller the
increasc (or the greater the decline) in their incomos., The relief would ap-
ply largely ageinst tho refundeble pert of the tex end might enount to 1 or
2 billion dollars,

5. Simplification of the incomo tax is recormonded os follows:
ga. Tho ret Victory Tcx should be sbsorbod into the normal
tax of the roguler income tex by reising this rate to 10 per cont.

b, Mordatery tax returns should bo elinminctod for toxpayers
whosc incomes do not oxceed the first surtex bracket. For these taxpsayers,
the emount doducted from thoir pay cn the basis of withholding tex provisions
should be nccepted as o final tax,

6. An increase of from 5 to 10 per cent in the corporation income
tex to yricld %800 million is recomionded.
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7. The ndditional yield of %3 billion from uxeiscs should come
from o brood group of commoditivus classificd as non-essonticls: This ap+
prozch would be superior to o gencral sales tox since necossitios would be
oxcluded cnd differenticl ratos would bo epplicd to other commodities. Price
increcsos due to the inpesition of such tozes should not be considered as
pert of the cost of o wartime standerd of living, and thus should not be per-
mitted to bo reflscted in withor wrge or parity formulase.

The following; teble swmerizes the suggestions presented cbove. It
should be roted, howover, thot the approwch taken night be easily cdopted to
overall yioelds of differont megnitudos.

Detimetod Yleld of Rovenuc Progrean
(In tillion dollars)

Total Refundable Tax  Qutright Tex

Porsonal Income Tax 10 }_/ L _:E/ 6

Dxoise Taxos B - 3

Corporate Income Tox _8 - =8
Total 15,8 L 9.8

1/ Aftor sllowing 52 billion for rolief to fixed income groups.
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November 1, 1943

INTEREST-BEARING U. S. GOVERMMENT DEBT - SEPTEMBER 30, 1943
(In millions of dollars)

Nonmarketable public issues:
Savings bonds:
Serie's A to D
Series E
Series F and G
Unclassified
Total
Tax and savings notes
Depositary bonds
Adjusted service bonds

Total normarketable public issues

Marketable public issues, due or callable:

Within 1 year:
Treasury bills
Certificates
Treasury notes
Treasury bonds
Postal savings bonds

Total

In 1l - 5 years;
Treasury notes
Treasury bonds
Conversion bonds

Total

In 5 - 10 years:
Tressury bonds

After 10 years:
Treasury bonds
Panama Canal loan

Total
Total marketable public issues
Special issuos
Total interest-bearing dircct debt

Fully guaranteed issues:

Commodity Credit Corporation
Federal Farm Mortgage Corporation
Federal Housing Administration
Fedoral Public Housing Authority
Home Owners* Loan Corporation
Reconstruction Finance Corporation
Tenncssee Valley Authority
U. S. Moritime Commission

Total fully guaranteed issues

Total interestebearing debt outstanding

3,61
13,510
7,204
150
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2,478
8,851
361
220

' 33,910

39,497

21,802

27,013

23,11,
111,426

11,717
57,0

920






