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PREFACE,

On April 12, 1921, the President, in an address to a joint session
of the two Houses of Congress, urged “a prompt and thoroughgoing
revision of the internal-revenue laws.”

On May 4, 1921, the chairman of the Committee on Finance, after
conference with the committee, gave out the following statement:

INTERNAIMREVENUE HEARINGS,

The Commiittee on Finance will hold public hearings relating to internal-revenue
revision at Washington, D. C., beginning Monday, May 9, 1921.

It is the purpose of the committee to hear first the proponents and opponents of the

sales tax,

In order to avoid duplication of arguments and suggestions, it is suggested that per-
sgng having the same problem to present agree upon one representative to present
their views,

The hearings will he conducted in room 312 of the Senate Office Building. Scssions
will hegin at 10.30 a. m. .

Tt is desired that witnesses endeavor to prepare their statements in such form that
their presentation will not require more than 30 minutes. .

Per-ons wishing to be heard should, if possible, apply to the clerk of the committee
prior to the date set for the hearings for an assignment of time. In making such
application the following information should be given: Name, business address,
temporary address in Washington, business or occupation, the perron, firm, corpo-
;’atiop, or associdtion represented, and the subject concerning which testimony will
e given,

ARl briefs and other papers filed with the committee should have indorsed on them
the name and address of the person submitting them, his business or occupation, and
the name of the person, firm, corporation, or association whom he represents.

In accordance with the foregoing notice, hearin‘gs were held May 9
to 27, hoth inclusive. With the exception of four cases in which
members of the committee requested witnesses to appear they did
so at their own request. The stenographic minutes of each day’s
proceedings were printed and distribute usuaﬂ‘y on the day follow-
ing, and 1,000 of this first print were thus available for distribution
through a mailing list of requests and on personal ap%lication.
Copies’ were sent to each witness with the request that he make
necessary corrections for clearness in his statement and return the
revised copy to the clerk. Such corrections have been observed in
preparing this revised edition of the hearings. In this edition
the chronological order of the statements has been disregarded
and the testimony and papers submitted for printing in the record
have been F‘ouped in accordance with the principal subject dis-
cussed by the witness. At the suggestion of the members of the
committee witnesses frequently digressed from the subject of their
appearance to discuss other phases of the revenue laws.. No attempt
has been made to divide and distribute the testimony of any witness
according to subjects, but the complete testimony of each has been
ineluded under the principal subject discussed.
LeicaTox C. TAYLOR,
« Clerk to the Committee.

-

i

———— e



.
'
.
.
.
.
.

)
.

) '

-
L]
. . :
. .
R .
. .
E
¢
i
.
. -

. ~

el




LETTER OF THE SECRETARY OF THE TREASURY RELA-
TIVE TO INTERNAL-REVENUE LAWS,

TREASURY DEPARTMENT,
. OFFICE OF THE SECRETARY,
Washington, April 30, 1921,

Dear Mr. CralrMAN: In accordance with your request, as com-
municated in your letter of April 25, 1921, 1 am glad to present
foryour consideration and that of the éommittee on Ways and Means
revised estimates of receipts and expenditures for the fiscal years
1921 and 1922, and to indicate in that connection what revenues .
must be provided for the fiscal years 1922 and 1923 in order to carry

on the Government’s business and meet its current requirements and

_ fixed debt charges, including interest and sinking fund.

In order that the Congress may have the latest available informa-
tion before it, I hand you herewith the following statements:

(A) Statement iivmg revised estimates of receipts and -
disbursements for the fiscal years 1921 and 1922, with & supple-
mental statement classifying the estimated. disbursements.
This statement is made up on the basis of actual receipts and
disbursements for the first three quarters of the fiscal year
1921, and the best estimates of the Treasury and the spending
departments as to receipts and disburgements during the last
quarter of 1921 and the fiscal year 1922. It supersedes.the
estimates of receipts and expenditurés for the fiscal years
1921 and 1922 which appear on glg,rges 273 to 278 of the Annual
Report of the Secretary of the Treasury for 1920.

) Preliminary statement showing classified expenditures
of the Government for the period from July 1, 1920, to March
31, 1921, with comparative figures and total expenditures for
the fiscal year 1920, on the basis of daily Treasury statements
(exc;lusive of postal expenditures, except postal deficiencies,
etc.).

(C) Preliminary statement showi::f ordinary receipts of the
Government for the period from July 1, 1920, to March 31,
1921, with comparative figures and total ordinary receipts for
the fiscal year 1920, on the basis of daily Treasury statements
(exclusive of postal revenues). )

(D) Preliminary statement of the public debt on March 31,
1921, on the basis of daily Treasury statements, with a
guarterly comparative gublic debt statement which shows the

gures for August 31, 1919, when the war debt was at its peak.

(E) Statement showing comparative figures as to the out-

- standing short-dated public debt, on the basis of daily
_Treasury statements from August 31, 1919, to March 31, 1921,

Ordinary expenditures for the first three quarters of 'the fiscal
year 1921 have been $3,783,771,996.74, or at the rate of about

7
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$5,000,000,000 for the year. Of these expenditures about $850,-

*.0800,000 have been expenditures of the War Department, about

$500,000,000 expenditures of the Navy Department, about $600,-
000,000 payments to the railroads, and about $650,000,000 interest

‘on the public debt, an aggregate of $2,600,000,000 under these four

headings in nine months, or at the rate of about $3,500,000,000 for
the year. According to the latest estimates of the spending depart-
ments, as set forth in Statement A—Supplemental, ordinary ex-
penditures during the fiscal year 1922, including interest on the
public debt, will be over $4,000,000,000.

The Nation can not continue to spend at this shocking rate. As
the President said in his message, the burden is unbearable, and
there are two avenues of relief, "*One is rigid resistance in appro-
%gt;pn and the other is the utmost economy in administration.”

is is no time for extravagance or for entering upon new fields of
expenditure. The Nation’s finances are sound and its credit is the
best in the world, but it can not afford reckless or wasteful expendi-
ture. New or enlarged expenditures can not be financed without
increased taxes or new loans. Expenditures should not even be
permitted to continue at the present rate. The country is staggering
under the existing burden of taxation and debt and clamoring for
gradual relief from the war taxation. It may be counted upon not
only to exert effective pressure against increased expenditures but
also to give its whole-hearted support to all sincere efforts to reduce
expenditures. :

"The last Conﬁress made a creditable record in reducing appropria-
tions, and it effected substantial economies. Notwithstanding the
reduced a propriations, however expenditures have continued
unexpectedly high, and the reduction in expenditures has barely
kept pace with the shrinkage in receipts. Reduction of appropria-
tions, moreover, will not of itself be éffective to reduce expenditures
unless at the same time the Congress avoids or controls measures
which result in expenditure without an apparent a;;pro riation.
Reappropriations of unexpended balances, revolving-fund appro-
priations and appropriations of receipts, and other indefinite authori-
zations of expenditure have in the past been responsible for hundreds
of millions of dollars of actual cash outgo.

The estimates for the fiscal year 1922 are subject to great uncer-
tainty as to bqth receipts and expenditures. The estimated collec-
tions of $3,700,000,000 of internal taxes are based on the provisions
of existing law, and are $850,000,000 less than the estimated collec-
tions for 1921, chiefly because of the shrinkage in business. They are
liable to be somewhat further reduced from the same cause. The

. estimated ordinary expenditures of $4,014,000,000 will on their part

" be affected by appropriations which are still to be made. The esti-

mated expenditures of the War Department and the Navy Depart-
ment, aggregating over $1,100,000,000 for 1922, will depend largely

. upon the military and naval policg adopted by the Congress at the

present session. The estimate of about $545,000,000 for payments to
the railroads in 1922 is made necessary by the provisions of the
Transportation Act, 1920, and increased estimates from the Director
General of Railroads. In the absence of drastic cuts in military and
naval expenditures, there is almost no prospect, according to the esti-
mates, of any substantial available surplus even in the fiscal year 1922.

Koo



.

]

R R
LETTER OF THE SECRETARY. 9

The estimates of receipts and expenditures for both 1921 and 1922
show clearly that while this Government has definitely balanced if
budget, the surplus of current receig:s over current expenditures will.
not quite provide for what may be termed the fixed public-debt
redemptions, and that unless ex‘pendltures are sharrly reduced there.
will be practically no funds available in these years for the retirement
of the floating debt represented by loan and tax certificates out-
standing. The estimated current surplus in both 1921 and 1922 will
be absorbed (1) by current redemptions of War-Savings securities,
redeemable substantially on demand, (2) by purchases for the camu-
lative sinking fund, (3) by acceptance of Liberty bonds and Victory
notes for estate taxes, and (4) by miscellaneous other debt retire-
ments which must be made each year in order to comply with existing
law, or with the terms of outstanding securities. This means that the
Treasury’s earlier expectations as to the retirement of the floating
debt have been upset by the continuance of unexpectedly heavy cur-
rent expenditures during the past 12 months, gartlculurly on account.
of the y and Navy and the railroads, and that the Government
can not now expect to retire any material portion of the two and one-
half billions of floating debt now outstanding during the fiscal years
1921 gnd 1922 out of current_ revenues. It means also that the
country can not look to any plan for funding the floating debt to
reduce the burden of internal taxes during the next two years. Sub- -
stantial cuts in current expenditures offer the only hope of effective
relief from the tax burden. : . ’

Within the next two years, or thereabouts, there will mature about
seven and one-half billions of short-dated debt (including the out-
standing floating debt), and it is to the gradual retirement of this
debt that the bulk of the current surplus is necessarily applied, in
large part through the miscellaneous debt retirements described in
the preceding paragraph. Substantial progress has already been
made in the retirement of the short-dated debt. Statement E, for ex-
ample, shows that the short-dated debt aggregated $7,578,054,141.89
on March 31, 1921, as against $9,248,188,921.12 on August 31, 1919
when the war debt was at its peak, a reduction of about one and
two-thirds billions in the 19 months’ period, This reduction was due
in’large part to the reduced balance in the general fund and the
application of receipts from war salvage, and only in small measure
to surplus tax receipts. In view of its early maturity, the Treasury
must regard the short-dated decbt as a whole, and within the next
two years mag' expect to reduce it b]‘{ perhaps $1,000,000,000 through
the continued operation of the sinking fund and the miscellancous
annual debt retirements. The remainder of this short-dated debt
amounting to over six billions, will have to be refunded. It will
therefore be the Treasury's policy to vary its monthly offerings of
Treasury certificates of indebtedness from time to time when market
conditions are favorable with issues of short-term notes in moderate,
amounts with maturities of from three to five years, with a view to
the gradual distribution of the short-dated debt through successive
issues of notes in convenient maturities extending over the period .
from 1923 to 1928, when the Third Liberty Loan matures. Treasury
certificate offerings will continue to be made from time to time as in
the past, in order to meet the Treasury's current requirements,
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This program will make the short-dated debt more manageable and
fatilitate the refunding operations which will be necessary in con-
néction with the maturity of the Victory Liberty Loan. 4

This analysis of the condition of the Treasury and of the burdens
which it must face within the next two fiscel years shows clearly, as
the President stated in his message, that—
unless there are striking cuts in the important fields of expenditure, receipts from
internal taxes can not safelv be permitted to fail below four billions in the fiscal vears
1922 and 1923. This would mean total internal tax collections of about one billion
less than in 1920 and one-half billion less than in 1921,

The moet substantial relief from the tax burden must come for the present from the
readjustment of internal taxes, and the revision or repeal of those taxes which have
become unproductive and are so artificial and burdensome as to defeat their own
purpose, prompt and thoroughgoing revision of the internal tax laws, made with
due regard to the protaction of the revenues, is, in my judgment, a requisite to the
revival of business activitv in this country, It is earnestly hoped, therefore, that
the Congress will he able to enact without delay a revision of the revenue laws and
3ucl:r;mergency tariff measures as are necessary to protect American trade and in-

‘” . *

Now that the House of Representatives ha;irassed the emergency
tariff legislation, I hope that the Congress will soon undertake the
revision of the revenue laws, with due to the protection of the
revenues and at the same time with a view to “the readjustment of
internal taxes and the revision or repeal of those taxes which have
become unproductive and are so artificial and burdensome as to
defeat their own purpose.” The higher rates of income surtaxes put
constant pressure on taxpayers to reduce their taxable income, inter-
fere with the transaction of business and the free flow of capital into
productive enterprise, and are rapidly becoming unproductive. The
excess-profits taxes is artificial and troublesome. Taxes of this
extreme character are clogs upon groductive business and should be
replaced by other and more equitable taxes upon incomes and profits.
An intelligent revision of these taxes should encourage production
and in the long run increase rather than diminish the revenues.
Early action is necessary, for unless a revision is adopted within a
few months it could not in fairness apply to income and profits arising
from the business of the present calendar yedr. .
With these considerations in mind, I venture to make the following
rincipal suggestions with regard to the revision of the internal tax
aws: '
1. Repeal the excess-profits tax and make good the loss of revenue
by means of a moHified tax on corporate profits or a flat additional
income tax upon corporations, and the repeal of the existing $2,000
exemption agflicable to corporations, to yield an aggregate revenue
of between $400,000,000 and $500,000,000. The excess-profits tax

is complex and difficult of administration and is losing its produc--

tivity. It is estimated that for the taxable year 1921 it will yield
about $450,000,000, as against $2,500,000,000 in groﬁts taxes for the
taxable year 1918, $1,320,000,000 for the taxable year 1919, and
$750,000,000 for the taxable year 1920. In fairness to other tax-
payers, and in order to protect the revenues, however, the excess-
profits tax must be replaced, not merely repealed, and should be
replaced by some other tax upon corporate profits. A flat addi-
tional tax on corporate income would avoid determination of invested
ﬁ?ipital, would be simple of administration, and would be roughly

justed to ability to pay. It is estimated that the combined yield
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to accrue during the taxable year 1921 from a tax of this character
at the rate of 5 per cent and the repeal of the $2,000 exemption
would be about $400,000,000.

2. Readjust the income-tax rates to a maximum combined normal
tax and surtax of 40 per cent for the taxable year 1921, and of about
33 per cent thereafter, with a view to producing agfregate revenues
substantially equivalent to the estimated receipts from the income
tax under existing law. This readjustment is recommended not
because it will relieve the rich, but because the higher surtax rates
have already passed the collection point. The higher rates con-
stitute a bar to transactions involving turnovers of securities and
property, which with lower surtax rates would be accomplished and
thus yield substantial new revenue to the Government, The total
net income subject to the higher rates is rapidly dwindling, and
funds which would otherwise be invested in productive enterprise
are being driven into fields which do not yield taxable income. The
total estimated revenue from the surtaxes under existing law is:
about $500,000,000 for the taxable year 1921. The estimated yield
for the year from the surtax rates above 32 per cent would be about
$100,000,000. The immediate loss in revenue that would result
from the reﬁeal of the higher surtax brackets would be relatively
small, and the ultimate effect should be an increase in the revenues.
. 3. Retain the miscellaneous specific-sales taxes and excise taxes,
including the transportation tax, the tobacco taxes, the tax on
admissions, and the capital-stock tax, but repeal the minor ‘nui-
sance’’ taXes, such as the taxes on fountain drinks and the miscella-
neous taxes levied under section 904 of the revenue act, which are
difficult to enforce, relatively unproductive, and unnecessarily
vexatious. The repeal of these miscellaneous, special taxes would, it
is estimated, result in a loss of about $50,000,000 in revenue. The

. transportation tax is objectionable and I wish it were possible to

recommend its repeal, but this tax produces revenue in the amount
of about $330,000,000 a year and could not safely be repealed or
reduced unless Congress is prepared to provide an acceptable substi-
tute. The Treasury is not {n'e ared to recommend at this time any
general sales tax, particularly if a general sales tax were designed to
supersede the highly productive sFecial sales taxes now in effect on
many relatively nonessential articles. .

4. Impose sufficient new or additional taxes of wide apiplicatnon,
such as increased stamp taxes or a license tax on the use of automo-
biles, to bring the total revenues from internal taxes, after makin
the changes above suggested, to about $4,000,000,000 in the fisca
years 1922 and 1923. The only way to escape these additional
internal taxes, to an aggregate amount of between $250,000,000 and
$350,000,000, will be to make immediate cuts in that amount in
current expenditures. In the event that this should prove impossible,

- it might be feasible to provide perhaps as much as $100,000,000 or

$150,000,000 of the necessary revenue from new duties on staple
articles of import, and the balance by taking more effective steps to
realize on back taxes, surplus war supplies, and other salvageable
assets of the Government. .

5. Adopt necessary administrative amendments to the revenue
act in order to simplify its administration and make it possible,
among other things, for the Commissioner of Internal Revenue, with
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~ the approval of the Secretary -of the Treasury and the consent of
; ,g,he;mFayer,«to make final determination and settlement of tax
‘cases. In this connéction it would be well, in.the interest of fairness,
apd, in .order. to simplify. the administrative problem, to provide,
. under proper safeguards, for carrying forward net losses of one year
as 8 deduction from the income of succeeding years. o
I,.su&est for the consideration of Congress that it may also be
advisable to, take action by statute or by constitutional amendment,
where necessary;.: to. restrict further issues of tax-exempt securities.
It is now the policy of the Federal Government not to issue its own’
obligatione with exemptions from Federal surtaxes and profits taxes,
but States and municipalities are 18811% fully tax-exempt securities.
in great. volume, , It is estimated that there are outstanding perhaps
$10,000,000,000. of: fully tax-exempt securities. ~ The existence of
this mass of exempt securities. constitutes an economic evil of the
first magnitude. . The continued issue of tax-exempt securities
encourages the growth of public indebtedness and tends to divert
capital from productive enterprise. Even though the exemptions of
outstanding securities can not be disturbed, it is important that future
issues be controlled or prohibited by mutual consent of the State and
Federal Governments. )

.1 am sending.a copy of this letter to Senator Penrose as chairman
of the Committee on Finance.

.1 shall, of course, be glad to hold myself and the Treasury experts
in_readiness to answer any call from the committee and to supply
such further information with regard to the condition of the Treasury
311&_ the Treasury’s revenue recommendations as the committee may

esire. . ... . . .
Very truly, yours, :
C . V¥ A. W. MELLON, Secretary.
~+ . Hon. Josepn W. ForpNEY,

Chairman Committee on Ways and Means,

e House of Representatives.
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Statement of estimated receipts and disbursements for fiscal years 1921 and 1922.
. [Revised Apr. 2}. 1921}
Fiscal year 1621, ! Fiscal year 1922
!
CUBLOMB. «.eeeeeeerrnenrnenennieaeceaananans creessesttettanntseecateantrrnneannannenenannne $300, 300, 000 $300, 000, 000
lnu{nalrav:'ge: tax $3, 150,000,000 ' $2, 350,000, 00
neome and profit taxes. ........................ reeteetentaeaneeniesseraenaeraneas ‘ 3
csocsean Geceectectserttcccncttocsttnccrsiossnsrscnsssscsnas oo . 1, 350, 000, 700
N Miscellaneous , internal revenue 1,400, 000, 4,50,000,000 350, 000, 2,700,000, 60
1, 500,000 : 1,300,000
500 i 00, 000
aE®8 0 f=s
260, 000, 00 ot 0, 000, 000
1}1"%% : 1&“"%
ddd 637,067,000 - 517,643,000
5 00,0600 400w
ONIIALY ..o e 5,008, 315, 496 | 40,5218
Publiedebt: . - ° .y qrn
Sinking fund............... 8265, 754, 835
War-savings securities (net). . ltli.!'lul)’:%
Purchsses of Liberty from foreign repavments 30, 500,
Redemptions of bonds and notes from estate taxes. . ......... 25, 000, 000 S
P of al es from Xes. 08,754,905 000, 421,354,565
- Retirement of Pittman Act certificates..._........ ... emeerenaeanzennns . 70,000, 000
t of Treas from F I Res Bank franchise tax receipts. . . 60, 000, 0N
Retsremen sury certificates ‘ederal Reserve Banl nchise p 9,700, 30 I 000, 130,000,000
Total debt retiremnents. .........oo.veeneemnee ceecreeoneeennrenneemaeneensonnsonnns ’ 496, 479, 365 351,354, 855
Totaldisbursements. .............eeunnnn...... cevanee 5,602, 024, 861 4, 363, %77, 083
. B —_ —— 3
Excess of disbursements ovet receipts. ...... teeresecsteanastanerenrensonns e 114, 957, 861 1%, 284, @33
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A—SUPPLEMENTAL.
Classification of estimated disbursements for fiscal years 1921 and 1922.
- Fiscal year 1921. Fiscal year 1922.
Leglslative. . $16,833, 723 $17,213,813
Exeeutivo... —————- 2,004, 1,807,
Dopartment........................ 10,320, 000 g,:«,
Depttmntot ustleo............................. ....... tererasecccncccoan lzzg.%b lz:%:%
t(imlnding """ ""pmsi""'&ii‘a’ﬁ&'ix’ﬁia’ﬁs’).’fiIZZ:ZIZIIZZIIZIIIZZZZIIZIIIZZIZZI 323, 500, 000 000
DeplmnentolAgﬂmltun ....... eeevserrennemssenen RSOSSN - e 107, 000, 000 ?g’,mmo
Department of USSR ceveaan ervanaa——— JOSSRSRNN 23, 333, 300 19,923,000
$Of LabOr. . .cueeeeancnnnnnnenn. conneenn ceeenens ceenennnenaenn cevserencanaanes 5,281,621 5,252, 887
gm:omm ................ ereemea———— ———— OSSR ceveaanas 112, 450, 133,391, 516
District of Columbia......... eencssasen ceveorena crveneaan sactsssscoscessssssansas PO 21, 510,938 22,187,
Miscellaneous. . ........ coeevcessosscsscncsccas ceseses costesonese coscscveces cocrcscees cones 81,501, 330 60, 407,
Wanw.w — 37’“,813,1&)
Postaldeficiency. ...... cassccscecacancaneas crvomesnes vesnescsacan cocesvacas csecesan vesense 63,007, 796 43,312,000
$262,917,900
51,325,000
53,110,139
99,457,795
466,810,834
508, 750, 000
515,225,000
m ................................................. cseescsnens vessen svesseone 103, 345, 000 ‘ 200,000
tnmruﬁmmmd Federalcontrol)...... ceseccssens tessecenens ceevooas ceees 803,551, 212 345, 208, 204
Interest on publiedebt................... cesceneans revoserene cestecesacanoranecncs m%:m 915,000, 000
PanamaCaual............. eesescesestisecessecastonaonacen ceveoresea eeecscocas revessasans 13,000, 000 10,000,000
Puwhaseoﬂomignobligaﬁons ..... resovesee cessenenn cecescsnacas censcons ceoversscsssncene 132,703,326 cecsvrescrracns
Purchase offarm loan bouds. .............. veserssorcecncs ceeeccccsctasennan cesreesas ceasen 16,3328 e .
4,282,313, 550 3,219,704, 03%
Tolalorditiary . . o.....coeseteanenncencaneennennns teeeeranans reeveeerarenseens 3,005, 515, 496 1,014, 522, 165

T
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Public debt:
Sinkingw".“ ..............:::..................
Miscellaneous debt

Pumhmotuhmm """" T eggﬂ;t;:::: ceenes ..

Bodcmpﬁma of bonds and notesfrom

X “veve 2 aectcscaasses

g8 1838882

.g

8

8z 3f
882
88888

498,754,565 421,354,865

......................................

g3 |28

§
Pl
-
§
¢
.
i
i
8

|28 |ps BE

97,724,300 130,000,000
..... ceveeereanssansesonsesnes] 596,479,365 | - 531,754, 563
Aggregate.. ceeveseecennennnseenns cemeeemsrerseanreeessasesessasnes] | : 5,602,024, 961 - 1,363,877,033
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- INTERNAL REVENUE,

'B.
Preliminary siatement showing classified expenditures of the Government from
the fiseal
{On basis of daily
Juiy 1 to Oct. 1t0 Jan.1t0 |
Sept. 30, 1950. | 'Dec.31,1920. | Mor.31,1021.
Ordinary: ;
b::lzlntlvoestabllshmem ......... © 4,930,391 81,008, 522.01 | 94,806,483, 14
Executive proper......... © VAR TBT.T1 587, 421, 248, 846. 64°
State Department ...... 2,322,749.20 | 1,827,000.99 | 2,242,137.40 .
Treasury Department... 96,008,410,19 |  82,724,413.76 | 181 790, 477.00
War Department. ...... 274,367, 808.97 | 208, 000064.23 | 307, 518, 360,95
Department of Justice. . 4183,080.23 |  3,058,629.16 |  4,425,703.15
Post Office Department.......oeavorsecseces U 1407,168.05 | 10,602,201.47 | 25,9%,317.37 -
Navy Department . ....cceeuee ereeeevenss il 161,294,822.36 | 166,808, 503,61 | 177,462, 791.62 -
Interior FEMEIL . 2 oonesnsneeessocasosonasse D OUR7118,246.55 | 82,244,028.75 | 82,520,043, 00 -
Department of Agriculture.......ccoceoneeecns ., 33,90%,228.76 |  28,075,302,46 32,404,008.75
Department of COMMOrre.....ocooeeee- 10, 768, 625. 62 7, 150, 954, 20 6,966, 718.38 -
ment of LabOr. . . . cocveereacncns G 2183,500.07 | 2,783,200.26 1 1,077,480.34°
United States Shipping Board . ...cocvveoaasese | 33.988,450.67 | 61,402,075.88 |  2,225,335.06
F’t“w et 102 stlon systems, and , - 823,743.50 | 18,1 ou| 214,207, 272784 |
8 esessosesacesesssses . g
W.r:‘inamco:npol'!uon... LI e o bo0an 0 | 0,367, 880.74 -
Grain Corporatlon. - siions. 100, o0 408, 18802 | 3L ST I a8 A 81
District of Columhia., ...oeveveensaeae ol Bois212.98| 5,909,203 | 5,228,870 18
Interest on public debt.......... DUTEININTD 108,351,250, 07 | 342,067,610.37 171,906,101 63
Totale...veecseozeecns veeeran 1, 190, 081, 991 37 |1, 256,293,010, 25 1,249,756, 856,95 -
Deduct unclassified repayments, etc........ l o 10 o8, 190,75 | 823517&53 *$2)571,200.54 .
DML soeesenneeseessssssesssassnnessosseresl], 180,980, 143,12 13,247, 635,260.62 |1, 2 328, 168, 40 |
PAnsIms CAndh. - »oreerseseses OISR 2085341 14 | | 3,003,500, 56 200 T 480,58
Purchase of obilgations of foreign Governments.; 57,201,833.53 |......... eesonse| 16,005,083.91
Purchase of Federal farm-loan bonds............ i 9,702,498.83 6,285,910, 22 $12,962.71
Total ordinary. ...c.qeevcerenee oeeeeeeevuessn 1,250, 849, 556. 85 1,257, 164,776, 40 11,275,757,603.60
Public debt: i
Certificates of indebtedness redeem d............:2,290,363,000,00 2,498, 004, 500. 00 |1, 447,722,500.00 -
War-savings securities redeemed. ... cenes 170,798.30 | 41,767,783.44 | 46, 103,171. 32
Old debt items retired.......oooeeaiisieaennaen. | 68, 581, R 43,700. 69 §,368, 60
First Liberty bonds retired............ooooiiiin 49, 300, 55,050, 00 41,750, 00
Second Liberty bonds retired. ......c.ocoeeuuees 1,070,900, 00 1,102, 450.00 1,410, 450, 00
Third Liberty bonds reticed..... veeeesanase , 782, 950, 3,004,150, 00 , 789, 800, 00
"‘sml:msmryotml retired..... seesecaconas . zn.l'to,um?.m ; l'l‘n’%% m%’ﬁ%’&%
National-bank notes and Federal feserve bank | SO s ’
notes retired. ........... esveceresernass veera.l  3,923,638,00 |  3,615,105.00 |  6,616,060.00
Total public deb........evveereereseenenns 12.379.&\9.206.!1 2, 585, 409,099, 03 |1, 632, 059, 650.01 |
i
t Deduct excess o credits. 2 Add,
’ . C.

Preliminary statement showing classified receipts of the Government from July 1, 1920,

(On bagis of daily

July 1 to Oct.1t0 °* Jan.1to

Recelpts. .| sept.30,1902. | Dec.3i, 1920, | Mar.31, 1021,

CUSLOMS. o ccvovosvoreoanvosscsassascsssasesssccanes X

e epngonyed Buoprpg Roigmings
) 8,
e I et e | et | IR
Panama CADALLOIIS, 6L0. -« oonvmvvmrarssssesesoesnese 1,008,908.53 2,607,734.32 | 5,088, 787.99
OAlee e nvnernneenncecoessassssnnasssssssnees ]y B40,074,262.04 ln,m,m.ou.u 1, 387, 519, 400, 60
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BQ
July 1, 1920, to Mar. 31, 1921; with comparative figures and total expenditures for
year 1920,
Treaéury statements.}
’ Total, July 1 Total, July Tota) Julyl
930, t0 ' July 1 Qct, 1to Jan,.1to 1919, to 1900 t6 '
‘ Mar. 31, 1021, Sept- 610, ' Dec. 3 1000 | Mor. 31,1920 | Mar. 31, 1920. June 3, 192,
| .
. $14,645,308,17 . 85,116 000. i $5,216,888.01 | $4,706,854.98 |  $15,039,743.52 |  $10,327,708.72
L 909, 510, 81 62,260, 5,532,641.73 | 503,056.90 | 6, 177,950.50 6,675,517, 58
i 392,786.78 4,085, P 3,760,718 T4 | 3,249,647.95 | 11,111,901, 49 3, 586, 024, 42
360,613,300.95 . 102,605,955.91 . 41,329,800, 46,| -120,478,294, 40 ,504,060.77 | 322,315,627, 43
| 849,886,224.15  653,552,910.00 397,718,762, 29 ,334,207. 14 | 1,301,605, 888,52 | 1,610, 587, 380, 86
12,567,421.564 4,178,182, , 529, 518,97 280,607, 988,308,03 |  17,814,308. 18
. 37,065,686, 80 813,691.33  18,397,560.58 | 9,463,485, 28,674, 736, 47 , 049, 205. 07
505,563, 118.50  246,496,320.16 . 174,495,117.79 | 160,373,008, 63 1,364, 736,021,456, 43
251,883,216.80 70,176, 555, , 720, 075. 22 ,374,034.98 210,276,665, 30 , 244, 81
,463,120.97  12,362,197.17 . 10,508,030, 63 18,538,316. 50, 408, 613,00
24,884, 208,20 4.775, 5,021,360.10 |  §,872,700,87 18,009,140.50 so,ow,m 75
6,914,350.57  1,404,698.48 1, 169,488.51 1,985,647.11 4,649, 5,415,358, 40
97,614,763.69  234,702,016.52  106,028,170.88 | 92,370,446 433, 100,634.10 530, 565, 649, 61
,987,304.18  431,766,376.7)  §2,036,307.93 | 262,707, 518. 58 ,500,203.20 | 1,036,672, 157, 53
| 17,639,563,17 ,47 ,735.42 158,043,854, 33 408.26 |  144,962,712.65 | 1228,472,186.61
, 353, 411, 42 195,356, 575.54 | 1 on,m,m 12| 17,703,575.14 ( 350,335,494, 70
79,273,210.17 12,345,|02.3.1 8,756,209, 05 zo,zla,m 98| 4 :m,m a8 |  59,469,308.17
16,141,284.49 5,778,582, z,oa:s,m.ol 15,516,622.44 | 19,967,408, 41
, 324, 966, 136,902, m zo 330,048, 776.70 197 97174828 | €61,023)312.27 | 1,020,251, 62,28
3,886,131, %58, 57 3,161,87] 485.85 11,341, 912,078.39 |1, 135,800,313.20 4,639, 584,382, 46 s,u»,:m,:m o
, 048,292, 7 8014,830,75 . ' <5,190,057.3¢ . 4,970,611,11 7,795,784.52 | 4,309, 47.00
i3, 681, 143,506, 28 '2, 153, 860,685, 11 1,347, lm 735.73 '1 m,sm,am' w4, ea! 789,507,935, 040, 997,552 94
i 11,950,412.:28 1| 1,504,343.86 3,701, 460,33 40!,482.71 8,667,280.92 | 11 365,714.0!
. T3R0A,607.44 | 233,93),045.99  88,7SN,068.10 | 47,000,000,00 | 387,720,014, .00 | 421 337,.
) ’6’78 ,m” poo-.o *s0esrecse srecverrsene sesee secsslessscanes 643 ,)“*a‘?

|..¢..c.oo-

cepsscnes.
]

3,780,771, 900,74 2.m.292,m.m 1,437,592, 164, 1 |1, 181,291,£30, 80

5,028,176,708.94 |

6,403, 313,&“.21

6,236, 1%,000,00 '5, 715, 445,820, 00 2, 104 , 387,882, 97 |4, 348,931, 700, 00
196,081, 752,00 52,650,333, 07 , 509, 50,391,!» 7,58
' 130, 711.09 176, 150, 00 25s 910, 28 47,008,190
i 146, 300, 00 , 000, 20,463,100.00 ¢ 4,005,450, 00
3,583, 800,00 ,060,000,00 - 09,940,000.00 ; 22,731, 500,00
I 17,066,900,00 - 27,815,550, 00 mo 117,850, 00 61,009, 350,00
. 34,008,600,00 120,005, (K, 00 m, 1666,300,00 | 4,061,400.00
! FIB030 1000 .oevrnreeruerre o cennersnenonenees| 72,500,000,00
! 14, 154,500, 00 6,081,472.50 . £,530,084.25 4,015,335, 00

161,222, 160. 13 |
47 |
24, 49] ‘W) on !
142,732, 400,00
2301022, 750.00 1
296, 732, %00, 00
72,500,000, 00

17,220,041, 75 ¢

u,:ma,ms 402,97 I.),W 17, .18.3.;

]

508, l6-n97

32,336,

241, 144, 200, m
. 00

15, 222, 800, 00
249,001, 500, 00

23,424,164, 50

—————

16,577, %37, 015, 13 .»,mz,w, 195,57 2,535,545, 576, 98 14,905,304,100, 77

13,303,157, 103. 32 117,038, 059,723, 62
1

7

C.

to Mar, 31, 1921; with comparative figures and lotal receipis for the fiscal year 192,

Treasury statements.]

Tot%’uly 1, July 1 to Oct. 1 ! Jan.1lto Totial,ngtll)' 1, To‘l%’l' July 1,
Mar. 31 1921, Sept. 30, 1019, Dec. 31, l”l Mar, 31, 1920, Mar. 31 1920. June w, lm
| 9207,909,441.86 | $00,216,122.37 | 975,492,301.93 59,785, 412.17 | 8231,853,686.47 | $322,902, 30,39
‘2 480, 481,849.02 1,017, 556,002.72 | 985,767, 7%. 31 1,014, 882,235‘08 3,018,206,114. 11 3,944 949,287,758
{ 1,088, 95; 157,07 | '364/612,848.61 | 370,027,175.30  '372,004,015.02, |1,115,644,638.93 | 1,460,082, 286.01
| 553 5& 520 1 ,401,006.28 149 lﬂ &7.94 100 017,m 41 , 590, 506, 63 900 966, 422. 38
| 9, 360,430 84 1,029,900. 17 l 728 13.20 1 210,016- ] 3,973,938.98 | 5, 664,741.45
| 4,385 038,744.08 1,638,875,970. 15 |1,501,187,114.77 1,533,”5 991.20 [4,813,969,085.12 I 6,694, 563,388.88

53403—21——2




18 INTERNAL REVENUE,

D.
Preliminary statement of the public debt Mar. 31, 1921.

[On the basis of daily Treasury statements.]

Total gross deht Feh, 28, 1921............cciviieriiavancanenes $24, 051, 684, 728, 28
Public-debt receipts Mar. 1 to 31, 1921. . ...... §891,017,911. 58
Public-debt dishursements Mar. 1 to 31, 1921. . 962, 598, 242. 03
Decrease for peridd ........................................ ... 71, 580, 330. 45

Total gross debt Mar. 31, 1921......... teeectaccacanannas 23, 980, 104, 397, 83

Nore.—Total gross deht before deduction of the halance held b{lthe Treasurer free-
o

of cuirent obligations, and without any deduction on account of obligations of foreign

Governments or other investments, was as follows:

Bonds: -
Consola of 1930............cccvivineennannn $599, 724, 050. 00
Loanof 1925.....cccvicineinnnnnnnnennans 118, 489, 900. 00
Panama’s of 1916-1936.. ... ceteesssacnsnns 48, 954, 180. 00
Panama’s of 1918-1938.................... 25, 947, 400, 00
Panama’'s ofd961...........cconenene.... 50, 000, 000. 00
Conversion bonds.............. ceestnenses 28, 894, 500. 00
Postal savingsbonds.........ccovvvnvnnnns 11, 718, 240. 00 .
) . $883, 728, 270. 00
First Liberty loan............cccovevniann. 1,952, 313, 700. 00
Second Liberty loan. . ............. ceeees 3, 321, 731, 300. 00
Third Liberty lan......... tereeeessseess 3,645, 081,350, 00
Fourth Liberty loan............ ceeseses ... 86,360, 364,000.00
15, 279, 490, 350, 00
Total bonds. ............ tecesesesotcans ceerecscanans ... 16,1683, 218, 620. 00
Notes: Victory Liberty loan..................... cevecnans voeeer 4,100,453, 105, 00
Treasury certificates:
TAX.eeeneenoenrannesnrananncancanannns .. 1,643, 886, 000. 00
L ceceneeen  830,726,000.00
Pittman Act.........ccoevinennn, cesseess 247,875,000.00
Special issues.....cccveceirancannanns 32, 854, 450. 00
) N ) 2,754, 841, 450. 00
War savings securities (net cash receipts). ............ seesesssas 723,659, 586. 89
Total interest-hearing debt. . ... cevecnae Neerecasasaneanas 23,742,172, 761. 89
Debt on which interest has ceased......... cessatseasacenas ceoen 10, 537, 310. 26
Noninterest-bearing debt.............coiiiiiinna... ceeveeee eeee 227,394, 325. 68
Total gross debt...... coesresrsacosnnns ceveesanns ceesaos .. 23,980, 104, 397. 83

e




Quarterly comparative public debt statement, showing also figures for Aug. 31, 1919, when war debt was al its peok.
{On the basis of daily Treasury statements,) -

! :
Aug. 31, 1919, Mar. 31, lﬁm. ! June 30, 1920, Sept. 30, 1920, Dec. 31, 1920. ! Mar. 31, 1921,
S —— ! CotTTTTT s T T meme——— -
*Grossdebt........oieiiiiiiiiiiiiiciiiiiaaaanas covesl 8‘3,5%,701,6!8. 01 | $24,69%, 671, 584, 52 824,%9,321,467 m 825,(37,356,12&6.) | $23,082, 224, 168,16 | $23, 980, 104, 397. X3
Net bs!ancein generalfund ... . ll] 1, 118, 109, 534. 76 231,622, 538,19 357,701, 652. 23 961,050.10 | 501,851,394,20 : 614,503, 126,78
Gross debt less net balancein generalfund. ........ 25,478,502, 113.25 | 24, H7,019,046.33 | 23,911,619, 785.81 | 23,652, 395, 078. 55 f 23,477,272,773.96 | 23,365, 510,071.05
‘md'm Tnd taltymmwos (@nmatured): 3,938,225,000.00 | 2, 275, 259, 00O. 2, 485, 552, 500, 00 l 2, 347, 791, 000. 00 zan.&is.om.oo i 2,474,612,000.00
Pittman Aet Cand Spedial. ... 11T W,OU0,00.5 | I 0000 | I M 00000 | 305 139, 49000 292,229,450.00 | 20,220,40.00 b
TOtAL. « o micnienineeieienieteccraecnsaeanaans 4,201,139,050.39 |  2,667,220,055.56 |  2,768,927,500.00 | 2,610,020, 450.00 2,.',92,8:!.-»,450.00i 2,751,841, 450, 00 E
=]
E. =)
. 3 "1
Statemnen: showing comparative fiqures as to short-dated public debt, Aug. 31, 1919, to Mar. 31, 19.21. g
. {On the basis of daily Treasury statements.} =
w
B . ]
Aug. 31, 1919, Dec. 31, 1919, June 30, 1920. f Dee. 31, 1020. Mar. 31, 1921, g
= _—— — B e o e -
VECLOTY OS5, . ... —eneerneeenneesecesaessssssnssssssnsennnresssssonsnsnsssonnes #4, 113, 102,679.65 | $1,491,114,007.07 | 81,216,355, ’-so.m $1,225,970,755.00 [ $1, 100, 453, 105. 00 S
Loan and tax. 3,938,225,600.00 | 3,262, 184, 500, 00 z,mﬁz.mm: 2,300,656,000.00 | 2,474,612, 000, 00 ',4
Pittman Act and specialissues. 262,914,050.39 | 316,301,300.37 |  2%3,375,000.00 . 292,229, 150.00 280,229,450.00
War savings securities ?l:(e‘!. cash receipts)............ 933, 68‘7, 191, 0R 897, 143, 380. 27 K28, 739, 702,09 760. 953, 789, 53 723,659, 5%6. 89
POtAL. e caeiiaiimitaeiitaciesorcoteeietassmnscsssccsceascsansanancannasnse , 218, I, 02112 | §,969,743,106.71 | 7,814,052, 722.00 7,579, %09, 985. 53 7,578,954, 141. <@
d
-}






" INTERNAL REVENUE.

SALES TAX—PROPONENTS.

STATEMENT OF CHARLES E. LORD, NEW YORK, N. Y.

The CHAIRMAN, Will {lou state what business you are in?

Mr. Lorp. I am in the dry goods commission business. I am
also president of the Aberfoyle Manufacturing Co., of Chester, Pa.,
being interested in cotton and textile mills. In fact, Mr. Chairman,
I am a constituent of yours.

The CuairMAN. I know you are, Mr. Lord. I ask these questions -
for the record, so that they will %)et in the stenographic notes. I
know you live there and have your business there. Do you represent
any association in addressing the committee ¢

r. Lorp. No, sir. ) )

The CuairMaN. Now, will you proceed in your own way to state
your views as to the sales tax? . '

Mr. Lorp. I would like to be permitted to define my status. I
notice onr the calendar everxbody represents some association except
m¥self, and I represent a blank. I would like to fill in that blank,
if I may. I am not here representing any organized tax movement.
I am glad to cooperate with them when I can do so consistently, I
represent ascertained business and public: opinion to an extent -
greater, perhaps, than any other one man. I am driven by the

owers and opinions which I must respect. I am like the man who
iberated the genii from the bottle and then could not put it back.

Our letter “Taxing the Soap Bubble” was reprinted in various
forms by banking and mercantile houses all over the country. We
traced its circulation into the millions and then stopped trying to
keep track of it. Letters came from every section of the country,
from every class of persons and institutions and business organiza-
tions. They were from great bankers, like the advisory council of
the Federal Reserve Board, from small country banks, from great
merchants, like Mr. Simpson _of Marshall Field & Co., down through
the various grades to the little country storckeeper in the Far West,
and some farmers, cattle raisers, fruit growers, etc., and in this
connection I would ask ;iermission to read a brief letter received
from a small merchant in Idaho as illustrating that the humble man
as well as the larger factors are alike in favor of a sales tax.

The CuairMAN. Remember that this committee has enough letters
to fill this room from the humble man.

Mr. Lorp. Well, this is rather characteristic. May I read it? It
represents the mind of the humble man?

e CHAIRMAN. Yes; go ahead.

Mr. Lorp. A copy of a reprint of ‘““Taxing a Soap Bubble” came

to us some months ago marked on the margin: “The common folk
21
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ay the bill, after all, and when they pay can make no appreciable
essening of the awful load.”” Ireplied in a brief way explaining just
the sort of sales tax we favored, and a month later received this letter:

IpAnO FavLis, IDARO, April 15, 1920,
Mesers. Garey & Lorp, New York.

GenTLEMEN: We are glad to acknowledge the receipt of your letter of March 29.

We are with you in this, whole-h y. .

We organized the 1daho Retail Merchants’ Association here last night, with repre-
sentatives from all over the State in attendance. One of the first resolutions adopted
}vas“that pertaining to the tax method you advocate. We shall advocate that energet-

cally.

You bet we are with you.

Yours, cordially,
Hans PerersoN (INc.), Dry Goods,

_ Senator JoNES. Do you call the writer of that letter one of the
humble men of the country ?

Mr. Lorp. I call him a small merchant. I should have defined it
that way rather than as an humble man. I have here letters from
individual farmers and small men. I brought with me cross sections
of my files illustrating all sections.

The CaairMAN. We have thousands of letters like that. Do you -
think that conveys any logical idea of the nature of the sales tax?
That is simply the indorsement of an individual. Now, I would like
you to address yourself to the logical reasons for a sales tax and the
possibility of its administration.

Mr. Lorp. I am prepared to do that, Mr. Chairman.

The CaaRMAN. That letter means nothing, in my opinion, to the
committee, because we are flooded with such letters. The committee
wants to hear you and we want you to get down to business.

Mr. Lorp. My r ose was to define my status. I was in corre-
spondence with all classes of people. This matter of taxation is a
very comglex one, It is very much like statements made about the
labor problems. I believe these complexities are, in most instances,
larsely self-created. The labor problem looked at en masse is for-
midable; attacked in detail, it is readily solved. We have to aﬂply
human methods and common-sense ideas, and I would like to see t
methods applied to this question of the revenue.

This is what we want: A budget system and economy in appro-
priations. My mail bristles with complaints at present expenditures,
waste, and loose methods; while the correspondents are a|f)parently
willing to cheerfully bear the legitimate burden arising out of the war.
For the tinfe being, however, we will deal with the figure generall
quoted as representing the present minimum of revenue required.
namely, $4,000,000,000 annually. :

I would present the middle of the road proposal that so much tax
be levied against income as will rest there and be truly an income tax,
not so high as to force inflation, shifting, and evasion, as at present,
and aim to obtain b{l that means’ $1,500,000,000; that the present
tobacco taxes and such other excise taxes as you may decide to retain,
together with inheritance taxes and customs duties, be adjusted to
safely produce $1,000,000,000; and that there be levied upon each
and every business involving the sale of any commodities or mer-
chandise, produced, manufactured, or purchased by the vendor for
sale, a tax equal to 1 per cent of the gross sales of such business, and
that the tax be collectible monthly or quarterly from the vendor, who

0se
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shall be compelled under penalty to keep a true record of his sales,
with a view to securing in that way the additional $1,500,000,000 of
revenue necessary to make up the $4,000,000,000 referred to. The
one and only exemption from this sales tax should be the exemption
of all sales up to a certain amount, as perhaps $4,800 a year, so auto-
matically freeing from the tax the sales of small farmers, petty traders,
street peddlers, etc. .

I do not advocate a sales tax as an additional load, but to replace
sources of revenue which are drying up, and war taxes which have
proven injurious. There is no shifting in this of the tax burden from
the rich to the poor; it is simply recognizing existing facts and applying
the remedy. .

I will make no argument against the excess-profits tax, as its evils
are now clearly recognized and its productivity dwindling. It should
go. Instead, a flat rate on the net income of corporations, without an
exemption and without requiring any computation of invested cagi .
should takes its place. ’Flua , even at a reasonable rate, is likely to
produce as much or more revenue than can now be derived from the
existing excess-profits tax. L :

When the excess-profits tax goes, the existing high surtaxes as agy-
plied to the income of individuals alone or in partnerships must be
materially scaled down; first, because not to do so would force part-
nershigieto incorporate; second, because, as you have been advised
by a Treasury expert, largely a sponsor of the present scheme of
taxation, surtaxes above the 30 per cent bracket are practically
uncollectible in time of peace; and third, because heavy surtaxes on
income derived from the profits of active business tend to produce
the same inflation, shifting, and otherevils that accompany the excess-
profits tax on corporations.

I would prefer a graded rising normal tax as 4, 8, 12, and possibly
16 per cent, but if you wish to adhere to the ‘system of surtaxes, they -
should be scaled in such a way that in lopping off the higher brackets
it is not done to the disadvantage of men of more moderate income,
but instead a measure of relief should be extended all the way alon
the line. It is not for me to say what the extreme surtax rate shoul
be; that would depend in a measure upon the rate of the normal tax,
but I doubt if the two combined can reach a higher total than 25 per
cent without working many of the present disadvantages. You will
probably find it wisc to repeal a number of the existing excise taxes
and sales taxes which are most unpopular and irritating and, in many
instances, not largely productive and which would be unnecessa
from a rovenue standpoint and unfair in principle if a low-rate tax is
apghed to all sales.

he cutting out of the taxes referred to, namely, the excess-profits
tax on corporations, the high surtaxes on individuals—both already
receding as revenue producers—and the unpopular so-called soda
water and other sgecial-sales taxes, can work injury to no one, cen in
no way increase the burden of any citizen however humble, but would
work a tremendous benefit to all and remove the brake which is
operating to slow up our whole_industrial- machine, with conse-
quences which we now all feel. It should ultimately improve our
export position, as the country which first adjusts its after-war tax
burden so that it ceases to inflate prices will be in the most favorable
position to compete for trade outside its own borders. :



24 INTERNAL REVENUE,

In the administration of the proposed taxes, it would seem to me
that with the elimination of the invested capital computation and
other complexities of the excess-profits tax, the reduction and sim-
plification of the surtax scale, the elimination of a mass of special-
sales taxes, and the imposition of a 1 per cent tax on sales of mer-
chandise, you will collect the revenue with the least burden on the
average man and with much simplified and less costly administration
by the Government. This is one of the advantages which will follow
the abandonment of the invested capital computation, and the taxing
of gross sales as a bulk rather than individual sales of selected articles.

rom current experience with income and profits taxes, we know .
that from one-half to two-thirds of the required revenue must be
raised from other sources. Part will come from customs duties,
inheritance taxes, tobacco taxes, and certain stamp taxes; the
remainder must come from sales in some form; and the proposition
to apngy the tax at 1 per cent on the gross sales or turnover of mer-
chandise has the advantage that it is easily definable and simple of
administration. We know what a sale is, we understand the term
“ qoods, wares, and merchandise;”’ every dealer has a record of his
sales, and any ordinary bookkeeper in a mercantile house can furnish .
the total of a month’s sales without expert advice. It could be col-
lected every month or every quarter through the existing machinery
of the Government at little cost to either the Government or the tax-

ayer. It would collect a large part of the taxes as they accrue.

eing definite, at a low rate and alike to all, it would have no com-
petitive influence and would shift without loading, resting finally
against the consumer to the accumulated amount of 2} to 3 per cent,
and so rest on his purchases or commodities only—not on his rent or
doctor’s bill or amusements or other items that make up half of the
ordinary family’s expenditures. I believe it would instill certainty
for uncertainty into business transactions, remove the menace of a
back year’s tax debt, strengthen commercial credits and Government
credit, and tend to reduce costs and %rices.

I would have the application of the sales tax against gross sales
made by the vendor—not against transactions separatcly; and the
refistration of every dealer and vendor with the internal revenue
collector of his local district, with a nominal fee, as $1.00 a year,
should be compulsory. After that the monthly or quarterly check-
ing up of the names and collecting of the tax would involve the
minimum of difficulty and expense. In practice, it would he un-
. doubtedly found that the tax would run with the goods, the farmer

or producer selling at the bid or market price and collecting in addi-
tion the amount of the tax, with the wholesaler followinE the same
course and a«ding the amount of the tax to the bottom of his invoice;
and the retailer, not wishing to present a tax bill to his customer,
adding his 1 per cent to his overhead cost, distributing it over his
total sales rather than against specific articles; the pyramiding of all
these taxes amounting to from 2 to 3} per cent of the final sales
price to the consumer. No doubt various tables demonstrating this
will be submitted to you. I will submit only one, showing the effect
of the tax as applied to cotton goods—take a yarn-dyed 32-inch
cotton tissue retailing at 45 cents, weighing about 10 yards to a
pound and made from combed yarns:



SALES TAX—PROPONENTS. 25

Effect of tax as applied to cotton goods.

1 | -
i Value. : Tax.
Cotton, 1¢ inches (1 nds):
Sale by grower tg&z‘t‘or BEBLOONLS. oveeiiruceertnirrarccacenronsnsoscocrannens i 80,51 ' $0, 0051
Salo by factor 0 SPINNOr 8 33 CONTS. ... .euuvnrnneenrnnenrsennsnensrasensasnneene ! 861 T 0088
Yarn (1 pound), sale by spinner to weaver 8t 93 CONtS.....c.cevieeererersorsescssaes | .95 . 0088
Dyes and supplies other than Yarn. ...covveiiiieriiereririicnseroscressacssarsons ! 20 . 0020
Cloth (10 yards): . |
Sale by weaver to Jobher 8t 26 CentS...c..cveercirarecassrcvrcccessnrcaaccconascns i 2.60 . 0280
Sale hy jobher toretatler 8t 31 Cents........ecvveerrinciccencnrssscsancssocorocest 2101 .0310
Sale by retailor to consumMer at 45 COntS..cccovvvviverieicrcecrrerrsorenssscrsoases 4.5%0 : 0450
feverveense 1241

From this table we learn that although the cotton passed through

seven hands in the course of its manufacture into clotk and distri-

bution, and paid a sales tax each time, yet the total tax represented

gut 12.4 cents on $4.50 worth of cotton cloth, or, as stated, less than
er cent.

ou may have presented to you other sales tax proposals, some.
broader in scope, some more restricted. The broader ones would
take in sales of real estate, capital assets, services, etc. The re-
stricted ones would tie the sales tax up at a higher rate to one class
of traders.

Senator WarsoN. What do you propose ?

Mr. Lorp. One per cent on goods, wares, and merchandise.

Senator WatsoN. That is, final sales ?

Mr. Lorp. No; all the way along the line.

Senator WarsoN. Every turnover?

Mr. Lorv. Every turnover.

Senator WATsoN. Every turnover in sales of all goods, wares, and
merchandise ¢ ‘

Mr. Lorp. Yes, sir.

The CuairMaN. Your table refers to cotton goods, does it ?

Mr. Lorp. Yes.

The CHAlRMAN. By way of illustration, will you state the different
steps by which the fabric and its incident products are taxed ?

Mr. Lorp, The different taxes are these: Cotton-—-Sale by grower
to factor; sale by factor to spinner. Yarn: Sale by spinner to weaver.
Dyes and supplies, other than yarn. Cloth—Sale by weaver to
jobber; sale by jobber to retailer and sale by retailer to consumer.

Senator WaTsoN. How many turnovers ?

Mr. Lorp. Seven.

Senator WaLsi. What would you do if the same company spun
th?“y rn or the cloth and wove it ?

r. Lorp. Under this proposition they would have the advantage
of the saving of one tax.” Of course, you gentlemen know that it is
perfectly feasible to put a tax on that transaction. I will illustrate
that matter of self-contained process companies. by going into my
own business. We make cotton cloth. V&)e do not spin or do any
of the other processes. We have capital enpugh and could go into
thc.spmn%r‘x’g of it at any time. We have not done so from deliberate
choice. e go into the market and buy whatever kind of yarn is
wanted and make the kind of goods wanted, because we make what
is desirable at the time.

Senator Warsn. A good many companics do both.
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Mr. Lorp. Yes; but we elected to do the other way and found it.

profitable, and the item of 1 per cent on sales would have no bearing
on ourpolicy. Forinstance, I believe the spread would decrease under
¢ such taxation. I believe if you are a single-process company and
paying profits and transportation and all those charges to the different
people from whom you are buying, you are paying tax to those
: reople, and under the 1 per cent proposition that spread would be
ess than it is to-dag.

Senator SMOOT. Specialties are growing rapidly throughout the
country, and I have no doubt but what they will in the future.

The CHAIRMAN. Have you made any effort to estimate what the
total pl;oéceeds of taxation under this system would be to the Gov-
ernmen

Mr. Lorp. I have made very detailed efforts, Mr. Chairman. I
took the abstract of the United States. I went over it for days and
Ki::‘ked out the different items as well as I could. You gentlemen

ow how difficult it is to pick things from that abstract. I did
that about 9 or 10 months ago, and I was satisfied that it would pro-
duce about $2,000,000,000 then at the prices then current. I also
talked with Mr. McCoy, the Actuary of the Treasury, and I found
that he had made similar calculations and had reached similar re-
sults. _Allowing for depreciations in prices and all that has occurred
since, I am still of the opinion that such tax would produce $1,500,-
000,000. If you find it is falling short, you can raise the rate a
quarter or a half per cent. If you find 1t is producing too much
revenue, it may be scaled down. )
I have met with some opposition, and, as far as I can ascertain
without making any accusations against anyone, there is a class of
corporations naturally :fpposed to a sales tax. They are the ones
who have a monopoly of an article and who are already fixing their
g‘nces so as to extract the last possible penny out of the consumer.

hey doubt their ability to pass it along. 1t is also quite possible
that overcapitalized corporations that now escape with a moderate
tax will oppose it. There is also a large army of lawyers and such
people who are not favorable to a sales tax. .

e CHATRMAN. The great bulk of the protest that the committee
is receiving seems to come from labor organizations, fraternal bodies,
and agricultural societies.

Mr. Lorp. I have met with a few of such people. I have met with
opposition from small bodies and laboring men in my home town.
I have talked to them about the sales tax and found them o])gosed.
to it because tHey did not understand it. When I finished explaining
it to them I found that they were a unit for it. I explained it to
them saying, “ Gentlemen, any tax has to come out of consumption.
You get it in one form or another, no matter how it is camou&ged
Here 1s the way it is_proposed to do it. There will be 1 per cen
tax on sales. We will know what you are paying. We will all
know. The thing will not have to be made u% to meet anything
indefinite.” They say, ‘“We see it.” A little Italian organization
in Tarrytown, N. Y., said,  We can not understand this thing unless
it is explained to us.” That opposition you get is from men who
do not understand the proposition. They are confused by all of
these proposals.. We have stuck to one t: and have refused to
"'be diverted into any of these side channels. e leading objections
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that have been arrayed against it by the experts and that class

(v):iKeo le have narrowed down to three or four. One gentleman who
address you to-day told me that he had been converted to the

sales tax from those who opposed it. - .

The objections to a commodity sales tax have been aptly described
as “Gales tax ghosts.” They have been abandoned one by one as a
better understanding of the matter has grown, and have now narrowed
down to a few which have also been inet and answered but still
persist in some minds. These are: That going back to the days
of Babylon and Ninevah, then down. through history to modern
Spain, sales taxes have been applied and proved failurcs. The high-
wheeled bicycle of 40 years ago was a failure, but the modern low-
wheeled bicycle, a success; and unfavorable experiences with high
rate and adjusted sales tax of the past only emphesized the success
of the low rate Philippine sales tax of the present, and indicate the
poseibility of even greater success with-a uniform 1 per cent com-
modity sales tax. . .

Senator WaisH. You claim, then, that although ancient history
shows t%:at sales tax is a failure, modern history shows that it isa -
success

Mr. Lorp. Yes, sir; and I also claim that the trouble France
found with the French tax was that it had too many different rates,
too many different adjustments, and too many exemptions.

Senator Smootr. Too many classifications ‘
Mr. Lorp. Yes, sir. The Canadian sales tax is better and proves
so satisfactory that I look for its final ’tl;%pl'catgngn in very much the
same form as I have recommended. e Philippirie tax, which is
tl;eaﬁlosest to my recommendations of any, is the most satisfactory

o L]

Another objection is that of political prejudice, a belief that the
taxes are being shifted from the rich to the poor, but this argument
is breaking down as it is being realized that the people arc thor-
oughly dissatisfied with the present taxes and have a very intelligent
understanding as to how they are suffering from them. The result
of a sales tax in operation will be so beneficial that opposition will
melt away, as it has in the Philippines, and public support and ap-
proval become general.

It has been stated that a sales tax would bear disproportionately
on those of small income, with citations as to average per capita
income, etc. These are misleading, as only a portion of income is
spent for commodities, which already under existing taxes probably
bear a higher tax load in their prices than they would under a 1 per
cent sales tax, and also because those so solicitous are themselves
proposing special sales taxes which would bear as heavily. Those of
small income enjoy complete exemption from income taxes; a little
further up the scale of living the taxpayer befins to pay an income
tax in addition to a sales tax, which in itself is larger as he spends
more and more for commodities, and taxation continues to grow as
income and expenditure expand. . '

I have noticed the self-contradictory objection that a sales tax
‘both increases the burden of the consumer because it is shifted to
him and absorbs the profit of the dealer because he can not shift it,
and that in some conceivable condition it might become a tax on
profit. This is not so. Aside from the contradiction implied, an
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amount that bears alike upon every. trader can have no cffect upon
comﬁoetitnon and no effect upon profit. .

The final objection raised is that a sales tax will give advantage
to a self-contained business as against a single-process business.
Typical cases analyzed show that the total advantage inuring to a
_ business enterprise carrying on several consecutive processes in the

manufacture or distribution of a commodity ageinst other enter-
prises which are not so self-contained, would scacely reach 1 per
cent under the operation of a sales tax at the rate of 1 per cent on
the turnover. It is & sound contention that that difference is negli-
gible. Multiple-process concerns and single-process concerns at
present exist side by side in the sume line of business. Each has its
reasons for beinlf, and the form adopted is a matter of choice. Each
has certain well-understood advantages and disadvantages. Many
concerns now find an advantage in specializing upon some one
product or one branch of manufacture or distribution and are paying
a profit plus transportation charges and any existing tax load in the
materials which they buy. How can they be affected or influenced
in their method of doing business by an item as small as 1 per cent?
In fact, the sYread or difference between the two classes of concerns
would probably be decreased rather than increased by the change in
taxation which I have advocated.

Senator WarsoN. Is it your idea that the excess-profits taxes are
passed on to the ultimate consumer or not ?

Mr. Lorpn. My belief is that when you have a period of active
business they are passed on. Then the Government has a revenue.
When you have a period of business that is more or less depressed
and the taxes can not be passed on you get very little revenue. It
seems to mo it is self-ovident that as prices and profits rise the Govern-
ment revenue increases, and when you have a condition where the
Ericos are low and you can not rocover those taxes the Government

as nothing to depend on.

Senator Warson, I am talking about the ultimate consumer.
Is there any tax that is not finally paid by the ultimate consumer?

Mr. Lorp. There are some. If you apply income taxes in such a
way that they are moderate they will stay where they are put. I
believe that a tax.of possibly 12! per cent against the income of
corporations would stay there. Seccrotary Mellon says 15 per cent.
T have not to do with the figures.

Senator McCumBer. The income must always come from some
kind of husiness.

* Mr. Lorp, The income must come from sales.

Senator McCumpER. And the man that pays a heavier income
charges the higger price for the goods, whether it is in the sale of
goodg or personal service, and finally the ultimato consumer has to

: pa{ it does he not? )

Mr. Lorp. Yes, sir; I think that is a fact that can not be disputed.

Senator McCumser. There is no escape from it.

Senator W-1soN. Do you beliove that the excess-profits taxes
have been made the machinery or the vehicle for pyramiding of
prices from hand to hand ? .

Mr. Lonp. Yes. I am connected with a 001%901'&00!1. We have
an undetermined item staring us in the face. 'We naturally want to
secure as much net income as possible and pay our dividends. We
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recover a wider margin of profit when we can. We havo done that
delihorately in our own corporations. T used the figure 10 per cent.
Woe have been figuring 14 per cent, feeling that 4 per cent went into
taxes. :

‘Senator McCumBgeRr. Was that on account of the excess-profits
taxes or a higher surtax, or both?

Mr. Lorp. Excess-profits taxes. :

Senator McCuMBER. You are talking now of corporations?

Mr. Lorp. Yes, sir.  When the goods went from the corporation
to the jobber he added his per cent to our price.. Any tax laid in
our price has had a bearing on his percentage.

Senator SMooT. And he has to take care of his excess profits, too?

Mr. Lorp. Yes; he has to take care of his oxcess profits, too.
Of course, it is an endloss chain. If we put on a consumption tax
it is pluin and recognized and we are not afraid to say that it is such.
The man with small means and small income is paying only that tax
and no other tax. He is not paying an income tax. As you got a
little further up the man pays an income tax and a sales tax and
he spends more muney for all that is taxed. He not only pays a .
higher income tax but more sales tax.

If I did not believe that this was a just solution, that it would
bring us down to where we were in a position to do business in a
normal way, where we were in a position to compete in exgort
business, I would not advocate it; but it seems to me to stand to
reason that the country that first adjusts this bigger after-the-war
load and does not inflate prices will have a better chance against .
the rest of the world. . .

Senator SMoor. You mentioned an exemption of $4,800 in my bill.
1 gl]aced it at $6,000. . . .

_Mr. Lorp. That was purely tentative. It is a matter for discus-
sion and decision. I thought that $4,800 would not mean too much
in a political way. . o

Senator Smoor. Politics, though, means a great deal, I will say
to the witness, and I put it at $6,000. )

Senator Jones. This bill is to be raised above politics, is it not #

Senator SmooT. It is above politics, but when you get it before the
Senate and the House politics ?pear. ' .

Senator WarsoN. Well, you do not mean partisan politics

Senator Suoor. Noj; not at all. .

Senator McCuMBER. Before you leave this subject, Mr. Lord, I
would like to ask if you have made a computation on what the last
turnover would amount to? Suppose that instead of having a
,genera% turnover in each sale we had the sale to the ultimate con-
sumer

Mr. Lorp. I think that there we are getting into & maze again. I
think that would prove a mistake. .

Senator McCuMBER. I am not asking you whether it would prove
a mistake or not; I am asking you whether you made a computation
of what the last turnover would be at a 1 per cent tax, without tak-
ing into consideration the many intermediate turnovers?

-~ Mr. Lorp. I have made a computation at a 3 per cent tax, and
if there is about that load that would show about $1,500,000,000,
one-third of what the 1 per cent would bring.
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Senator McCuMBER. On the last turnover? '

Mr. Lorp. It looked to me that it would produce about that.

Senator SMooT. About what?

Mr. Lorp. Three (Per cent would produce about $1,500,000,000,
and 1 per cent would produce about $500,000,000. . .

Senator Smoot. 1 think that is right.

Mr. Lorp. But that makes one class of traders the collectors.
Naturally, they will object all over the country. There are other
objections that I shall not take up the time of the committee in
discussing. A self-contradictory objection has been made that the
tax would be injurious because it could not be shifted, and that it
would be a burden on the consumer because it was shifted. Now, of
course, that thing is not only self-contradictory, but it seems to me
it ought to be evident to every intelligent business mun that a tax
that is uniform and of low rate and applies to everything has no
bearing whatever upon profit. A tax that applies to everybody in
business becomes an absolute negligible element in commercial
transactions, and will have no bearing on commercial transactions.

I have also mentioned the matter of self-contained business as

inst the other, and I will ask permission, Mr. Chairman, to leave
with you two or three printed articles which we have prepared in -
which we discuss our mposition more fully and meet some of the
objections that have n raised. Those articles have not been
printed for propaganda purposes. We have nothing to do with
prsﬁaganda. .
e CHATRMAN. Have you got those articles with you, Mr. Lord ?

Mr. Lorp. I have, and I would like to leave them with you as a
part of my advocacy of the sales tax. .

The CHAmRMAN. You had better give one to-morrow morning to
each member of the committee. ’

Mr. Lorp. I would like, then, to impress two points——

The CHAIRMAN (interposing). Excuse me. I suppose you refer to
this article entitled “ Taxing a Soap Bubble’’ ¢

Mr. Lorp. That is the one. I would like to leave the original paper
that started this discussion, and my discussion of that tentative
report of the National Industrial Conference Board Committee.

e CHAIRMAN, Will you kindly send me about a hundred copies
of these pamphlets for the committee and for the Senate ? .

Mr. Lorp. Ishall doso, sir. May I be permitted just to emphasize
two points that seem very clear to me. One is that under almost any
system of taxation you can devise a large portion of the taxes are
: gl(:mg to come out of consumption. The other is that if you avoid all

ese su%esnons of partial taxes of services and real estate taxes
and all those confusing and difficult definitions of adjustment and
adhere to a straight small ﬁgure aprlied generally, you have no com-
petitive value whatever. You will have no effect on profits. -You
will have a factor that will have no bearing whatever as between
man and man and merchant and merchant. I thank you.
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. . )
STATEMENT OF HUGH SATTERLEE, REPRESENTING THE TRADES
COUNCIL OF THE MANUFACTURERS’ CLUB, PHILADELPHIA, PA.

The CaAlRMAN. Mr. Satterlee, you represent the Trades Council
of the Manufacturers’ Club?

Mr. SATTERLEE. Yes, sir; of Philadelphia.

The CuairMAN. What business are you engaged in, Mr. Satterlee ¢
I want this inforpiation for the record.

Mr. SATTERLEE. Personally I am a law'yer. ,

The CiairmaN. This Trades Council of the Manufacturers’ Club is
composed largely of textile manufacturers, is it not ? .

r. SATTERLEE. As I understand it, it represents every consider-
able industry or business in Philadelghia of any kind. I am not
very familiar Personally with the membership, but I understand that
it embraces all the trade bodies, the Philadelgl;ia Chamber of Com-
merce, the Philadelphia Board of Trade, the Commercial Exchange,
the Maritime Exchange, and the various industrial and business
organizations. _

he CuairMaN. Will you preceed now in your own way, Mr.
Satterlee, and state your views in advocacy of the sales tax ?.

Mr. SaTTERLEE. 1 should like to say, sir, to start with, that the
Trades Council has asked me to represent them here because my
views, in a general way, accord with theirs, and on the general prin-
ciples which I intend to discuss I think we are in substantial accord.
So far, however, as concerns any details I may express, any shades
of opinion, they are my own. I am expressing my own convictions.

hSex;ator,WALsH. You are not here in the capacity of an attorney,
then

Mr. SATTERLEE. No. I am here to represent them, but not as an
attorney retained for that purpose.

I take as a text here an expression in a recent letter of the Secretary
of the Treasury, in which he said: .

The Treasury is not to recommend at this time an eral sales tax,
ticularly if the gen s tax were designed to auperaedey(gle: highly pmduc%
aﬁecgal eales taxes now in effect on many relatively nonessential articles. I expect
t ';::Fouiﬁon of sufficient new or additional taxes of wide apghcatxon, such as in-

[ stamp tax or a license tax on the use of automobiles, to bring a total revenue
from internal taxes, after making the changes above uggeswi, of about $4,000,000,000.

Just previous to that he says that—

the transportation tax is objectionable, and I wish it were possible to recommend its
repeal, but this tax produces revenue in the amount of about $330,000,000 a year and
could not be safely repealed or reduced unless Congress were able to provide an
acceptable substitute.

We propose as an acceptable substitute a turnover tax on com-
modities. There is nothing startling or hair raising about a turnover
tax on commodities. We have at the present time, of course,
examples of limited turnover taxes. The stamp tax on conveyandes
of real estate is a turnover tax of one-tenth of 1 per cent. The 10 per
cent tax on works of art is a turnover tax. So that what is new in the
development of the turnover-tax idea is its extension to cover all
commodities. It might be extended also to -cover, in addition to
merchandise, services, the use of property, choses in action, securities,
etc. But for practical purposes, and without going too far into it now,
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I believe that at the present time the most practical turnover tax is
& turnover tax on goods, wares, and merchandise.

The turnover feature and the general feature of extending it to
all goods, wares, and merchandise, together with the result that is
brought about by such wide application and making it possible to
impose a tax as low as 1 per cent or less and yet raise the required
revenue, are features that give it the advantages which it has.

Now, to run over the figures roughly—and these are very rough,
but they will serve as well as more definite figures. According to
the Treasury estimates, the present Federal taxes, even if continued
as they are now, would scarcely be sufficient, if sufficient at all, to
provide the required revenue for the next two or three years. But
1t is practically universally conceded that the excess profits tax should
go; and, although there is not so much of an outcry as to the in-

. come tax, still for most of the same reasons. that a;i ly to the ex-
cess-profits tax the higher rates of income tax should undoubtedly
be reduced.

As a matter of fact, we know that the excess-profits tax is not
being collected; it is not being kept up to date, and that applies
almost equavl‘lty as well to the income tax.

Senator WarsoN. What do you mean by that, Mr. Satterlee?
What do you mean by “not being collected”

Mr. SATTERLEE. I mean that it is being collected in the sense that
people make their returns and pay what they estimate to be the
tax due, but those returns, which are a matter of self-assessment
and dependent lar§ely upon a man’s honesty and conscience and
knowledge of the law, are not audited in some cases for several
years after the returns are filed. The Internal Revenue Bureau is
not yet through with auditing the returns for 1917, and it has barely
scratched the surfave on the returns for 1918 and 1919.

Senator WaTsoN. Well, that is a mere matter of administration.

Mr. SatTERLEE. It is a matter of administration, but it is such &
perfectly. tremendous job that with all the addition to the force of
the Internal Revenue Bureau it has not yet been equal to it.

Senator WaLsn. Do you know what percentage of the returns
has been found incorrect ?

Mr. SATTERLEE. I have never heard any figures.

Senator WarLsH. It is ve:(?' large

Mr. SATTERLEE. I should say in the case of important returns;
that is, returns of more than a few thousand dollars, that practically
all of them have some adjustments. '

Senator "WaTsoN. So that gract.ically you have no waf of deter-
mining in reality how much the excess profits taxes have fallen off

Mr. SarrERLEE. No; I have no source of knowledge, other than
the public reports of the Treasury Department, which seem to indi-
cate that the excess-profits tax has fallen off possibly 80 per-cent—
from $2,500,000,000 in 1918 to less than $500,000,000.

Senator WaTsoN. I know what the Treasury report is, but I was
thinking that from your statement a part of this might be due to the
fact that taxes have not yet been collected.

Mr. SATTERLEE. Very many tuxes have not been collected and more
from 1918 than any other year.
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Sentator Smoor. ¥ know 1918 taxes that have heen adjusted by the
Treasury Department five different times and each time & different
amomnt arrived at. ' There is one case that I know of where they want
an adjustment the sixth time. God only kriows what the result will
be. It has been changed five times already.

Mr. Sarrercee. I know fromunxg rsonal legal experience that at
least two of my clients have had additional aesessments from income
and excess-profits taxes imposed upon them of over $7,000,600, and
I do not think there is any reason in the world for those people paying
more than a million dollars at the outside. In several eases the In-
ternal Revenue Bureau has revised its estimate to eut swech enormous
figures down, L .

Senator WaLsH. What you are saying amounts to this, that the
Government is a heavy loser from that form of taxation hecause of
:he n?tural tendency of a taxpwyer to construe everything im his

avor ¥

Mr. SATTERLEE. Yes. .

Semator Watson. You do not confine that aneient tendency to the
income tax alone, do you?

Senator WarLsa. No.

The CrarrMAN. It is an ancient tax, though.

Senator WarsoN. It certainly is. .

Mr. Sarreriee. The income tax as revised can searcely he de-
pended upon at the most for more than $2,000,000,600 of the revenue
to be raised in the next two or three years. For the remainder of the
revenue of $4,000,000,000 we have to: rely upon the inheritance tax,
which at moet will yield one hundred million, while the-capital-stock
tax will yield about one hundred million, and what are really specific
sales taxes about one billion two hundred million.

Now, as I understand the recommendations of the Freasury, and
the various programs that are proposed throughout the country for
revenue by taxation they boil down to this, to raise the revenue in
addition to what ean be raised by the income tax and, of course. in
addition to the tariff—whicl, on whatever theory it is imposed, is
strietly limited in its effect—either by specific sales taxes or hy &

eral turnover tax. So the amount of the load, the amsount of the

urden, which must go eventually on the econsumer on any theory is

not varied very much by a consideration of the specific sales taxes or
the general turnover tax. . )

Senator JoNEs. Mr. Satterlee, you have evidently given: this matter
& good deal of thought. I would like to have you explain how the
Treasury would be benefited by reducing the high surtax$

Senator SMooT. Do you mean the income tax, Senator Jones ?

Senator Jongs. Yes. _ :

Mr. SATTERLER. The Treasury, I think, would be benefited by
reducing the high income surtax, because the rates being lower there
would not be the same incentive to evade and to adopt all sorts: of
expedients to get out of paying taxes, and there would not he the
administrative details.

Senator JoNEs. Do uﬁou think that is fully aecurate?

Mr. SarterLEE. Fully aceurate? ) . .

" Senator JoNEs. Yes; I mean fully justified as & conclusion. Is it
. not human nature, and as Senator Watson has called attention to it,

58408—~21—38



* . revision o

34 INTBRNAL REVENUR,

is it not universally the case that the ta:ﬁayer gives himself the benefit

of the doubt, whether it is large or small § .

Mr. SatrerLEE. Well, I doubt if he strives so hard to give himself
the benefit of the doubt, if it does not matter very much, if the amount
of the tax is not going to he very important. For instance, in 1916
and prior years, when the income taxes were com‘)amtively low, the
auditing of the returns showed comgmtivelz small differences.

Senator JoxEs. I had not thought that the reduction of the high

surtax was justified on account of the inducement to falsify returns.

Mr. SATTERLEE. I think that is only one factor. I do not think
that is the controlling factor.

Senator JoNgs. I should say that is the least important factor.

Mr. SarTERLER. I.agree with you there.

Senator Smoor. I think it is the very least important.

.- Senator JoNES. Assuming that the taxpayer is going to make an
excess return, how would the Government Treasury be benefited by
reducirég the ngh surtax ?

Mr. SaTTERLEE. The Treasury would be benefited, I think, possibly
not immediately, because temporarily a reduction in the higher rates
of surtax, with the investments remaining as they are in tax-exempt
securities, and we believe on that account keeping back productive
enterprise, might show a falling off in the Treasury. It undoubtedly
would, but it is my firm belief that with the reduction in the higher
rates of surtax to the point where a man of wealth could feel that he
was having a reasonable show for his white alley if he went into a
business enterprise instead of investing in tax-exempt securities, &
lot of that money in tax-exempt securities would get back into busi-
ness, and would yield more tax by the imposing of lower rates of
surtax than higher rates of surtax.

Senator JONES. Are not those already owned and generally owned
by hf:o le of large incomes anyway ¢

. SATTERLEE. Undoubtedly so.

Senator Suoor. But it will not pay them to carry them, Senator.

Senator JONES. Assuming that it would not pay them, 1 do not yet
see how the Treasury is cﬁomg to be benefited by it. Would it not just
simgly be permittipi_ ose people to earn a higher rate of income
%ig out :ax or without paying any additional amount into the

asury

Mr. SATTERLEE. I think eventually the volume of tax at the lower
rates would amount to more than the volume now at the higher rates;
but certai?ly the Treasury would, in the long run, benefit from any

taxation which would tend to the furtherance of the busi-
ness prosperity of the country. o

Senator JoNEs. Now you are putting it on another ground.

Mr. SATTERLEE. I am putting it on all the grounds I can think of.

Senator JoNES. Yes; I am sure of that. It seems to me that the
point you have just made is that.you need to reduce this, not on ac-
count of the returns to the Treasury, but on account of the business
prosperity of the country. In other words, you would reduce the tax
in order to promote business enterprise. .

Mr. SATTERLEE. I think that is the chief argument for it; yes.

Senator JoNES. Now, that is just what I am getting at, whether or
not that is the chief argument. I want to know how it would benefit
the Treasury to reduce the high surtax. . :

—
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Mr. SATTERLEE. As I said, I do not think it would immediately
benefit the Treasury; I think it would in the long run; but as far as
the testimony which we are having to-day is concerned, I did not
mean to go into it very far. That was a collateral point. I wassim-
ply speaking in a general way. of what might be expected from the
income tax. But even with the rates of surtax as they are now, as
I understand the Treasury experts’ figures, certainly not much more
than in the neighborhood of $2,000,000,000 can be raised from the
income tax on any basis whatever of rates upon which income taxes
are raised. : : '

Senator JoNES. Let us stay with the one point.- Of course, I recog—
nize the fact that if we could relieve the business world of all tax'it.
would promote business. There is not any question about: that..
But as a matter of dollars and cents, I should like to have some stata--
%egt as to how a reduction of the high surtax would benefit the

reasury. :

. Senator McCumser. He says it will not benefit the Treasury:
immediately. t

Mr. SatTeRLEE. I do not pretend to be enough of a statistician to-
give any statement in dollars and cents as to that.

Senator JoNEs. If we have not something to go on here to show"
that it would benefit the Treasury, then you are simply putting your
plea for a reduction of high surtax on moral and business grounds,.
are you not ¢ ' -

r. SATTERLEE. I would, but I ami not here this morning particu--
larly to plead for a reduction in the surtax. .

Senator Smoor. You have studied this question em:;fh to know
have you not, that the high surtax has caused the wealthy men of
the countl?' to take advantage of buying tax-exempt bonds until the:
amount of their income that they pay to the Government of the .
United States is hardly one-third of what it was in 1918¢ Or, in
other words, in 1918, the amount of tax from incomes over $300,000,
I think it is, amounted to $917,000,000. In 1919 it was $587,000,000..
In 1920 it dropped to $347,000,000. And yet you know the reason:
of that, do you not? You know that it was on account of the in-
vestment in tax-exempt bonds ?

Mr. SATTERLEE. I firmly believe that that is the reason. 4

Senator Smoor. Well, do you not know it ¢

Mr. SATTERLEE. I know from what I have read of published
reports, and I know from specific instances that that has been the:
reason. I know of a number of instances in my ﬁrivate acquaintance:
and practice where men who have been in the habit of engaging in
business of one kind or another have taken their money out and put
it in tax exempt securities. Instead of bu 'ngh industrial railroad
bonds, as they would have done in the past, oy have bought exempt
securities. men would come along and say, “I have made a 24 per-
per cent investment,” meaning that he has made that much by buying
tax-exempt securities.

Mr. Reed calls my attention to the fact that large institutions—
I suppose such as savings banks—have bought them. But, as a
matter of fact, there has been a very great increase in the amount of " .
tax exempt securities in the last few years because municipalities-
have improvidently issued them and placed them. ‘ ‘

.
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t']'lSen?ator MoCumsger. The country is issuing a great many more of
em - .

- Mr. SArTEBLER. Yes; much more than in.the past.
. Senator Smoor. There are about $15,000,000,000, I think, now,
in circulation.
- Senator WarsH. The record might show, Mr. Chairman, what you
have found out from the Treasury, that about 15 per cent of the
tax returns are incorrect. )

Senator Suoor. 1 do not think there are a thousand men in the
Unitqg 'Stgoeskdoing business that can make a tax return and know
that it is ~ :
.* Senator WarsoN. What was that statement, Senator Walsh ?

. Sonauzr Warss, That about 15 per cent of the tax returns were
incorrect.
: Mr. Sarremaze. I am surprised that it is as Jow as that.

Senator SmooT. I do not believe there are a thousand men in
the United States, outside of the fellows who have been educated
down here in the department as to what the department really wants, -
and then you do not know whether the :i:snrtment will accept it
when it is really made, that can go ahead and make out a tax return .
and know that it is nﬁt.‘

The CHAtRMAN. Ine dmf the members of the committee?

Senator Suoor. Yes; including the members of the committee.

Senator Warse. And the judges of the Supreme Court §

- Senator Sxoor. Yes; and tll‘n:‘{'udg‘ﬁs of the Supreme Court.

Mr. SATTERLEE. I have worked in the Internal Revenue Bureau and
have had something to do with the r?gulations, and my returns thrquih
1918 have not been sudited yet. If more than half of them are right
I shall be very much surprised. .

. Suppose for just a few minutes we take up a comparison——

Senator Jonms. Before we leave the other point, I want to draw
out your point of view. How much of a reduction in these high
surtaxes would you advocate

Mr. SaTrrRLER. My personal opinion, which represents purely
my personal view, as I say, would be that the rates of surtax should
be reduced, if possible, to 20 per cent. .

Senator JoNEs.. Reduced to 20 per cent ?

Mr. SATTERLEE. Yes.

Senator JoNEs. What is the difference now in the market between
t;:g value of tax exempt securities and high grade unexempt secu-

rities, ’

Mr. SarteRLEE. I could not tell you.

Senator Smoor. Thirty-two per cent. It is a mathematical calcu-
lation, Senator. . .

Senator JoNEs. I was not as the Senator about it.

Senator Sxoor. I thought the Senator wanted to know. .

Senator JoNEs. I wanted to get from Mr. Satterlee his viewpoint.

Mr. SATTERLEE. I have not the figures in mind.

Sensator Jones. Then, upon what foundation do you suggest a
reduction of surtax to 20 per cent?

Mr. SATTERLEE. Because in a general way that figure has been
suggested by other pslogle, and it seemed to me in a general way to
represent about the differential that there should be between a flat
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rate and the tax on larger incomes. In other words, I do not base
that on tax exempt figures—— R L

Senator JonNEs. It 1s kind of an intuition on the subject
__Mr. SarTERLEE. No; not an intuition on the subject; it is my own
idea of fairness. ' . .

Senator JoNEs. How is that idea of fairness arrived at$ .

Mr. SATTERLEE. As I say, I can not base it on any ﬁgu:es, but the
result of my reading and consideration of the subject has been that
it seemed to me that taking everything into ocomsideretion—and I
am sure I could not tell you now all the things that have had an effect
on me in arriving at that result—that that was a fair rate.

Sonai‘;;o'r WarsoN. What would be the effect if it reduced it to 30
per cen . . :

Mr. SATTERLEE. Immediatoly it would result, I should imagine
from the figures I have seen, in a loss to the Treasury of about
$200,000,000; but I think that eventually would be more than made
up by an adjustment in the incomes which are now invested in tax-
exempt securities. : ,

Senator WatsoN. What would be the immediate loss to the
Treasury if it were reduced to 20 per cent? -

Mr. SarrerLEE. I hope it is an intelligent guess, but it is only a
guess —it would probably be nearer $300,000,000. But that is an
entirely separate subject which I am not sspecially prepared to speak
on this morn‘igrég.

Senator McCuMBER. But you think that another result would be .
that it would bring a sufficient amount of capital into the general
business activities of the country so as to producé more in taxes than
what the Treasury would now lose? .

Mr. SatreRLEE. Yes. I do not think it is a mere matter of doliurs
and cents. I do not think that a man figures by investing in tax-
exempt securities he is Eoing to make exactly so much and by invest-
ing in & Treasury bond he is going to make so much; but, in a general
way, almost any business man who is reasonably fair and publio
spirited, if he feels that he has a fair show to make a reasonable
income on his investment by putting it into taxable securities or &
groductive enterprise, is going to do it. But it is only when he feels

hat chances are pretty much against him or the income from his

securities is pretty nearly all taken away from him that he dodges
to oqvt:ier and, so far as he can, puts his income into tax-exempt
securities.

Senator JoNES. Let me ask you, Mr. Satterlee, do you think it is a
wise policy to arrange the Federal tax laws so as to discourage the
improvements by municipalities through tax-exempt securities i

r. SATTERLEE. No; I think they have been undul
at the present time. I think the municipalities have been unneces-
sarily extravegant. . -

Senator JoNES. Then, you think they should be discouraged from
further activities? . . o

Mr. SATTERLEE. From their present activities, yes; I do. But let
me say this: Even if there were no such things in the world as tax-
exempt securities, I should still feel, as a inatter of fairness and
equality and democratic principles, that the rates of surtax that we
have now, ‘as high as 65 per cent, are undemocratic and
unequal and should be lowered substantially in any event.
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Senator Joxes. You think they. are unjust, then?
Mr. SarTERLEE. I do. : '
Senstor JonNEs. That, of course, puts the subject on another
o und. .

‘lg[r SaTTERLEE. Yes; and that is where I would eventusally put it,
8o far as I myself am concerned.

The CHAIRMAN. Is that all, Mr. Satterlee.

Mr. SatTeERLEE. That is all on that point, Mr. Chairman. I
‘want to go on specifically with the sales tax, if I may. If I may take
:a few minutes more I would like to do so, because I really have not
-said much about the sales tax yet. Suppose we consider 1t from the
point of view of the Government and of the merchant and of the con-
sumer. So far as the Government is concerned, of course, it is
primarily interested in the yield. As I have indicated, apparently
on any view the income tax, however adjusted, up or down, can not
‘be relied upon for much more than $2,000,000,000, and if we need
'$4,000,000,000 - that reguires substantially $2,000,000,000 more
which perha?s can be reduced to $1,500,000,000 by the tariff; but, at
any rate, at least $3,500,000,000 must come from sources other than .
the tariff. I think the inheritance tax should be left to the States,
‘where it originally belonged, and also I think the capital stock tax
-should also be abolished. We have to rely on excise, or what are
Teally sales, taxes in one form or another for most of this $1,500,000,000
or =0 that we need, in addition to the income tax, and that is a very
rough approximate figure.

ile no exact estimates have been made, or perhaps could be
‘made, although the Treasury officials have undoubtedly better
‘means of obtaining such information than anybody else, a rroxi-
mate(l'y $1,500,000,000, it has been estimated, could readily be
raised. from a 1 per cent turnover tax on goods, wares, and mer-
c an m’

So far as specific sales taxes are concerned, at the present time
- ‘they yield g:saibly $1,200,000,000, but it is generally recognized that

they must be increased and extended in order to get up to the proper
amount of revenue unless they are replaced by a turnover tax.

So in addition to the sales taxes which we have now, some of
which we believe are a nuisance and should be abolished, we must
find new ways of taxiug sales, and that is to my mind the great ob-
stacle to carrgirf out the Treasury’s plan, which simply puts it tfnlp to
'C:ingr:&s to find new ways of raising taxes which must be, in eflect,

es taxes.

. Whenever specific suggestions have been made for additional ex-
cise sales taxes so much uproar has been ruised that they have been
abandoned. For instance, the National Industrial Board Tax Com- .
mittee originally s ted further sales taxes on tea, coffee, and
sugar, but it burned its fingers so badly that in its official report sub-

: mitted in January, it avoided any reference to any specific sales tax,
although taking the position that the turnover tax was objectionable.
Of course, no tax, as has been said, is perfect.

From the standpoint of administration it stands to reason that a
uniform tax of 1 per cent imgosed on all goods, wares, and mer-
chandise could more readily be administered than these hetero-
geneous, miscel aneous sales taxes that we have now on more than
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75_different articles which are imposed at different rates and on
different classes of sales.

Senator SMoor. And not half of it collected.

Mr. SATTERLEE. And not half collected. In fact, to read the
news a%ei;s and to hear people in the country at large speak, you
would think that sales taxes were an unknown thing, but sales taxes
at the present time are so important and so complicated and difficult
to administer that the Internal-Revenue Bureau has recently started
a new bulletin service in addition to its income tax bulletin.

The CHAIRMAN. I have here some statements about the income
tax. In certain sections of the country they hardly knew it was in
existence. They concentrate their energies on a few places that are
supposed to bear rich fruit. .

nator Smoor. Chicago and Pittsburgh.

Senator WarLsH. Also Massachusetts.

Senator JoNES. I do not believe anyone fishes where he does not
expect to find fish.

he CHAIRMAN. He might igewt. a little fish.

Mr. SATTERLEE. Speaking from an administrative standpoint, and
I have had some experience in that direction myself, I am firmly
convinced that a turnover tax of this description would be easier to
collect and be more collectible than the present miscellaneous sales
taxes, and I could amplify that to some length if there were time.

From the standpoint of the merchant, it would be an easier matter
for him simply to take 1 per cent of his gross sales for a month than
it would be for a dry goods store to determine the tax on candy or
jewelry or a great many other articles which it sells. . I have never

een able to understand how a department store, for example, in its
bookkeeping department could possibly make any intelligent return
of the variety of specific sales taxes that it now has to pay or collect.

Of course, the most plausible argument agaijnst the turnover tax
is based on the turnover feature, which, together with the low rate
and the general application, is its most valuable feature. I believe
that the greatest fight against the tax has been made on the basis of
the alleged theory of discrimination which would result in the case of
multiple-process ente:;frises as against single-process enterprises.

I think Mr. Lord understands better than anybody else the business
man’s view on that, but, as has already been said, it is & matter very
largely of relative equality. No taxes can be entirely equal. There
is much more discrimination in the specific sales tax than there could

ossibly be under a turnover tax, where there might be a theoretical
rimination of 1 percent. Inother words, where every commodity

is taxed 1 per cent people are not discouraged from buying commodi-
ties, but where one particular commodity is taxed 10 per cent or
higher and other commodities which satisfy the same general needs
of the consumer are not taxed at all, the manufacturer who makes
and sells that particular commodity loses business.

Then, further, to adopt another comparison, it is proposed to re-
place the excess-profits tax,in some measure,i) , 88Y, & 15 per cent
income tax on corporations, a flat tax. I admit that there must be
some adjustment of the taxes on corporations as against the normal
and surtaxes on individuals, but without going into the merits of this
osition of 15 per cent tax, which seems to have a good deal of

ro
ac at the present time, consider that from the standpoint of
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oquality. ' The erdinary individual who is in busimess, if he has &
small income, may pay only a 4 per cent income tax per year. A
, corporation neighbor of his who is in the same business has in any
© - event 4o pay 15 per cent. Amother individnal who has a
inoome, b»x;soondm his bn“n,us;m his individual mgg, ght pay
as high as cent, while his meighbor corporation, 0 SAIRG
© smount of bipn?:m. sad hsv%g;ha same amount of ingfm, would

still pay only 15 per cent we oonsider that, and there may

boslzg:x&l:}ori Is not that an argament sgainst the repealing of
Jowes, . an © re

the excess-profits tax ? :

Mr. Sarrerree. No; I think not. I think anything would be bet-
ter than the excess-profits tax, because—well, 1 doubt if I can con-
denselpt{ustafewwoxda the views I wish to express, but the great
fault with the excess-profits tax to my mind, and the one that makes
it entircly as & practical matter unworkable, is the fact that to the
factor of net income, which is hard to determine at best, but whieh
must exist, you add a second indeterminate factor, invested capital,
‘which is almost harder to compute than net income. When you
try to combine those two indeterminate factors, the inaccuracies and
‘the permutations and combinations that result are infinitely greater
than they oould be when you have only one indeterminate factor.
That is my objection to the excess-profits tax. .

But evea if 1t should be considered that there was a really material
inequdita in the turnover tax, on account of the turnover feature, it
is perfectly possible, as Mr. Lord has said, to provide for a tax on
turnovers within the same multiple-process enterprises. But I should
hate to see that come sbout, unless it is deemed to be absolutely
D8 ,bmmoldo,npténnkatumtend,md[thmkmwwld
be found to be not material. ~ .

The most of the arguments which are advanced against the turn-
, over tax from the standpoint of merchants are the same that would

apply and with the same force to any sales tax. For instance, it is
aaid in the case of a market the turnover tax might not be
shifted to the consumer. If the present tax can be shifted the 1 per
cent tumover tax can be shifted. ] .-

Also it is said there is an injustice in the case of enterprises tha
‘work on & small margin of t. The turnover tax like every sales
zhas.w be shifted, and that applies equally to the present ssles
. tor Jongs. Just let me ask you there, Mr, Satterlee, how can

u lg:uibly &;‘f: ’n tarmover tax where you ave selling the commedity

or 'm: Co e ' ;

- Mr. SarrenrEs. You can not then, ‘but neither can you shift a
specific-sales tax or any other item of cost. . . L
: -.Benator Jowxzs. But. you are seeking now to extend the turnover
::.x_ a& ther:fore, extend the injury to the vendor who is selling for

: oget. - . . . - S A :
t * Mr. $aTTERLEE. I am advocating chiefly the substitution of the
T A e e e i he st o 1
foran ‘ us ! ve to.
1 yaw ry revens. In other words, the turnover tax
is a substituts tax and not sa additional tax, and that point of shift-
ing in o falling market applics with even gneater foree io. the specifio-
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®
sales taxes im -8t -comparatively high rates, because there the
injustice would be greater because there would be more tax that the
r would have to pay himsel, while with the turnover tax spread
over a greater number of businesses the relative amounts would be
comparatively small. : .
- -Senator Jowes. The t specific
upon the theory, at least, that they were luxury commodities.
Mr. SaTTERLEE. I know that has been said to be the theory, but I
do not beljeve, as a matter of fact, that they are commodities which -
most people regard as real luxuries, and, in the second place, I have
never able m to see the justice of treating a merchant who
happened to be a dealer in an ariinlp less essential bread worse,
for purposes of taxation, than , ov. would any other merchant. In
other words, I think the present s,.tem of taxing what are lpowbly
called nonessentials is an iniquitous system of taxation, and I am not
saying that as representing anybody particularly, because I do not;
it is y my own personal view on it. But however you may
that, this point of sales on a falling market of course neces-
sarily does apply to the man who sells a taxed article, whether it is
a turnover tax or a tax imposed s s high-rate specxﬂo sales tax.
. Senator Suoor. But whenever every industry and every person
in the United States is treated in the same way, no matter whether
it is on a falling market or not, they have all got to take that into
consideration, just exactly the same as with the cost of their goods.
Mr. SATTERLEE. It is spread so thin that it does not amount to so
much as it would in the case of the high specific sales taxes.
Senator J6NEs. Is there a period now, or has there ‘ever been or
will there probably be a period, when all industry is being conducted
on a falling or market ?
Mr. SarrerLEE. 1 doubt it very much. Co
. Senator Jones. Would you not have the sante discrimination and
injustice then than fou have under some of our present taxes ? .
Mr. SaATTERLEE. I think there is & very complete answer to that,
which is this: Some industries under a turnover tax might be affected
bya falli:;f market, and they might have to sell at less than cost, but
the general tone of the country at large would be supported by other
industries which were more prosperous, and each industry, if i1t were
ever so unfortunate as to be in that position, would come alcng at
different times and the general average would be the same. For
instance, take the situation in recent years where one particular
city, which has had one particular industry as its chief industry, and
it has been very seriously affected by falling markets in that particu-
lar industry—Detroit, for example. :
Senator JoNEs. Mr. Satterlee, ggu must agree that under your
plan many industries would now be really donating a part of their
caﬁrtsl to pay this turnover tax. - ' ‘ .
. SATTERLEE. Yes, as at present, many industries are donating
part of their capital to pay the present specific taxes. .
. Senator JoNEs. That is true; but you are seeking to shift your
income tax now to a sales tax. y ’
Mr. SATTERLEE. No;I am not. :
| 1'm‘x?nal;m' Jonzs. Are you not advocating a reduction in income
Mr. SaATTERLEE. Yes; but I think that is bound to come anyway.
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Sgaag g‘oxms. And are you not advocating a repeal of the excess-
pro;

Mr. SATTERLEE. I am, but I am proceeding on the basis that that
will be done. I am not a.skmﬁ you for it.

Senator Smoor. I want the higher brackets and the income tax
reduced so as to get ultimately some money into the 'h'easur{ of the
" United States. It is not that I want to relieve those people with
incomes of over $300,000 from the tax; far from it. My idea is to get
this tax down so that everybody will pay it, and when they all pay
it then we will get some money into the Treasury of the United States.

Mr. SarTERLEE. Of course I am trying in my limited time to
stick as closely to my subject as I can. ?ost ple agree that the
present income and excess-profits taxes are’so shifted to the ultimate
consumer in overflowing measure that he pa{a much more at the
present time than he would under any possible system of turnover
tax, or even under the proposed system of specific sales taxes.

Senator Jones. Do you recognize this principle, that in trade in
this country, as it is carried on at the gresent time, at least, they
charge what the traffic will bear, anyhow

Mr. SATTERLEE. I think so; Xes.

Senator Jones. And if they do, how is there a shifting of the tax?

Mr. SATTERLEE. Because if several people are affected by the same
tax, they can charge more than if only one were affected by the tax.

Senator DiLLINGHAM. You were speaking of this matter from the
standpoint of the merchant when your attention was distracted.
Let me inquire whether you have heard any objection to this tax on
the part of the country merchant, particularly, claiming that it
would operate especially to the advantage of the mail-order houses.

Mr. SaTTERLEE. The ent against the turnover feature of
course, theoretically, would apply to the advantage of the mail-
order houses unless there were an adjustment of the tax turnovers
. within the same enterprises; but we know from experience that
instead of the mail-order houses putting the country storekeeper
out of business, as people thought they would a few years ago, the
country storekeepers have prospered in spite of, or as a result oil, the
mail-order houses; and when you come to out costs on a
basis of 1 per cent you find that differences ughout the coun-
bt? are so considerable that a difference of that sort has very little

For ms! tance, the Harvard Bureau of Research made a survey of
170 shoe stores, throughout the country, and they found percentages
of costs to sales varied something more then 22 per cent.

Set;ator WaLse. What do you mean by percentage of cost to

s

Mr. SATTERLEE. Just that; that I think their percentage of costs,
overhead and everything included, to sales varied from very low to
as high as 33 per cent. . '

Senator DiLLINGHAM. How 'does that minister to the benefit of
of the country merchant ! L .

Mr. SaTTERLEE. I do not think it ministers to his benefit, but I
am simply saying— . )

Sensator DiLLINGEAM. No; I mean in the establishment of the
mail-order houses,

Mr. SaTTERLEE. I do not know.
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Senator DiLLingEAM. I understood you to say that it had minis-
tered to the benefit of the country merchant.

- Mr. SATTERLEE. It .apparentlgv has. The country merchant, I
understand from t with business men and from impressions
that I have gathered throughout the country, is prospering more
now than he ever had before the mail-order houses were established.

Senator DiLLiNGEAM. Why are some of them opposing this form
of taxation ? ,

Mr. SaTerLEE. If you want to know the reason why I think most
people who do oppose this form of taxation are opposing it, I will
tell you that I think it is because they do not know anything about
it, or they do not know enough about it. I will not say they do not
know anything about it, but I think it is because they have not
studied it sufficiently.

Senator SMOOT. ’lyhey have simply been told that it was a shift-
ing of the tax from the rich man to the poor man, and they have not
studied it at all and have taken it for granted.

Mr. SaTTERLEE. I was opposed to this tax a year aq:), very strongly,
simply because of grincip es which I had imbibed when I was in the
Internal Revenue Bureau during the war. But the more I studied
the arguments against it the less they impressed me; and gradually
I have become very much in favor of it, without the slightest reason
for my becoming so except from the study and the consideration
I have given it and the ter knowledge that I have gained.

Senator DiLLINGHAM. From your knowledge of this law and the
construction of it, do you see anything in it which will injure the
country merchants as a class? .

Mr. SATTERLEE. No, sir; I do not.

Senator Smoor. You are like Prof. Bullock and many other
people who started out in olilposition to the sales tax. e more
they studied it and the further they went intp it the more they
became the most enthusiastic advocates of it. ]

Mr. SATTERLEE. That has been my experience.

Then the third point I had in mind was the effect on the consumer.
Of course, I have alread sfmkpn about it in sﬁfgneral way, the shift-
i:ﬂ; of the burden, which I think is not a shifting of the burden at

I, but simply a spreading of it to make it more equitable than
dumping it down in hills. L.

is point may not have occurred to all of you, but I think it is
very evident, when you look at it, that at present, as has been said,
we have these speclg’ c sales taxes on what are supposed to be to some
gteqt luxuries, when you run over tht: hst;—&utomobllo&, candy,
ewing gum, sporting goods, cameras, etc., and then come to various
articles of clotﬁpmg over a certain sum. Try to figure out who is
actually p:gini those taxes. I think it is pretty evident that it is
not _the rich who are paying those taxes at the present day, but it
is the poor who are gayutxﬁ them in outrageous proportion with
reference to the amount of their own income. . .

. If we take two of the taxes which may be regarded as topping the
list of luxuries—jewelry and fur articles, for example—it is not the
very rich man who, in & sfeotacular way, loads his wife and daughter
down with jewelry or sables, who pays the bulk of the jewelry and fur

- taxes. Itis the poor man, the man of comparatively small means—and
there may be a few laborers in the country who do not do it, but I
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do ‘not except any -comsiderable ¢lass—who will save and slave in
order that he may buy a diamond for his wife or daughter, or some
sort of a fur article; and we know from our personal observation
that there are very few people in the country who can not afford
and do not afford some sort of jewelry and some sort of furs.

Of course, when we come to other articles, such as candy and
chewing gum, there is no question about it. Those taxes are paid
by the people of moderate and small means. .

So the result of the specific sales taxes which are confined to speci-
fied articles is not that the rich pay these so-called luxury taxes,
because they do not. The poor p? them out of proportion to their
income, and the rich people spend their income, in large measure,
for that are not taxed, such, for example, as furniture or expen-
sive food, race horses, and things of that sort that are not subject
to a tax at all, while, under the turnover tax, the man who spends
$100,000 woul(i y & hundred times as much tax as the man who
spends $1,000. He does not do it at tho present time.

‘Of course, there is one point that is sometimes raised, that a man
with an income of $100,000 may spend only $20,000 of it, in ‘which
case he would, of course, pay only 20 times as much tax as the man |
who spent only $1,000. But there is where the surtax on individual
incomes comes in; and the man with an income of $100,000 would
pay_considerably more in proportion to his income in taxes than
would the man with a $1,000 income or a $2,000 income who pays s
turnover tax.

That;jentlemen, without taking up too much of your time, is, in
a general way, my attitude on this subject. I practicaily am a
crank on_the subject of simplicity. . My experience with taxation,
both inside and outside of the bureau, has convinced me that almost
above everything else’is the desirability of establishing simplicity in
Federal taxation. After all the study which I have been able to
give the subject I have come to the conclusion that an income tax,
properly revised, having, as complementary to it, & turnover tax on

, wares, and commodities, as s ted—and I would like to
see no other Federal tax at all, or have those as the two chief taxes—
if only those two taxes, or those chiefly, were imposed the Govern-
ment might relgonsec ing all the revenues it would need from year to

ear. It could very readily be adjusted, and the Internal Revenue

ureau, with its immense organization, which now is so largely given to
working out unnecessary complexities in the law, could devote itself
to a proper ﬁllninia'tmtion of these two statutes, and it would be
- worth the while of intelligent people throughout the country to
study them from year to year and gradually evolve a system of
Feﬁ%ral taxation which would have no superior anywhere in the
world.

. BRIEF OF TEE TRADES COUNCIL OF THE NANUFACTURERS' OLUB OF
PHILADELPHIA. )

' 'The trades council of the Manufscturers’ Club of Philadelphia was organized over
& year ago for the purpase of exerting a potent influence in the %otecuon and ad-

- vauncement of the industrial and commercial welfare of Philadelphia and Pennsyl-
vania. It represents practically every business. industry, and_commercial enter-
of any eige in the metropolitan district of Philadelphia. It embraces al] the
bodies, the Philadelphis Chamber of Commerce, the Pbrladdghm B of
gade the Penneylvania Mg urers’ Association, the Maritime Exchange, the
anufacturers’ Association of Montgomery County, the Camden Chamber of Com-
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merce, and the various industrial and business olxmzatlone. num about 150.
Phladelphn County alone has over 5,000 plants, wi normsllyoveraoo, employees

to whom the paid mlly amount to about $350,000,000. The inv
eepinl in t.heee ts is $1,008,000,000, and the value of the prodncnon is nearly
000 per annum.

‘lheumonotmtemtemtiateeanddnectsapmmteachonmmhmtﬁeu
a8 opposition to unfair or discriminatory or unduly restrictive legislation, or inequit-
able methods of taxation, impreper business practices, etc. 'l‘hemem
of the manufectum club, orguuzed in 1887, is nearly 4,000, and its trades co
evoi:xpmeem emembeninpotnseonsﬁmen&bodx moximately loo,oooindi-

ual interests.

ureuaneeo!mpohcyothmhmngtheindumialmdeommm welfare of
Plnles elphia and Penuylvanh therewith the welfare of the whole country,
and in order to discharge the ebhption which its members as public-spirited citizens
feel to present their convictions with mpoct to the form of taxation that would be
best for the common dgood the Council respectfully submits the tollowing
statement, which, aside from pomble vutgng ehades of opinion in minor
regresents the views as to general policy of the vast msim'lty of its membem md thoee

whom tliey represent.
NEED FOR REVISION OF FEDERAL TAXATION,
It is universally tlm & radical revision of the e Federal taxes is
essential to the ty of the country., This is vo because the Internal Revenue

Bureau can not administer the present taxes, the country can not progress under
them, and the Government can not derive enough revenue from them.
It is no secret that with its immense organization the Internal Revenue Bureau has
not ot completed audmng the income and profits tax returns for 1917, and buely
n auditing the returns for 1918 and 1 19 Meanwhile the sword of Damocles
J)ended over the business of the country, and to the weight of taxation
ed the constant worry of uncertainty. So frequently 23 1o longer to excite com-
ment, an enferprise which has sunk its supposed surplus in additions and extensions
finds itself subject to a substantial additional assessment of taxee for years gone by
Yet it may have exercised, and usually has exercised, good fai ami
rendering its returns. But el er uide from their uneemint.y, inequality, and
eomplenty, the existi an alarming diminution in uctive-
ness, againetayx otw,mowoootortheﬁmlywlm,nudou tful if the
enm% even if continued mba.ted would adequately provideforthe minimum
eeds of vemment for the next few years,

PROPOSALS FOR REVISION OF FEDERAL TAXATION,

The Secretary of the'l‘renmymhulettetof.l il 30, 1921, tothe Committee on
Ways and Means of the Houee of Rem'eeen\“M,urle,:’l has & expressed the
tentstive attitude of the administration. With his for the repeal of the
excess-profits tax and the readjustment of the individual income tax ratee to & mm
mum combined normal tax and surtax of 40 per cent, and eventually 33 per cent, we
thorou ly agree, except that we favor a reduction of the surtax to s mnmum of no
ex 20 per cent. Thisaction we urge, not because it will to some extent relieve
the conscientious rich who now voluntarily pay the high taxes, but because the excess
profits tax and the higher surtaxes retard progress, result in constantly :
taxable moome, and above all u:rde eamerly repugnant to the democratic principles

upon which this eoeuc:::{

Woe realize th ty of a tax on corporations designed to offset the surtaxes on
individuals, but we look with misgivings upon the proposed increase of the income
tax on oorpormm to 16 per cent without any exemption. Of course, the need of
ﬁsh a compensatory tax will decrense in direct proportion to-reduction in the indi-

1 surtaxes,

We unqualifiedly favor the restriction by statute and by constitutional amendment
rther issues of tax-exempt securities

With the further suggestions of the Secrem'y of the Treasury we are unable to agree.

He ea
“'l‘he 'l‘reasnry is not prepared to recommend at this time say sales
particularily if a general sales tax were designed to supersede the h productive
- special s1lca taxes now in effect on many relatively noneesenthl articles
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Instead he suggests: .

*‘Impose sufficient new or additional taxes of wide a%plimtion. such as increased
stamp taxes or a license tax on the use of automobiles, to bring the total revenuee from
internal taxes, after making the changes above suggested, to about $4,000,000,000 in
the fiscal years 1922 and 1923.” :

He also propoees the retention of the miscellaneous specific sales taxes, includi
the n tax, the tobacco tax, the tax on admiseions, and also the capital-
B pepeaiod if - Congrams 1 eparad to provide an atceptabls isutute s o oud

‘ongrees is p P e an e substitute.

As an ble substitute not only for the t rtation tax but also for the
whole mees of miscellaneous and heterogeneous sales and occupation taxes now exist-
ing, and for such further like taxes as would otherwise have to be levied, we propose
the imposition of & uniform groes sales or turnover sales tax at a rate nnt exceeding 1
per cent on all sales of goods, wares, and merchandise in excess of $6,000 annually.

NEOESSITY FOR TAXATION OF SALES.

000,000 annually must be raised by internal taxation. The income tax and th
B;oﬁu tax have in the past produced as much as $4,000,000,000, but they can not now
depended upon for much more than $2,000,000,000. With the abolition of the

excess-profits tax, a revised income tax might perha roperlwoduce negrly $2,000,-
000,000, The estate tax, if retained, would yield $100,000,000. The capital-stock
tax, together with the 25 or eo trivial occupation taxes, if retained, would yield
another $100,000,000. The present specific salestaxeshave 'ﬁroduced. and, if retained,
might continue to produce, $1,200,000,000. But there would still be a deficiency.

Because of constatutional restrictions Co has about exhausted possible types
of taxes, With the income tax, the estate tax, and the capital-stock tax, and other
occupation taxes, utilized to the limit of their productivity. as a ractical matter no
source of revenue remains except the taxation of sales. e problem, therefore, is.
not whether we shall tax sales but how we shall tax them.

SALES TAX VERSUS SALES TAXES,

Sales may be and are being taxed in s bewildering variety of ways. Sales 0. speci-
fied commodities may hi;hxed at different rates when made by the manufacturer,
producer, or importer, asin the case of automobiles, cameras. and candy, ortoa ccnsumer-
or user, as in the case of carpets, jewelry, and medicinal articles, c.: by anyone to any-
one, a8 in the case of works of art. e of specified capital assets may be taxed at
different rates, as in the case of real estate conveyances. Sales of the use of specified
kinds of fropert{:ay be taxed at different rates when made by the lessor, as in the-
case of pleasure boats, motion-picture films, and Pullman accommodations, or by the
lessee, or by anyone to anyone, as in the case of admissions. Sales of choees in action
may be taxed at different rates when made by the creator or issuer, as in the case of
eor&onte securities, insurance and future deliveries of produce, or to a transferee, as
in the case of stock, or by anyone to anyone. Sales of services may be taxed at differ-
ent rates when made of one’s own services, or of another’s, or of both one’s own and
another’s services, as in the case of tnnagomtion and telegraph and telephone service.
In any of the above epecies, of course, the tax may be imposed on the seller or on the
buyer, and may be required to be pnid by rendering returns or by affixing stamps.

t would be hopeless to try to describe all the species of eales taxes. ere might
be a manufacturers’ sales tax—that is, & uniform tax on sales of all articles when made -
by the manufacturer, producer, or importer. There might be a retail sales tax—that is,
a uniform tax on sales of all articles when made to & consumer or user. Thero might
be a groes sales or turnover sales tax on all sales of commodities and also capital assets,
including real estate, choses in action, and services. The first two species have most
of the dindvantuges of specific sales taxes, on the one hand, and a turnover sales tax,
on the other hand, without its advantages, and may be disregarded. The third s
cies, which amounts to a universal turnover sales tax, has many merits along with
patent difficulties which impair its present availability.

The real issue is between a continuation and extension of the present system or Jack
of system of specific sales taxes at high rates, on the one hand, and a turnover sales tax
at the rate of 1 per cent or less on goods, wares, and merchandise, on the other hand.
It is a case of sales tax versus sales taxes. ’

Because the excellence of any tax is relative, the advantaces of the turnover sales -
tax can best be considered in a comparison with the specific sales taxes. Su[')poeo we
view the situation, first, from the standpoint of the Government; second, from the .
standpoint of the merchant; and third, from the standpoint of the consumer.
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STANDPOINT OF THE GOVERNMENT.

First, from the standpoint of the Government, the yield of a tax and its ease of admin-
istration are most important. The specific sales taxes; together with the capital-stock
tax and the estate tax, can provide $1,400,000,000, but $600,000,000 more is needed.
Can the c sales taxes be increased and extended auﬂiciently to make up the

t is m@?mdm Treasu d the ad f specific sal

at 18 som e 0 and the advocates of c sales
taxes have not shown us. The Secretary me;zlx suggests broadly that Congrees
“‘impose sufficient new or additional taxes of wide application, such as increased
stamp taxes or & license tax on the use of automobiles.” The tax committee of the
National Industrial Conference Board, which, although its report has twice failed of
approval, still continues its activities in opposition to the turnover sales tax, in its
tentative report pn;g:eed the it:sodﬁon of specific sales taxes on tes, coffe% snd sugar,
but, having found that it burned its fingers, was beautifully vague in its final report.
In short, we are convinced that sufficient new specific sales taxes, which the country
will stand for, can not be found.

On the other hand, the consensus of opinion indicates that the turnover sales tax
on commodities will produce very close to $2,000,000,000. If so, the capital stock
tax and the estate tax could be eliminated along with the specific sales taxes, which
would be well, becanse the capital-stock tax is unworkable and inheritance taxation
should preferebly be left to the States. But even if upon a careful survey by the
Treasury Department it should be found that the turnover sales tax on commodities
would yield only $1,500,000,000, it would do no great harm to retain for the present
the capital-stock tax and the estate tax, together producing $200,000,000, as well as
the tax on tobacco products with its nearly $300,000,000. Or the turnover sales tax
could be extended to cover capital assets and services.

The administration of the specific sales taxes is extremely difficult. Their bases
are 80 varied that we doubt if even the most experienced revenue agent could offhand
state the rate, the incidence, and the scope of most of such taxes. About 20 separate
sets of regulations, each a gizable mph!et, have been issued by the Internal Revenue
Bureau, and it now in addition has a special bulletin service, to instruct its agents
and the public in the administration of the specific sales taxes. .

In the case of the taxes imposed on sales by the manufacturer, producer, or importer
it is often practically impossible to decide who is the manufacturer of & specified
article. In the case of taxes on sales to the consumer or user it is often equally impos-
sible to tell who is & consumer or user. In every case em g questions con-
tinually arise as to whether a certain article is included in+the scope of one of these
taxes. As certain sales of certain articles are taxed, while other sales of the same
articles and all sales of other articles are not taxed, it is eagy to ine the job which
& revenue t has on his hands in checking over a merchant’s sales tax returns.

On the other hand, the turnover sales tax, being imposed at a single rate on every
sale of every article by every person, will in com' be simplicity itself to admin-
ister. It seems quite reasonable to suppose that the present force of employees
and agents of the Internal Revenue Bureau, who are engaged in the collection of
$1,200,000.000 through specific eales taxes, could collect $2,000,000,000 through &
aimgle'tumover sales tax with comparative ease. There is no room for reasonable
doubt that the imposition of further specific sales taxes would emharrass the Internal
Revenue Bureau much more than the substitution for the existing sales taxes of a
uniform turnover sales tax.

STANDPOINT OF THE MERCHANT,

Second, from the standpoint of merchants, the features which make a turnover
sales tax superior to specific sales taxes for purposes of administration give the turnover
sales tax the advantage over specific sales taxes for the ‘pprpoee of return and payment.
For example. a department store may make some of its candy and purchase other

candy for resale. On the sale of the candy it makes it must now par a tax, but need
not on the sale of the candy it buys. The store may also sell jewelry partly to con-
sumers and partly to small retailers. It must now pay a tax on the jewelry it sells
to consumers, but not on the jewelry it sells to retailers. ~In the case of itssoda fountain
the store pays no tax, hut must collect & tax from its customers. Many other things
it sells are not taxed at all. In making tex reports the hookkeeping department of
the store must he careful to discriminate hetween taxed and untaxed articles, and
. taxed and untaxed sales of taxable articles, and must account for the tax collected

by the store on articles taxed directly to the consumer.
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On the other hand, in the case-of a turnover sales tax the store would merely me

1 cent of its gross sales for the month. Besides ha.vmg no comphca computa

to make, its returns:-would be mest simple. The monthl Z:etm would

neistofememmndunchomngthegroeeuleefortbepwdmd h:oflper

cent thereon, and the yemrly return would bhe little more than 2 summary

periodicat returns. In teet, it would be poassible to combine the amxuel tumover

ealee tax return with the income-tax return, for the latter starte out with the same
e m‘i'..?‘f:" ”'}?&fm““‘“%‘h“ww”"“ v that both the spectl sates teaes

a8 we e s

and the turnover sales tax Normally they are elnfte& to the

consumer. The more nearl theburdeniaepmdvithmbeﬁnﬁﬂo%ma

ge less does the tax affent the merchant’s profitse. The comparison eepecwlly

teresting
The specific sates taxes are i at rates as high ae 10 per cent on certain
of budrf:;: but not on othuemed merchant is under nomdisad
vantage as regards another merchant in the same business but xeasm'ioupdh-
advantage as regards another merchent in an unmed busine... The inevitable
-tendeney of lieavily tuxi:{ specific articlesis to decrease the of such articles
and to incresse the sales of untaxed mhetimteuﬁclee, whichina g«md . way satisfy
the same needs cr desires.
On the other hand, the turnover mien tax, being d at & uniform zato of 1
cent on all commodities, approaches ss nearly as possi le toahsolute equglity.
conldbefairerthntehxeverybudneueulowme exact propertion to the groes
businéss done? Blinding their eyes to the inequalities of other taxes, howuver, the
:f nenteofthet\mverdesuzmmldngelaetetendonthengnmentotn*
eged inequality in the operation of the tarnover eales tax. We refer, of course, to
advantage claimed for the so-called multiple-process enterprise a2 aguinst the

L process enterprise.

nﬂt us see how serious this objection is. Aesuming a maximum number of turn-
overs, the aggregate tax based on. the final selling price would ecarcel ever be more
than 3} per cent, and would usmily not be more than 2 m e difference:
in favor of a multiple procees enterprise would umelly be thsn lpercent. o
single-process enterprise cant now earn its overhead expense and its profit, it
to reason that a 1tgetcent tax will not affect the situation muiallv In fact, ae is
well u'enenterprieeﬁlemul procese or single process e

known, w le nterprise
iaametterof choice, dependent upon locaﬁpn andsnumbenofother factors, the -

least of which would be a possible 1 per cent difference in tax. The Harvard Bureau
of Buai‘neee Reeearch in a survey of 197 retail shoe stores has fouad that the total
ting expenses on net sales ranged from sozpercenttos&%percent,a
cent. This is typical of other busimemes and illusteates' ecompmt.ive
inei cmceofmypod o inequality in a low rate turnover sales tax.
mmﬁmmmmmmﬁhm.
whichm by the same: newliouenowem the turnover sales

ux,thela eentincomem . as 8. method of equal-
e e it e e

eorpon one under this tax an individnalinbndnenmig:
be taxed at a rate as low as rcentonhisimometrom

. other hand might be taxed at enteu u?&percent orwhtoverthemximum
individual income tax rate may be), wi same businees, irre.
spective of &:mount of its net income, woul be uxed 15 cent on eueh
net income, tHere can be little doubt that the equel tion would be h enough.
The turnover sales tax of 1 cent is fundamentally equsi; acdden ‘\; it my
result in slight inequelity proposed corporation tax of 13
mentally unequal; denhlly it may sometimes relult in te equdi
But & conclusive mwer to the argument of a8 between & multiple-
h:ﬁrlee mmﬁeqﬂee tﬁe bility of inc..~
ponﬁngin emtutenpm overewmﬂntbenmeentetprhe
80 as to produce though'eachtumovermbetweentwoeepnete
enterprises. Such 'Y ‘gmvinion would naturally complicate the machinery of
mtute,:lnteveneo o tax would remain incom ydmplerthmthe’hordeo!

In the case of a turnover sales tax on goods, wares, and merchandise, commimsions
paid for selling goods would not be subject to tax. . T the tax were extended to cover
sales of services, as well as sales of commodities, the tax would be at the rate of 1 per
cent on the actual compensation received by commission house for its services

The leseer arguments against the tumover sales tax, from the standpoint of the
merchant, upon anslysis are all found to apply equally to the specificeales taxes. For

g““ L
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example, in a period of bllin%pﬁceo it is doubtleu true that the turnover eales m
could not always be shifted. But neither could aapocilcnlea Then agsin, one
kind of enterprise may do businiess on a emaller margin of t.than anothez kind of
enwrpﬁse, but as the tax is normally nldM the net te are not affected. Cop-
48 the opponents of the turnover sales tax aliow by their own figures, enter-

prluonowmb t to specific sles taxe¢s do business on mrﬂmolmﬁt which have
no relation to the rates of taxes imposod upon them. Or it ia said that the turmover
sales tax would revolutionize business snd enconrige evasion, The awid-
ance of a 1 per cent tax woild acarcely be worth the treuble of elaborate m-dbdging
devices. - Surely thére would be more incentive toevidea high-rate specific eales

BYANDPOINY OF THE oonmu.

Third, from theshndpdntdthommortho&mvnduhxioovonm
admugoo than from the standpoint of the Government or of the merchant, :

To start with, in addition to costing the Government about $25,000,000 annually
to collect the emtmg taxes, the revenue officials themselves estimate that the extra
expense upon the people of keeping the required records, rendering reports and re-

lu accountants and lawyers, etc., in connecﬁon with the po&%ent of the
gﬁ uncertain and complex taxes amounts to another $100.000,000 annually.
th thesbo tion of the excees-profits tax and the many and various specific sales
taxes and the substitution of & uniform turnover sales tax, thobookkeepingbillot
the country would be substantially cut down.

The ensctment of & tumoverulea tax would permit of the present exemption from
income of $1,000 for ai le &mm and :2.000 formarried persons being to $3,000
forsi% pmano ns. As a single man with an income
of $3, 080 in'income tax, und eaven knows what in loaded specific sales
hxes,anduun er the turnover sales tax he would pay no income tax and,

apenthiaehﬂnineome.t e turnover salos tax shifted to him would
usudl not amount to more than consumer of moderate means would be
direc y and substantially beneﬂhd the adoption of the turnover sales tax. As
the consumer with an income leut{m 000 or $2,000, whonov ptysnoinoomo
. ux.th total turnover sales tax whi shifted to him wou d be lupam
or$40in one uuortheothor,sndhewonlduvewhstemunce agodﬁ
salos taxes might be shifted to him. Itiothesheeustnommotouythnmc indi-
vidual under the present system does not pay, and under the proposed in
ﬁaedﬁe sales taxes would not pczmgn the average bstantial consum tion ux.
though conceivadbly one given
individual much more than the average.

The old argument that the specific sales taxes are limited to articles of luxury has
been abandoned. Instead, the catch phrase has heen substituted that they are or
should be limited to articles not of absolute necessity. What such articles may be
no two people will ever agrooon,andmmtoftho 'vocates of specific sales taxes
profer to leave to Congress the designation of such articles. As a matter of fact, of
course, theremfewfnmiheoin this country whose income is s0 small that thoyapond

nothing for articles not of absolute necessity.

8o far far from the and proposed c sales taxes drawing revenue from
the rich according to their tywpsy.mchux«mdlybeumomhuﬁlyin
proportion to theirincome on those of moderate and emall means, Most of the income
of the rich man m beand unusllh:pent for nontaxable things, such, for instance,
asfumimrun expensi chiefly pays the tax on goods, chewing

o{ ge- , and soda wam. the rich or the

On the her and, under the turnover salee tax the man who spent $100,000 would
pay 100 times as much tax ae the man who spent 31,000. DBeing spread pmporuon-
ately, the turnover sales tax would avoid the present uncertain and fortuitous inci-
dence of the specific sales taxes. Instead of inoreuing tho burden of the common lot,
the turnover sales tax would' ease it.

CONCLUSION.

From every standpomt. both in pﬁnciple and in practico, the turnover sales tax is
superior to miscellan .:rec To the extent that other countrios
have tried the turnover tax, thdr expetience encouraging and favorable.
'l‘he Phili Fpine sales tax is universally commended. The Canadisn salos tax, al-
though ye crude, is heing extended. e French sales tax, although its efiectiveness
is also impaired hy exceptions and restrictions, has justified none of the fears of the
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vidual might psy littlo or none and the next

" et o
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:&)omuoummwer.luhx Mexico had a sales tax underniw to whichm
n mpericy har heen largely attributed.

the income tax, properly revised, we ehall have a tax ini on & sound basis,
a8 uxel go. To offsat iu meviuble ‘deferts, however, aur to.insure a etable revenue
-we must have another tax or other taxes to provide & complement and halance. The
choice, as a matter, is between specific sales taxes and o turnover sales tax

ou commaodities.

lfwe sdoptthobrmrdumtivo, we shall be obliged to retaiii most of the existing
nle-uxu, incumtho rates of some of them, and to im new specific sales
The. table o mﬁngFodaﬂnhcuxeshentth -shows the sort of

bnmble bush into which we should be jumpin,
If we adopt the latter alternative, we bo rid of tho tangle of fic sales taxes
{1 have. coordinate with the income tax, a turnover sales so certain, 80
ﬂ a , and 80 simp ithunhopmantnig tmare of taxation will speedily hecome one

[

other horrors of the
pest. (naries P. VacarAN, Chairman,

ExisTING FEDERAL SALES TAxzs.
A.—ON SALES OF GOODS, WARES, AND MERCHANDISE.

By manyfacturer.
Automobﬂu..........percent. 8-5 | Furarticles. ...........percent.. lb
Musical instruments. . ..... do.... 5 | Pleasure boats. . .......... do....
%g:rﬁnggoodego lg gfﬂetmpc Y . N ”og

"iusum...‘.b. LA X X XN} o.... ‘ (A A R R R R R NN R EEERE LR NS

:m... ............. eeodo.... 10 Duglli'8 rits. . .....per on..8640
,Onn seeencsscsescecanans do.... - 6 | Fermented liquors.....per

eeeessecccscescssed0.... 10 | Soft beverages. ........ percent..

Kniveq.. ..... do....10-100 | Tobacco. ............per pound.. 00.18
%ecuic%::ﬂgo g glarcoﬁa...... ...... parounce”odé&%

ermos [ NOPUIRY - S und. . $0. X
Pipes........ cvenrvvaenidooee. 10 mm:.i’?'.??.m und.. $0.01
Vending machines.........do.... 5-10 | Mixed flour........... . $0.04

Liveries..........c.cov...do.... 10 | White phosphorus matches
Hunting garments..........do.... 10 hundred........ccccueen. ?.“80.02

To consumer,

Cmn $5.......percent.. 10 | Men’shats, over$5......percent.. 10
frame:kgvertlo..,do eee 10 Shoes,overﬂo ..... veresecdo... 10
Trunks, over $50.......... «do.... 10 | Neckties, over $2...........do.... 10

Bags, over $25............do.... 10 | Silk stocki over £......do.... 10

Punea,oveﬂ?.w.... eeesedo.... 10 | Shirts, over 83............ .do.... 10

pe, over $25........... 0.... 10 Underww,overw. ....... o.... 10
m reilu.over eeeseesedoe... 10 [ Waists, over $15. ........... do..... 10

Faus, over$l..............do.... 10 |Jewelry....c..ecueaee..... do.... . &

House coats, gver $7.50.....do.... 10 | Toilet articles..............do..... 4

Wustcosta, over$5........do.... 10 | Medicinal articles.........do.... 4

Women’s hats, over $15.....do.... 10| Soda water......cc........ do.... 10

By anyone to anyone,

WOrks of 8rt. . .oouereeenciaseciecriesensescssnsessessecssssscpercent:. 10
B.~—~ON BALES OF CAPITAL ASSETS,
By anyone to anyone,
- Real estate, one-tenth of 1 per cent.
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C.—ON SALES OF THE USE OF PROPERTY.

Automobiles............percent.. 3-5| Pipes.......ccccuc.enn percent.. 10
Chewing gum....... ceconcs do.... 3 | Hunting garments........ ..do.... 10
Firearms. ......... vecscas .do.... 10 Toﬂe%psdo s
'Il“ih‘;oeurlim bottlea............go.... 13 g?wllmn Mnceommodlﬁom...go.... lg
€. . ceeiorenas vesaee o.... ‘ e eeeresessasdO....
Pleasure boats............do.... 10 (}andyng ............ .do.... 5
Dues.......c.c..... cevenss do.... 10| Electricfams..............do.... 5
Musical instruments. . .....do.... 5 Vend‘i? machines...... ...do.... 5-10
Camerss.......ccooeacuvens do.... 10| Furarticles............... do.... 10
Knives......coenneees eeeado.... 10-100 | Motion-picture films........ do.... 3
By anyone to anyone.
Admissions. . .. couveieniiiiiniiiiiiiiiiieiiee, tesees per cent.. 10-50
D.—ON SALES OF CHOSES IN ACTION. )
By tssuer.

Stock, one-twentieth of 1 per cent. Life insurance, two twenty-fifths of 1 per.
Time drafts, one-fiftieth of 1 per cent. cent. .
Fire insurance, 1 per cent, ) Future deliveries of cotton, $0.02 per
Future deliveries of produce, one-fiftieth pound. ,

of 1 per cent, . Indemnity bonds, $0.50,
Corporate securities, one-twentieth of 1 | Marine insurance, 1 per cent.

per cent. Casualty insurance, 1 per cent.
Promissory notes, one-fiftieth of 1 per .

cent, I

To transferee.
Stock, one-fiftieth of 1 per cent.
E.—ON SALES OF SERVICES.
One's own and others'.

Ocean passage.......... r cent.. Parcel post. ........... r cent.. 4
Telegraph service..... ..l:e..do'.. ..10-3@ l Transportation....... ..Pf.do. ... 3-8

Note.—The foregoing summary is necessarily incomplete both in the enumeration
of the’taxes and in the sreciﬁcat on of the rates, but it gives an approximate picture
of the present sales tax situation.

STATEMENT OF A.J. KELLY, PITTSBURGH, PA., REPRESENTING
LEGISLATIVE COMMITTEE OF NATIONAL ASSOCIATION OF REAL
ESTATE BOARDS. ,

. t’l;he t(glnumn. You reside in Pittsburgh, and represent what
interes )
Mr. KeLry. I reside in the city of Pittsburgh, and I represent the
%gis}:tive committee of the National Association of Keal Estate
oards. .
__ I want to be brief, and I will state our premises to, start with, and
gl you have any questions that you desire to ask I will try to answer
em. .
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As you may know, the National Association of Real Estate Boards
througlll:ont the country are interested in something which nearly
every human bemglls interested in, namely, houses——

‘The CmaiBMAN. If you are going to dress the committee on
that subject, let me say that it has been ve%::haustively investi-
gated.bg a subcommittee of the Committee on Banking and Currency,
of which Senator Calder was chairman. .

- Mr. Keapry. The only reasonIs t that, Senator, is to show you
why we have taken any action in this at all. I do not intend to dis-
&uss that question.’

‘The CrarrMaN. No; I think the committee is thoroughly familiar-
with that question. .

Mr. KeLwy. I will not then mention it. That is the reason, how-
ever, why the association, composed of 400 boards and about 20,000
realtors scattered about throughout the United States, was par-
ticularly interested in this subject, outside of being generally inter-
ested as citizens as well.

To bring the matter to the attention of your committee; in the m
that the realtors, or the National Association of Real Estate Bo
Jook at it, I will read a resolution which is very brief, and it will
explain the situation. This resolution was passed by the executive
committee of the National Association of Real Estate Boards held a
few days ago at New Haven, Conn., and it reads as follows:

We jointly recommend as follows: Therefore be it

Resolved, By the executive committee of the National Association of Real Estate
in conference assembled at its meeting in New Haven, Conn., April 27 and 28,

1921, we confirm our former tion and urge upon the Congress the revision of

the revenue laws of 1918 b mpnlpc;f..:hc*bxeeu profits tax, elimination of the surtaxes

in the Federal individual income tax system, or a reduction thereof so that the maxi-

mum rate will not exceed 30 per cent; repeal of the miscellaneous excise taxes, except

those on tobacco and liquors, and the enactment of & sale or turnover tax at

mmbxgq?ul h1 per cent to apply to all sales exceeding $6,000 annual turnover:
i

er

Resolved, That attempts to effect legislation concerning the amelioration of the
housing situation be, and hereby are, dmpr‘roved, that the result being adjudged by
this association outside of the field of new laws, and considered subject to economic

processes: And be it further
Resolved, That we urge realtors and others to actively foster and encourage buil

and loan associations and kindred institutions by depositing their idle funds therein
and the preachment of thrift by others to become participants in their services an
bonogiu, p:ti«mlnly to use their assistants in the acquirement of homes for such
perticipants. .

The reasons that the realtors are urging this are two: First, to help
the money market so that there will be more money in the market for
mortgages; second, so as more nearly to equalize the Federal tax
and, at the same time, raise enough money to pay our Federal
expenses and debts. _

[he realtor is not trying to shirk any responsibility nor to_get
away from his share of taxes, He always pays his debts; but it is
foolish to ask a repeal of the excess profits tax and the moderation of
the surtax unless some other tax is substituted therefor.

. 'The real estate interests have been studyil:f this question for a
whole year and, like the gentleman from Philadelphia, have changed
their position. I suppose a year ago if a vote had been taken of the
20,000 members of the association it would have been found to be
op to the sales tax, but studging this subject from every angle
and from every standpoint, step by step, and discussing it in open
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meetings three or four times thi:iyear we have come tothe vomdusion:
that the only fair tax and the only tax which at the same time would.
produce enough revenue, probably, was the sales tax, which is a
simplified form of taxation and which would relieve 1°.> w{ay-
ing the tax and the Government, both, of a great burden of eollection.
tlemen, the reasons for this tax have been discussed pretty
thoroughlhy this m . I do not believe it is necessary for me to
go into the various items of reasoning on the subject. I am very
willing to answer anfy questions that you may wish to propound for
further exposition of our position in the matter. ‘ s

STATEMENT OF C. H. DIREOTOR OF CLERIOAL OPUI;
ATIONS OF THE WESTINGHOUSE AIRBBAXE 0O, PITISRURGH,
8OJIATION OF MANUFACTUBERS gRs, T O THR WAI S

The CrATRMAN. State your full name for the record. .
Mr. Surrn. Mr. Chairman and members of the committee, my

name is C. H, Smith. :
The CHARMAN. What position do you hold in the Westinghouse

Mr. Surra. Director of clerical o&erations of the Westinghouse
Airbrake Co., and representing the National Association of Manu-
facturers as chairman of their tax committee. - - o

The CuairMAN, You speak for them, do you?t

Mr. Surra. I speak for that committee. o

The CI%AIBMAN. Have you devoted a good deal of attention to this

uestiont .

9 Mr. Syrma. About two years the committee has considered this.
question of taxation, and a year ago this month we presented a
report in favor of the sales tax to the annual meeting of the National
Association of Manufacturers, which report was accepted. - X

The CuareMaN. Do you know whether that report has been for-
warded to this committee § -

Mr. Surra, I have it with me. S

The CaarrMaN. It might be well for you to leave copies of that.
report here, a number of copies for the committee. Will you send
me 100 copies of it at your convenience ¢ :

Mr. Smith. Yes, sir.  As'I said, we have considered this question
of Federal taxation in a general way for approximately two vears,.
and we know from our experience that it has been a great task to
the companies and corporations to dprepare their tax statements, and
ir; most cases it hus necessitated duplicate work in the preparation
of reports. ' C

Wg(imve a system of ke;;ﬁng accounts, and, when wo come to pre-
Eare our reports for the Federal taxation, it means another set: of

ooks, practically. Having considered the differont methods of
raisingstaxes, we know that the Government requires a certain amount
of money, and it is the desire of the corporations to- pay their share
of it, whatever it might he. What we would like to have is some-
thi;lg definite, so that when wz(f)ay our taxes we know that they are
fixed and we shall not be called upon in one or two or three or four:
or five years after we have prepared our return for a year, ‘to pay
- an additional amount, because our experience at this time is that
the Government is checking our 1917 returns, and they have gone-



- W %bqqlw ack t0.1869, which was the date of the organization
’ g’n{ﬁo estinghouse Airbrake Co., and have checked up our prop-
erty and plant accounts to see what we have charged off under
those various headings for depreciation.

. As everyone knows, back 30 or 40 or 50 years ago accounting
schemes were very crude, and at that time very few people thought
anything about depreciation, and the consequence was that d

@ given year they set aside and charged off a certain amount oi
money for depreciation. Of course, when you average that up dur-
ing a period of 50 years the percentage that we have charged into
our accounts is very small when you compare it with the .ﬁresent-day
rates. We do not know to-day whether or not we shall be called
upon by the Government to gay any back taxes for 1917, even. Of
course we have 1918, 1919, 1920, and 1921 yet to hear from.

. We have set aside, just like all corporations have, a certain amount
of money and have paid certain taxes, and if the Government comes
ul:rx:gand asks us to pay an additional amount it is going to be a
hardship on us, because we have felt in a general way that we have
peid a amount, and it means additional financing, probably, in
order to pay any addition which the Government may call upon us

to pay. :
. g)nnyator McCuuBEr. You do not mean to say that you lay aside
money to meet back taxes? You do not lay aside a sum of money
for the purpose of correcting any mistakes
Mr. Surte. No; only during the year we set aside in various months
a reserve. We prepare a reserve for the yearly taxes.
Senator McCuMaER. For your year’s tax ¢
. Mr. Suxra. For our yeujs tax, and which we may get right or
may not. KFor instance; some months are very good, and there may
be certain adjustmemts in the next month which might affect it.
Our inventories enter very greatly into our profits for the year. At
the end of the year we take an inventory and use market or cost,
whichever is lower, as recommended, and the next year there is a
alling market——
Senator Suoor. Will you get down to the sales tax, please
T Onatman. Yo argument, as Senator Smoot is leading
e . Your ent, as Senator Smoot is u
to, is an attack on the complication or inconvenience of the resenl;
system, which we all admit; but it does not say that the sales tax
is & good system of taxation. That is what the committee wants to
get at, and it wants the benefit of your experience as a business man.
- Mr. Ssuare. My experience as a business man and as an account-
ant in connection with our shop and general books is that the sales
tax, from my knowledge of its working, would be very simple com-
pared with the excess-profits tax; and we know, of course, that every
. concern, ove:ly corporation or company keeps a record of its sales,
 and we would not need any additional bookkeeping.other than what
we are required to do to-day, to add up the sales and take a certain
percentage of them for the Government’s requirements.
The CHAIRMAN. Mr. Smith, the products of the Westinghouse Air-
brake Co. are a very advanced form of product, are they not ?
Mr. SmrtH. In certain cases; yes.
. The CraxrMAN. How many turnovers would there be, for instance,
in the average product of the Westinghouse Airbrake Co. ¢
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. Mr. Surim; The Westinghiouse Airbrake Co. would just have the

final turnover, except as regards raw materials. o
' The CHAIRMAN. Breoedmg the completion of the airbrake, how
many turnovers subject to taxation would there be?t Lo

'lei ls;emtm None in the airbrake. As to the raw materials there

! WO. ) . '
he CHAIRMAN. What would they be?

Mr. Smxra. Take iron and mer and things like that, of course
our turnover would make the ; but the general average, I should

ﬁme would not be over four. o

o CrarrMaN. You have only turnover, do you, in the making of

the airbrake ¢ .

Mr. SuarH. Yes, sir: outside of the raw materials that we need.

" Senator MoCumsER. Do you sell directly to the consumer {

Mr. SmrtH. Yes, sir. : ,

Senator McCuMBER. The consuming companies § : Co

Mr. Surrn. Yes, sir; the railroads in all cases. We sell directly to-
the consumer. There is no middleman or jobber in connection with
O s aeation hes boen brought up, just bringing it

e question has been bro up, just as you are bringing it u

that .thg man who does not manufa&u{e the czmplete product wouf:‘
be handicapped by having to m several different turnovers on his
completed product, to pay several different parties as compared with
other concerns. My experience with that has been that certain.
parts of our product are in competition with that of a man who makes
nothing but just one thing, the small man, mmight‘ say, and weas a
oo[ﬁ:)raﬁon can not compete to-day with him in certain things. :
e CHAIRMAN. What things$ . :

- Mr, Smxra. For instance, a reservoir. Take a blacksmith shop
that does not have any overhead, practically, compared with that of
8 lug: concern—nothing but himself and a few helpers and he does
not have any office force or much bookkeeping. He can turn out
half a dozen reservoirs at a great deal less cost than we can. - 2
Senator Smoor. Specialized work is taking the place of handwork ¢

Mr. SurrH. Yes, sir.  He can undersell us on certain things, which
he does to-day. There is a certain class of trade that we can not
touch. Where a man wants certain things of that kind the small
man ‘can outsell us. We do not get that business.

The CaamrmMaN. What kind of a sales tax would you favor for that
particular business ¢

‘Mr. SyxrH. A gross sales tax on all turnovers.

The CHAIRMAN. On your airbrake {

Mr. SuaTH. On our sales, whatever they might be. -

The CHATRMAN. You sell to the railroads, do you not ¢ ‘

Mr. Surra. Yes, sir. I would suﬁgest a tax, at the end of the
month, or any period that might be designated, of so much per cent
of our sales for the Federal Government tax.

“The CHATRMAN. Do you sell outright to the railroads ?

Mr. SmxtH. Yes, sir; direct}f. . L

- Senator SMooT. Do you sell to any other coricerns in the United
States than railroads? I mean, you sell other products?

. __Mr. SurtH. Yes, sir; we have compressors, and things like that.

We sell to anyboé .  We might sell to a contractor or to an indi-
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vidual farmer, or some one like that. We have motors of all kinds,
and they would go to the farmer direct. L .

The (;mmun . Hmu or your association made any estimate
of the revenue that be derived from such a tax? o

Mr. Surrr. We have estimated it in a general way on ‘food:hwures.
and merchandise, as amounting to about one billion and & half.

The CuairRMAN. On what ataount of text

Mr. Sxare. One per cent sales tax.

: The CaaRMaAN. Owe billion five hundred million?

Mr. Smara. Yes, sir.  Of course, conditions in the ocountry are
changing every day and every month, and anything that we might -
suﬁ::t along that line is a mere matter of Elu‘ess on the part of anyone.

CratRMAN. We appreciate that. ve you given ang con-
sideration to what taxes could be replaced or eliminated by the
substitution of a sales tax? .

Mr. SmxtH. The excess-profits tax in connection with corporations,
and the surtax on individuals, which is practically the same thing.

Senator Suoor. All of the sales taxes that are proposed.now?

Mr. SvatH. Yes, sir.

Senator Swoor. Nearly every other tax.

%ermstor Smms.;You mean all of the sales taxes?

. OMITH. ! 'm Only. . :

The CHAIRMAN. %onld the Westinghouse Co. pay a larger amount

of Federal taxes or a less amount under this system ?

Mr. Ssara. A ali?ﬂy hmr tax.

The CxatRMAN. You would pay a larger tax under the proposition
you have advanced than you pay under the present system #

Mr. SsatH. Yes, sir. Some years we might.

( . You urge it on account of its simplicity and
convenience { .

Mr. Suarn. Aboolutol&.e We are now subject to a lot of incon-
vemience in prepari tax returns for the Federal Government.
We have to hire outside specialists, and after we do that we do not
know that we are an near t, any more than we do when
we estimate for ourselves. We feel that we are a little nearer correct
Probably. - The returns go in and they have different interpretations

rom what we have about certain things, and they have the last word
and we have to submit to their finding. . g :

The: . Have you anything further?

Mr. Surra. Nothing further. :

Senator SidMoNs. Mr. Smith, do you absorb any part of the excess-
profits tax, or do eﬁou pass it on to the consumer

Mr. Sxara. Well, that is in addition to our cost. We do
not include that in our cost, beeause if we do not have any excess-
profits tax-—- .

‘- Senator Snmuons. You do not absorb it ¢

Mr. SuatH. No, sir. - .

Senator SzMmmMoNs. You do not have to pay any part of the excess-
profits tax yourself ¢ : :

Mr. SuxTR. What is that, Senator? - : ‘ :

Senator StMMoNS. I say, you do not ultimately have to pay out
of ﬁgur own pocket any part of the excess tax? . :

. Surra. We do. -
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L 3

Senator SzmuoNs. I thought you said you passed it on to the
consumer { .

Mr. Surrn. No; we do not. I said we take that out of our
profits—— ‘

- Senator Swoor. Of course you do.

Mr. Surre (continuing). And do not include that in our costs at
all. That is the requirement of the Government when we prepare
our returns. It is not d on to the consumer.

Senator Stmmons. Then, practically, you pay and the consumer
does not pay the excess-profits tax ?

‘Mr. Suara. Not in our case.

Senator Smoor. You make a higher profit on account of the excess-
profits tax? ‘

Mr. Surra. Yes, sir. - We think we are going to have to pay so
much to our stockholders as dividends, of course.

Senator MoCumBER. You sell your goods 30 as to realize that price §

Mr. Surra. Absolutely.

Senator MoCuuner. Then, of course, the consumer pays for it !

Mr. SmitH. He eventually does, of course.

Senator CALDER. Your net profits are about equal or at least
eqin‘a: to what they were before the excess-profits taxes were put on{

“Mr. SumarH. No; they are much less; if you will take the history
of our dividends they are much less.

Senator CALDER. Your net profits with the taxes paid——

Mr. Surra. Are less.
Senator CALDER (continuing). In the last three or four years than

thgirwem previously
. SmrtH. Yes, sir; our rates are less. .
~ Senator SMoor. Why was that? Because your business was less {

Mr. Surra. No; our costs were higher all the way through.

-Senator CaLDER. Your selling prices were toot

Mr. Surra. They did not keep pace with the costs, of course.

The CHAIRMAN. As I understand it, when you sell an airbrake
ttg atpuzchuer you sell it subject to the tax. ~ You would not pay

e tax

Mr. SurreH. Well, we fix e certain price for the airbrakes.

The CHATRMAN. Does that include the tax?

Mt. Surra. No; we do not show it as tax. . '

The CHAIRMAN. A sales tax is never included in the purchase
price, as a rule ¢ :

Mr. SmitH. No, sir. )

The CHAIRMAN. It is added to the price to the consumeri

Mr. Smiti. In our airbrake business there is not any tax at all
outside of the excess-profits tax and capital stock tax. ~

The CHAIRMAN. In other words, you pass this tax directly on to
the consumer ¢ ‘ ' .

Mr. Suita. As part of our costs. '

The CHAIRMAN. Would you say simpllg so much for the airbrake
and that would include an amount for Federal taxesi That is the
waﬁryou do when you buy an automobile.

. Surre. That is the present taxation scheme.

The CHAIRMAN. That is a sales tax. .

Mr. Surrr. Yes, it is; but my idea of the proposed sales tax is this,
that the Westinghouse Airbrake Co. has a certain amount of business
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every month or every year, or whatever J‘m desire to base it on, and
we are going to pay 1 per cent of the sales as a tax. The customer
knows that when he is buying the airbrakes or any other of our prod-
ucts that we have in the price a certain amount, 1 per cent, for
Government tax. While we would not show it as a separate item
of the invoice as a tax, he knows it, just the same as anybody else.
But here we make an affidavit quarterly or monthly, or whatever is
necessary, and submit our check with our balance sheet and o&o:ating
statement to the Government, and of course, if they see fit, they can
make periodical checks.

Senator SumoNs. In other words, Mr. Smith, as I understand you,
at present, to meet the reqhuirements of the excess-profits tax, you
would add to the price which you propose to charge for your product
a sum that you think would about equal the excess-profits tax you
have to pay to the Government ? '

Mr. Suare. We take our costs, whatever they might be. ‘

Senator Spumons. Do you not sometimes, or if you do not, do you
i\ot thml; that in the course of trade others sometimes add a little

it more .
beM:f Smarr. Oh, there is no question about that. They want to
safe.

Senator SnumoNs. In order to be safe, do not some of them put in
a pretty good slice for themselves?_

. SmrTH. There is no &luestiqn in my mind at all about that; and
the customer is taxed to the limit. The estimate is that it is about
25 to 35 per cent more.

.. Senator StumoNs. You say that you would pursue the same course .
if a sales tax is adopted ?

Mr. Suara. Yes, sir; it is convenient. If you fix a 1 per cent or
one-half of 1 per cent or 3 per cent, even, the customer knows that 3
per cent is the sales tax, whether you show it on the invoice or not.

Senator Smumons. In your case {%n know what it would be and
you would onl&add what it would be to your price?

Mr. Surra. Yes, sir; absolutely, because we are competing with
other people and we would have to sell to meet their prices, would we
not? If we did not we would not get any business.

Senator Spumons. You are going to put that on, yourselves?

Mr. SsarH. Yes, sir.

Senator SumoNns. You are not going to tell your customer how
much you put,on?

*  Mr. Suara. He knows. :
Senator SpumoNs. But you in your case would only put on th
actual tax?
Mr. Suxra. Yes, sir.
. _ Senator SpuMoNs. In the regular course of business do you think
' tha‘:zl c‘l)tll:e;s would always be as scrupulously honest about it as you
WO ) :

Mr. Smata. That is not in human nature.

Senator Stumons. Do you not think that there are a great m:nnﬁ
geople who, in adding this amount that theg estimate th?{ i

ave to sl:.y-.on account of the sales tax, would put in a good littl

sum for themselves ¢

Mr. SmatH. Yes, they would, if they could get away with it.

Senator McCumBeR. They would under the present system ?



69.
\Y

Mr. SmrtH. Yes. It does not make any difference to them.

Senator CALDER. They do it now? . :

Mr. SmitH. Yes. It 1s a matter of competition, anyway.

Senator SiMMons. The point about it, Mr. Smith, is that if we
impose a sales tax of the kind that is proposed here the purchaser
of an article will not know whether he is &nymg only the amount
which is to go to the Government or whether he is paying several
times that amount. .

. Mr. SmrtH. In any scheme of taxation you would never know. I
might say 1 per cent in the invoice, but there may be other things
put in regardless of what they are called.

Senator SMooT. That may be yaur idea, but under the bill itself
regulations are to be made by the Treasury Department; and if
the 'l‘reasuﬁy Department says, under these tions, that the
invoice shall be $100 and the tax added will be $1, that is what you
will do, and not what you :vaiﬁ now you are going to do.

Mr. Smata. Oh, no; we do whatever the bill says.

. Senator Suoor. Wimtevqr the law and the regulations say; and
the ations no doubt will say that is what you have got to do.

Mr. Surra. Yes. It is only a matter of clerical work to specify
on an invoice whatever amount it is. That is all it is; and my
idea was that in eliminating that it would simplify the whole thing.

Senator Suoor. If the regulations are the same as they are in the
Philippine Islands, every man wh:_lﬁagg a tax will know just exactly
what he pays. That is what it wi in this case.

The CHAIRMAN. Is that all? -

Mr. SmrrH. Yes, sir; that is all I have to offer.

Senator JoNEs. I have a few questions.

Mr. Smith, you have just suggested, if I understood you correctly,
that under the present system of excess-profits taxe:ﬂvlon tried to
make yourself safe; you tried to get a frice which will return the
dividends which you think your stockholders ought to have?

Mr. Smrta. Yes.

_Senator Jones. But you have not been able to make the same
dividends that you did before

Mr. Ssata. No, sir.

Senator JoNnEs. Why {

Mr. Smita. As I say, we have not increased our profits because
the market would not stand it in proportion to the increased cost.
%&atelﬁgltsl have been high; labor has been high and everything has

een .
mSenalgor Smoor. That might have happened if there were not any
X. :

Mr. SurrH. Yes; it would not make any difference. '

Senator JoNEs. So it has been necessary in your trade for you to
absorb some of these excess-profits taxes? :

. Surra. There is no question about it.

Senator JonEs. That being so, what is it, under any taxation
scheme, which fixes the price to the purchaser

Mr. Smith. The whole thing resolves itself into a matter of sim-
gcity for an individual or a corporation in preparing tax returns—

owing when he g}.ys a certain amount——

Senator JoNEs. You do not get my question. My question is:
What is it, then, that fixes the price which you charge a purchaser?

- BALES TAX-—PROPONENTS.
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thlg.r. Surre. Quite a number of things. There is no question about
a

Senator Jones. Is it not, Mr. Smith, after all, a question of ascer-
taining what is the reasonable price which the traffic or the com-

modity will bear?
Mr. Surra. There is no question about that. We have increased
oosts. I would not want to say what ntage our costs have

increased on account of the excess profits scheme of taxation. I
would not want to say that, but we know costs have been v
much greater in the matter of clerical work and things of that nature.

Senator JoNEs. Under any form of taxation the vendor, in arriving
st a price at which he will se‘l, if he can sell it at a higher price, takes
ﬁto c&wderation the excess profits taxes and everything else, does

not . .

Mr. Suarn. S . It is natural to take in everything.

Senator JoNes. But if he can not do that——

Mr, St He should not. The same way with your sales tax.
There will be, no doubt, certain businesses that will not be able to
pass all of it, but the majority will

Senator JoNes. With any kind of a tax, if the traffic will bear it -
the seller is pretty likely to augment the amount of the tax?

Mr. Suara. There is no question about that.

.Sonagtor Joxes. And use that as an excuse for raising his price
er
. Surra. If & man wants to get business he brings the price
down, and the other fellow will have to meet it.

Senator Suoor. It is competition.

Senator JoNEs. It would be the same, whether the tax were an
excess groﬁts tax or a'sales tax or any other kind.

Mr. Smrte. Yes; but we must not overlook the fact that the
excess groﬁts taxes make our cost higher, and that is why we want
to get down tc the simplest method of handling it. ,
ator JoNEs. There you have brought in another element.
You say that the excess profits tax will make your costs higher.

Why ¢

NE'. Smite. In the matter of clerical work and expenses. That
is what I mean. It takes a lot of work.

Senator JoNzs. You mean in addition to the actual amount of
money paid ?

Mr. Smrta., Yes, sir. Our own expense is higher, that is, clerical
- expense. We have, sa¥, half & dozen men with all of our different
companies that probably have nothing else to do but go over the

Seng,qr JonEs. How much is that extra cost in your business
Mr. Surrh. As I said, 1 would not like to estimate that. .

Senator JoNES. Let us approximate it. o

Mr. Saxra. I will say $25,000 a year; something like that.

Senator JoneEs. What do your sales amount to a year?

Mr. Surta. About $30,000,000.

Senator JoNes. What per cent is $25,000 of that?

Mr. Surtn. It is a very small percentage, of course, but all those
things considered affect the situation, and in getting out our other
work it is quite an item. To-day we have got men looking up tax
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returns acd checking them, and when the Government men come
around it takes the time of our people assisting them. ,

Senator JoNEs. For the purpose of saving that $25,000 you are
rﬁﬂ \ tg have a 1 per cent tax put on your total output. Is that

e idea

Mr. Saara. Yes, sir; and also to save the bother in connection
with the dollars and cents feature. e

Selxlxéatm' Jones. And 1 per cent tax on $30,000,000 would be how
muc

Mr. SmiTH. $300,000. _ .

. Senator JonNes. I am not going to insist on your answering this
question unless you choose to; but for the purpose of comparison I
would hkde to get at the amount of excess-profits tax that your com-

any paid.

P N r.~p SmitH. I really do not know just at this minute, Senator.

Senator JonNEs. I will not insist on it.

Mr. Surrh. I could not say that figure at all, hecause we are just
working it out.

. lS&mat?or JoNEs. How much dividends do you pay your. stock-

olders .

Mr. Smrtu. One dollar and seventy-five cents a quarter, 14 per
cent on the capitalization. It is 7 per cent, really, on the value of
the stock.

Senator JONES. Seventy per cent ? : .

Mr. SmrrH. Seven per cent on the value of the stock. That is
what it amounts to. .

Senator JoNEs. If you do not earn more than that you do not
have any excess profits tax to pay, do you?

Mr. Smrra. We have heretofore paid some all the way through.
To-day there is no question but what we will not have any profits to
pay taxes on, and we probably will not pay any dividends on that
amount under our present business. .

Senator JonNes. 1 was coming to that point. Is not business
somewhat depressed now and are not prices falling ?

Mr. Smrth. Yes, sir; absolutely.

Senator JonEs. And are you selling below cost ?

_ Mr. Smitn. We are not selling anything at cost or below, prac-
tically. We are not selling anything. 1In fact, our business to-day is
runmn%llless time than at any time since 1893.

The CuAlRMAN. Are your works closed down ¢ .

Mr. Surrn. No, sir.  We are working three days a week, eight
hours a day.

The CrAIRMAN, How many men do you em;})%?

Mr. Surti. At all of our plants I would say 12,000.

The CHARMAN. And they are working half time?

Mr. Smrre. No, sir.  We have reduced our force probably 50 per
cent, and the remaining 50 ger cent are working about three days a
week, eight hours a day. A'lot of that ig on stock that is not on sale,
in order to keep the men working. . ,

Senator CALDER. Do you think that the repeal of the excess
profits tax law and the modification of the higher rates of surtax
would tend to stimulate business? .

Mr. Smitn. Yes, sir. '

Senator CALDER. At once?
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Mr. Ssatn. No, not right away. I would say not for a period
of five or six months until the thing got settled, because no scheme
of taxation will get into operation for some little time. _

Senator CaLDER. Is it not a fact that under the present system
the business man generally is discouraged from extending his busi-
ness; that if it is profitable he pays a large tax, the Government
takes it from him, and if he loses he has no relief ¥

Mr. Smara. He does not start an?hing, practically. In fact, we
have the same condition to-day. In some of the things that we
have started we have practically not done anythmq at all with them. -

Senator CaLpER. Under the sales tax he would know that he
paid a tax upon his sales.

Mr. SuatH. Whatever he sold. If he did not sell anything it
would be all expense to him, anyway, and of course he would not
have any profits.

Senator CALDER. Therefore he would not be afraid to take the
risk of loss? o

Mr. Sxate. Absolutely not.

Senator JoNEs. Suppose the time should come when you would -
sell your product at less than cost. Do you think it would be right
for the Government to tax you on that when you were selling for
less than cost?

Mr. Ssate. Why should they ¢

Senator JoNEs. That is what I am inquiring. This sales tax
would amount to that, would it not?

Mr. Ssata. No. Your sales tax goes to the consumer, like ary
other tax. _

Senator JoNEs. But.if you are selling for less than cost?

Mr. SmxtH. No; I do not think so. I do not think anybody is
going to sell for less than cost, if they are in business to make a
profit, which everybody is.

Senator JoNEs. I think I can point out a good many people in
this country who are selling to-day at much less than cost.

Mr. SsitH. There probably are certain concerns trying to keep
their forces on and to keep the plant in operation. Probably they
are selling for less than cost. They would, even if they stuck to
their present prices, operate their plants at a reduced force.

Senator JoNES. I think I know of a great many cattle men and
sheep men throughout the country that are selling their products
for much less than cost. .

*  Mr. Surta. I am speaking of manufacturing and industrial con-

cerns. As I say, no doubt some of them are selling at less than

cost in order to operate their plants, because their overhead eats

up what little profit they have. .

- . . Senator Mc(?mmnn. ven if you sell at less than cost, and there
is & 1 per cent tax, you do not lose. - The consumer pays that 1 per

cent tax. It does not add to your loss.

Mr. Surra. Of course, business conditions are such that you would
probably lose a great deal more money to-day than you would if
you were operating a part of your plant a part of the time.

Senator JoNEs. Referring to the question of the Senator from
North Dakota, if a man is selling for less than cost he is selling for
all he can get, is he not ?

Mr. Surra. There is no doubt about that.
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Senator JoNEs. He wants all he ibly can get, and he would
ift just as much, whether he had ]:?Iy a 1 per cent tax or not.
e V{ould get all he could, anyhow, or all the purchaser is willing to
a .
Pir. Surre, The selling price would be less than it would be with
1 per cent sales tax.
nator StMMOoNS. You said a little while ago that as a rule goods

are sold at all the traffic will bear.
Mr. Surra. All you can get. That is practicall{y so. Supply and
demand, no doubt, ate a certain groportion of your selling price.
I unders was directed to

Senator Stumons. The inquirtzutha
you was whether if prices are on that basis and you had to
take a part out of what you got and pay it to the Government in-the
sha tz of atkax:s, that would not reduce the profit that otherwise you
might make

r. Smite. Of course, the prices are based to a great extent on
cost as well as on suppiy and demand, because you have a certain
cost to build it up to a certain point, regardless.

Senator SiMMONS. In that sense, when you put your prices at all
the traffic will bear, if you have to take a part out of that and pay
it to the Government as a sales tax, that diminishes the profit which,
under other conditions, you might make. .

Mr. SuatH. Unless we pass it on to the consumer.

Senator SIMMONS. So you do pass it on to the consumer? It is
included in the price

Mr. Surtn. Yes, sir. )

Senator Smumons. If it were not for its inclusion, you could get
the same price if you put the price at all the traffic would bear.
It necessarily operates as a diminution of the profit you might make?

Mr. Surre. I do not think that, because if you put any tax on, if
it is higher than we are doing to-ciq.y, _your price will go up. If it is
less, your grice will come down within a certain period of time. '

Senator SiMMONS. Let me ask you this: Have you any competi-

tion in air-brakes . )
- Mr. Surre. We have in our air-brake business competition with
big concerns like the General Electric Co.,in connection with our
street car business, and the New York Airbrake Co. We have com-
petition with dozens of them in connection with our steam-driven
and motor-driven couwressor products and other thu(llgs.

Senator SiMMoNs. What per cent of that business do you control §

Mr. Smxrs. I do not know.

Senator SiuMoNs. You have an idea, I am quite sure, Mr. Smith,
You must have an approximate idea. :

Mr. Syata. About 50 per cent. As to some of them we do not
control that. We do not control anywhere near that; in fact, we are
the small side of it. :

Senator SiMmMoN8. Do you sell at the same price that the inde-
pendent manufacturers do that sell the other 50 per cent?

. Mr. SurrH. Sometimes we do; sometimes we do not.

Senator SpMons. As a matter of fact, there is a standard price?

Mr. Smita. The price is about the same.

.Sen?ator Smamons. You follow their price, or they follow your
price :

. Mr, SurrH. Yes and no. We do certain things to get business;
somebody else does something else. It is not a fixed price.
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- Senator Srumons. If you could abeolutely control the price you
charge, you could, by combination, charge whatever you please

Mr. . You can not do that. : -

Senator SumoNs, Can not a monopoly do that ¢ .
 Mr. Surre. The Government will not it anything of that kird.

Senator StmmoNs. There are monopolges, whether the Government
permits them or not. We know that. S

Mr. Surta. We are not one of those. -

. Senator Smymons. If the groduct you make, such as the air brake,
is a product that has got to be had and can not be dispensed with; it
will be sold. I can with coffee, but a railroad can net dis- -
fense with air brakes ause the law says they shall have them.

f you had & mono iy—-and it is supposed by a good many folks
that you have. ‘I do not say you have— -

Mr. Surre. I understand.

Senator SuMons. If you had a monopoly and the railroads are
compelled by law to use your air brakes, then, under the rule that you
have laid down, that the prices are fixed by what the traffic will bear,
taxation of this kind would not trouble you at all one way or the
other, except the little trouble and annoyance of making calculations
and pagring some money out.

Mr. Surra. If there were such conditions, yes.

Senator SmooT. This has nothing to do with the sales tax.

; Senator StMmons. I think it has a great deal to do with the sales
ax.

Mr. Ssur. No; nothing at all.

. Senator CaLbER. In your study of the situation have you con-
sidered the wisdom of raising the exemption on the income tax{ In
other words, where & sales tax is levied ought we not to increase the
exemption over the present exemption of $1,000 up to five or six
thousand dollars?

Mr.'SurTH. On personal income taxes?

Senator CaLpER. Yes.

Mr. Surra. By all means.
h:enator CarpEr. It ought to be raised four or five thousand dol-

?

Mr. Ssara. Well, this is not a matter before the committee, but I
think your exemption for children should be higher than it is. Of
course, it has nooginghto do with the sales tax.

The CrAIRMAN. It has nothing to do with the sales tax.

. Senator SiiiMons. Mr. Chairman, I want to say that an inquiry by
a member of this committee for the purpose of eliciting whether under
‘t’h_is sales tax the people v:ﬂl have w})ear a greater burtgceltg th]:l they
0 now is a very pertinent in . I am more interested in knowing

with reference to the sales mhether it is going to increase the

: burden of the consumers of this country or not; and as you propose

to substitute it for an excess-profits tax and a surtax, any inquiries

with reference to e‘el:mess-. profits taxe: &’n;lh surtaxes, so far as m:;o

sumer is concerned, is very en e in in my ju .

Senator Smoor. If the mr confines i as t{ how it is
going to be more burdensome, that is all right.
~ Senator Simmons. That is what I was endeavoring to do.

Senator Smoor. This witness has not said one thing about that.

" ‘The CHAIRMAN. The committee is much obliged to you, Mr. Smith.
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STATEMENT OF LEBBEUS R. WILFLEY, REPRESENTING THE TAX
LEAGUE OF AMERICA.

Tl;fl fmmmu. Judge, will you state your full name for the
reco : _

Mr. WiLrLEY. Lebbeus R. Wilfley.

The CrA1rRMAN. Whom do you represent in this connection, Judge ?

Mr. WiLFLEY. I represent the Tax League of America.

The CHAIRMAN. Where is that association located ?

Mr. WiLrLEY. Its offices are at present in New York City.
d Thgt?mnmn. Its membership embraces the whole country,

oes i

Mr. WiLrLEY. It embraces about 13 States. ,

The CrAirMAN. How many members have you? .
. Mr. WirrLeY. I do not knnw the exact number. It has not been
in existence very long. ‘

The . How long has it been in existence

Mr. WiLFLEY. About two months.

The Cuairman. Have they ever held a meeting ?

Mr. WiLrLEY. Oh, yes; the advisory board meets. ,

The Cuamruan. Has the whole association been represented in a
convention or anything of that kind ?

Mr. WiLrLEY. No, sir; not the whole association.

The CrarMAN. You reside in New York?

Mr. WirrLEY. I reside in Greenwich, Conn., and practice law in
New York. .

. The CuarrMAN. You were formerly attorney general of the Philip-
pine Islands? ) '

Mr. WiLFLEY. Yes, sir.

The CHATRMAN, When ?

Mr. WiLrLEY. From 1901 to 1905. '

The CuarMAN. You were aggointed by the governor, were you %

Mr. WiLrLEY. Yes, sir; by Gov. Taft.

The CrarrmaN. Will you state briefly to the committee your views
on the :xles tax !

Senator JoNES. Just a moment, Mr. Chairman, if you please.
Who compose this league that you represent ? .

Mr. WiLrpLEY. It is made up of business men from various parts
of the country. It represents no special group and no special interest.

Senator JoNEs. How were they brought together in a league?

Mr. WiLrLEY. They were brought together as most organizations
of that kind are formed, by a few men who believe strongly in the
sales-tax principle, and they invited various men throughout the
coantry to participate in the organization. :

The CualrMAN. Do they pay dues?

Mr. WiLrLey. Well, I believe there are no dues. From $2 to $5,
I believe, are the amounts fixed. The organization is just getting
under way. I was called into it. . :
- Senator JoNes. Who commenced to get it under way? .
PMr. WiLrLEY. I did not organize it. 1 was invited into it. Maj.
Opdycke here was one of the movers, and there are three or four
ot%er men—Mr, Hazen J. Burton and Mr. Charles T. Moffatt, of
: M'mneag}olis, are also very active in it, and we have one or two mem-
bers in Philadelphia.

53408—21——8
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The CHARMAN. Who have you-in Philadelphia ¢

Mr. WiLrLEY. G. Sea ilson is our treasurer.

Senator Jones. What is his business .

Mr. WiLrLEY. I think he is in the real estate business. I think he
owns buildings. So it is just a group of men gotten together rather
hastily. The organization is hardly perfected yet.

Senator JoNES. You reside in New York ? .

Mr. WiLrLEY. Yes, sir; I was called into it because the originators
of it knew that I was in the Philippines for some time.

Senator Stumons. In what way do you know that you represent
any interest except the interest of those people who have been taken -
iuto your organization ¢

Mr. WiLrLEY. Let me get the point of your question.

Senator StMmoNs. You have mentioned a number of gentlemen
who belong to your organization and who hold offices in it.

Mr. WiLrLeY. Yes, .

Senator SmoNs. In what way have you sounded out the general
business so as to ascertain that you really have a right to speak for
any pprs;gns ;)r interests except those that you have taken into the
o ation -

. WiLrLEY. You are quite right, Senator——

Senator SiMMoNS. There are so many of these paper associations
that are formed and who come up here and say they represent a great
minss of people. Sometimes they represent nobody except them-
selves.

The CuHAIRMAN. They become infant industries.

Mr. WiLrLEY. Senator, nothing could be more unpretentious than
our organization. We are poor, we are weak, we are feeble. We
have nothing behind us but a conviction that this is a sound principle
of taxation and that it would be to the welfare and benefit of our
Nation if it were incorporated into our fiscal system.

. The CHAIRMAN. Judge, when you were attorney general of the Phil-
1pg§‘n;es was this sales tax in force? .
. WILFLEY. It was put in force while I was there, Mr. Chairman.

The CHAIRMAN. At what period of your official tenure? ‘

Mr. WiLrLEY. It was put in force toward the close.

The CaatrMAN. How soon toward the close?

Mr. WiLrLEY. About 1904 to 1905. I left the Philippines in 1906.

The CraiRMAN. Then you had about a year’s experience ?

Mr. WiLrLeY. Yes; I did.
~ The CaaIRMAN. The first year?

. Mr. WiLrLeY. Yes, sir. 1 was there when the tax was put on, and
it was put on with great difficulty. There was a great protest against
it by the business men and the citizens of the Philippine Islands, and
all of the arguments which we hear in this country at this time. were
advanced there by the opponents of the measure, and all of the dire
predictions of the results of such a fnove were put forth at that time.

As I say, the commission put it in force with very great difficulty
but in a very short time the opposition to the measure died out, end
for 16 years the tax has been paid practically without a murmur.

The tax was originally one-thxrs‘ of 1 per cent. It has been in-
creased to 1 per cent, and the authorities are now seriously contem-
platm% raising it to 2 per cent. It has produced the most important
item of revenue during these years and it is believed by those on the
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%'ound to have contributed very materially to the prosperity which
the islands have enjoyed in recent yeers.

Mr. Hord, who wrote the law and who administered it six years
as collector of internal revenue, is present and he will testify before
you in a little while and will throw a great deal more light upon the’
subject than I can. I am familiar, however, to that extent, with the
operation of it in the Philippine Islands.

I lived for a number of years in Mexico under the administration of
Porfirio Diazand Limantour, his great finance minister. We took
the rales tax from Mexico, where it has been in existence for about 50
years. It has become a part of the fiscal system of that country,
and the people pay it without being conscious of it. It is the most
popular form of taxation they have; and during the administration
of President Diaz he and his great finance minister used it most
effectively in rehabilitating that country financially.

Senator JoNEs. Do you think we want to follow in the footsteps of
Mexico ¢

Mr. WiLrLEY. I think we want to follow in the footsteps of an
country that has a meritorious principle of government of any kinc?:
I want to tell you that under the administration of Diaz and Liman-.
tour Mexico was a very well governed country and ?luite prosperous. -

Senator SimMyoNs. I understand you to say that the people paid it
without knowing anything about it ¢

The CHAIRMAN. It was a pleasure to pay it. )

Mr. WiLrLEY. It was much more of a pleasure to pay it in that
form than in any other. That is the point. :

Senator CALDER. On the same theory that the customs duties are
collected ?

Mr. XVILELEv. Yes, sir. The peo&l,e do not notice it. We all pay
it when we buy a suit of clothes. When you buy your tobacco you
ay a tax. .

P The CHAIRMAN, Do they wear many clothes in Mexico ?

Mr. WiLrLEY. We wear a good many clothes in this countr{.

The CHAIRMAN. You are asking us to follow the example of Mexico,
and I did not know whether the Government was maintained on the
sales of shoes and overcoats. .

Sepator SiMymoNns. Judge, do you not think that a tax that the
people pay without noticing it is generally a very dangerous tax, in
that the man who collects the tax may get a larger part for himself -
than he gets for the Government ? .

Mr. “gILFLEY. There is some danger in that. I mention these
examples in actual history because the practical operation of the
sales tax in those countries refutes many of the assertions made by
the opponents of the tax in this country upon which fallacious
arguments are based. The 8ales tax experience in the Philippines,
Mexico, and Canada is useful for that purpose at least.

The CHAIRMAN. Do they have a sales tax in Canada?

Mr. WiLFLEY. Thefy do.

The CualRMAN. Of the general scope that you.advocate here ?

Mr. WiLFLEY. Only on two turnovers. )

The CHAIRMAN. We have a sales tax on many articles.

- __Mr. WiLrLEY. Yes; but it is quite different from what we advocate.
We now have a sales tax in its most iniquitous and destructive form.
Afair and equitable form of sales tax is defensible on its merits. Ithas
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the sanction of experience. It has been successful in those countries
—backward countries, you may say, but nevertheless the Philippine
Islands have been pretty thoroughly Americanized in the last 20
flears, and they do business there very much as we do business here.

uman nature is just the same there as it is here, and economic laws
operate there just the same as they do here. We know from our own
experience that it works in the Philippine Islands very successfully.
I do not say this exami)le should be controlling, but I' do say that it
should have weight. It is quite germane to this issue, and should
have weight in determining what course our Government should
pursue at this time. . .

Senator SmumoNs. You mentioned the P}lihs)pine Islands and
Mexico. What other countries did you mention

.Mr. WiLrLEY. Canada. ;

Senator Simmons. What other countries ¢

Mr. WiLrLey. And France. .

Senator StMmoNs. Is the system in France the same as outlined
in this bill$ . L. .

Mr. WiLrLEY. It is quite extensive in France. It has been put on |
only recently and it has been put on under vory disadvantageous
circumstances, so I am told. I am not familiar with all of the details
of the operation in France. It is only an experiment yet; but the
Canadian experiment is quite satisfactory.

The CuarrMAN. How long has that been in existence in Canada ?

Mr. WiLFLEY. About two years, is my recollection, Mr. Chairman.

Senator JoNEs. Is it your recollection that in Canada they have a
uniform tax on all goods ?

Mr. WiLrLEY. I understand that they do, but I am certain they
have it on all manufactured goods: The manufacturer pays an over-
turn tax of 1 per cent, and if the manufactvrer sells his product to the
retailer or consumer, he pays 2 per cent. )

Senator JONES. Does that tax there apply to all commodities?

Mr. WiLrLEY. Practically it applies to all commodities except
those specifically exempted.

Senator JoNESs, Or just to manufactured commodities—does it
apply to bread ¢ )

r. WiLrLey. I think it does. .

Senator JonEs. I think you are mistaken.

Mr. WiLrLEY. There are & good many exemptions. Just what the
exemptions age, probably Senator Smoot is in a better position to

-state than I am.

Sgnator SrumoNs. That is a manufacturers’ tax and not a turnover
tax

Senator Smoot. It is not & manufacturers’ tax.

. Senator SpMMoNs. I understood him td say that it only applied to
" manufacturers. . .

.Senator Ssoor. When the manufacturer sells goods to the retailer,
then he pays the 2 per cent tax; in other words, the Canadian tax
law is limited to 2 per cent.

The CaArrMAN. If there are a half dozen turnovers preceding the
coﬁgleted products, those turnovers are not taxed in Canada ¢

. WiLrLEY. That is my understanding, that they are not.

Senator StMMoNs. Then you are unintentionally, in my opinion,
making a misleading statement when you say that Canada has a
turnover tax such as you advocate here.
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Mr. WiLrLEY. In principle. It is limited in its scope; thet is all.

Senator SMMONS. It is a manufacturers tax, pure and simple.

Mr. WiLrLEY. My understanding is that it is & general turnover tax.

Senator McCuMmBER. What is the difference between tweedle dee
and tweedle dum? If it is turned once there is one sales tax; and if
it is turned twice there are two sales taxes. What is the differance?

Senator SMooT. We give you, Mr. Wilfley, $6,000 exemption here
to cover what Canada exempts.

Mr. WiLFLEY. Our exemption in the Philippines extended to all of
the farmers. We have considered exemptions, and our plan here
exempts a dealer whose turnover only amounts to $6,000 a year.
Our contention is—— )

Senator JONES (interposigﬁ). Now, Judfe, you say that our ex-
emptions here are to reach all those who do not sell in a year more
than $6,000. How will that operate as to the price which the pur-
chaser will pay for flour or cornmeal, coffee, or anything of that sort ¥
Will the consumer get it for less than the fellow who only turns over
$6,000 a year, or will the consuiner have to pay just the same whether
he sells $6,000 or $60,000 a year !

Mr. WiLFLEY. The price of all these things is fixed, of course, b
competition, and it is impossible to know in advance just who wi
enjoy the exemption and who will not.

nator JoNEs. This exemﬁtion of $6,000 a year you think will
not relieve the consumer at all, do you not ¢

Mr. WiLrLEY. I do not. The great body and the great bulk of
the commodities are sold by the lalfe dealers, and that-exemption is
made very lar%zly because it would be more difficult of collection.
It is just an arbitrary matter. )

Senator JoNes. That exemption is put in there for the purpose of
saving some administration expense and to benefit entirely the small
dealer, the man who sells a small quantity, but it is not put in here
for the benefit of the consumer.

. Lé(r WiLrFLEY. It is included, and it is a matter largely of adminis-
ration.

To come to the main proposition, our proposition is this: I agree
that the excess-profits tax law must go, and practically all agree
:hat the high surtax must go. So the Issue is narrowed down to the

ax———-——.

Senator JONEs (interposing). Let me ask, why do you think the
high surtaxes ought to go?

r. WiLFLEY. I will give you my reasons: They have been raised
so high that, in my judgment, they are quite as destructive to the
business interests and the general welfare of the country as the high
surtaxes,

Senator CALDER. As the excess-profits tax ¢

Mr. WiLFLEY. As the excess-profits tax, yes; and the reason is this:
That men of means who go into business and enjoy a profit from their
investment are absolutely stripped of the profits, practically stripped—
it runs up to about 70 per cent—with the result that it destroys
initiative; it drains off the profits of the industry to budget channels
and has the effect of cr(iipplmg and destroying enterprise.

Senator CALDER. And the men with large incomes draw the money
out of active business wherever they can and put it into tax-exempt
securities

Mr. WiLFLEY. Yes.
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. Sena‘or CALDER. And this is a tax on the worker and the doer?
Mr. WrLrLEY. Yes.

. Senator CALDER. The high taxes operate both ways, do they not?
Mr. WiLrLeY. Exactly. '
Senator SiMMoNs. Judge, did I understand you to mean that you

based your advocacy of the sales tax upon the ground that it is to be

adopted as a substitute for the excess-profits tax and the high
surtaxes ?

Mr. WiLFLEY. This is the general proposition——

Senator SiMMONS (interposing). Well, do you?

Mr. WiLrLEY. Yes; I will state it a little bit broader than that,

Senator SiMmons. If we should say, “ We will not reduce these
excess-profits taxes and surtaxes; we will retain the excess-profits
taxes,”’ you would not support a sales tax in that regard ?

.. Mr. WiLrLEy. I think you would have to have it anyway, because

if you have those on you would not raise much revenue.

Senator SiMMONS. You are not sup;wrting the sales tax outright,
but you are putting it as a substitute :

L{ir. WiLFLEY. I am supporting the sales tax as a substitute of the
profits tax. *

Senator StMMoNs. And you would not support it unless that
system is abolished ¢ »

_Mr. WiLrLEY. I believe, Senator, that it would be well under any
circumstances to adopt the sales tux. I think it is the key to the
_ solution of our great tax problem, which is the Nation’s greatest prob-
i;}m, and will be the great problem before the Nation for a number

eam. :
nator S1MMONS. But you are now supﬁort,ing it only upon the
theory that the profits"tax system is abolished ? :

Mr. WiLFLEY. | am sugporting it upon the grounds that | state;
I am supporting it and I have tried to state the real issue.

Secretary Mellon has laid down the policy of the administration
with reference to our tax laws. He has eliminated the excess %roﬁts;
he has recommended a reduction of the high surtaxes, but he has
substituted a high flat rate upon profits of corporations, and he
advocates the retention of these high taxes on so-called semiluxuries,
which we are opposed to. We think they are inequitable, unjust,
and uncollectible, and very annoying and irritating to the public;
they are unsatisfactory in every particular. It is a sales tax in
its worst form,

Senator SzmmoNs. You refer to ‘“ semiluxuries.,”” What about the
real luxuries ?

Mr. WiLrLEY. It is very difficult to say what are iuxuries these
days. What was a luxury 10 years ago is a necessity to-day, and I
. think it is impossible to draw a line between what is a luxury and
" what is a necessity in these times. . : )

. Senator SMMoONs. Then, you think there should be no discrimina-
tion whatever ¢

Mr. WiLFLEY. I do. I would abolish every one of them and
substitute therefor a general sales tax that would apply to the sales
of all commodities.

Senator DILLINGHAM. As a member of the committee, I would like
to have you get onto the sales tax and tell us why.
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Mr. WiLrLEY. Let me tell you about the sales tax. We would
substitute the sales tax for Secretary Mellon’s high tax on corpora-
tions and for these high sales taxes on so-called luxuries.

Senator DiLLINgGEAM. What is your argument in favor of that?

Mr. WiLFLEY. Our argument is this, that any profits tax has the
tendency to be passed onto the consumer, augmented and pyramided,
with the result that the price of the commodity is raised to the con-
sumer, and the further effect that the constant rise of prices which
results from the enforcement of this system brings about an unstable
and dangerous condition in business, as we saw a year and a half
:ﬁo and as we are suffering from now. We are opposed to all of

ose profits taxes because they are passed on. ey give rise to

rofiteering; they give rise to {igh prices and throw actually the

urden of taxation upon the consumer in a heavier form than he
would have to pay under the direct sales tax. It is a species of
deception and fraud, because it pretends to throw the burden of
taxation ugon the corporation and uﬁon the wealthy classes when, as
a matter of fact, it does nothing of the sort; it passes them on to the
consumer augmented and in a heavier form.

Senator DiLLiNgHAM. And to what extent do you judge that it has
done that under the present law ¢ .

Mr. WirLey. The Department of Justice has estimated that it
does it to the extent of 23.2, ‘fer cent, and this attempt is corrob-
orated by the accountants and auditors of a 1 group of our big
retail establishments throughout the country. It is generally con-
. ceded and admitted that this tax pyramids and is augmented to the
extent of about 23.2 per cent.

That is our objection to the so-called profits system.

Senator DILLINGHAM. And that is to the ultimate consumer?

Mr. WiLrLEY. Yes, sir. It throws the burden' upon the ultimate
consumer, as nearly all of these systems of taxation do. The only-
difference is that we say at the outset to the consumer that he must
payit. We assume that he understandsit. The general public under-
stands now—is coming to understand—that the consumer pays the
tax, always did, and always will, and we are treating it accordingly.

Senator DiLLINGHAM. Now, that brings you down to this tax. Tell
us how that is going to operate. .

Mr. WiLrLeY. This tax will operate in this way: We advocate the
imposition of a small tax of 1 per cent on all turnovers of goods,
wares, and merchandise. We limit it to the general body—wares,
goods, and merchandise.

Senator SMooT. That can be a half per cent or 3 per cent sales tax
as in the Philippines? L

Mr. WiLrLEY. That is for you to determine with all of the facts
before you, how much you need. But we are talking to the principle.

Our contention is that it is paid by the consumer without his
noticing it; it is contained in the price just as the old tariff was con-
tained in the price, just as it was contained in the excise tobacco tax.
People pay hundreds of millions of taxes to the Government through
purchases of tobacco and never notice it and never pay any attention
to it. It is paid by the consumer; it is safe to say that it is inva-
riably paid by the consumer. I will touth upon that a little later.
But as a general proposition it is shifted—it can be shifted and natur-
ally is shifted and paid by the consumer. It is collected by the mer-
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chant, who is forced under this Smoot bill to keep books and at the
end of each quarter he has but to add up his total sales and send 1 per
cent to the nearest internal revenue collector.

Senator SmMoor. With a sworn statement ¢ :

Mr. WiLFLey. With a sworn statement. Another virtue of this
law is that it creates a substratum for our national revenues, toward
the creation of which the entire American people contribute. Our
burden of tax is and will be for three or four years so heavy, that, in
my judgment, it can noi be borne unless it is made to rest down
upon the shoulders of our whole people.

Mr. Mellon, for whom we entertain the very highest respect, has
shown in his report that his plan will not raise the necessary revenues
unless there are tremendous cuts all along the line. Mr. Mellon
dees not show how those cuts are to be made. - Mr. Mellon realizes,
probably better than any one in this country the very great problem
that confronts the Nation.

He knows that we have a floating debt of two and a half billion;
and probably there will be a deficit this year of one billion; that we
have a larﬁe amount of debts coming in from the war, amounting |
from one billion to a billion and a half dollars—still coming in; how
long they will continue to come we do not know and to what extent.
As a matter of fact, if we were in a position to do so, sound financing
would require a bond issue now of from four to six billion dollars to
take up our present debts, and not including our former bond
issues, Mr. Mellon knows all of this. He also knows another thing,
that the situation in the field of our foreign relations is such that we
all;e {n r(llo position to reduce our armament, either on the sea or on
the land.

These two items, tégﬁther with our interest, amounts to about
two billions annually. How can they be cut at this time? It will
be very difficult. '

Our contention is that the plan proposed by Mr. Mellon, in the
first place, is unsound, because of mere revamping and patching u
the tax law that has wrought such havoc upon our industries; second,
because even then it will not produce the needed revenues. How
are you goiilf to get $500,000,000 from corporations if hard times
continue ow can tlge[)r pay it? They can not pay it—and when
they can pay it they will pass it on; it will be pyramided and paid
by the ultimate consumer, and operate in the same manner as the
excess profits fax did.

Senator DiLLINGHAM. As compared with the 23.2 per cent which

ou say is paid by the public now and is passed on, what is going to
e the operation of this law? Have you made any estimate on that ?

Mr. WiLFLEY. Personally, I have deferred to others who are in a
. better position to know. The estimates vary quite considerably, as
" you know. So must the estimates of any system of taxation vary.

Senator DiLLiNgHAM. What are the estimates ?

Mr. WiLFLEY. Senator Smoot, I believe, estimates it at about a
billion and a half, and a great many of the experts who have studied
it estimate a billion to two billions. Probably that is conservative.
. This must be said about it, according to our theory: If you should
im this tax and take tHe burden off the income from industry,
and let it go into new enterprise and expansion of the plant, you
will have a return of prosperity, and with the return of prosperity
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this tax will yield a big income and it will be constantly increasing:
as the country deve!ogs.

Our contention is that this country can not raise the four billions-
to five billions: annually unless we have a broad and permanent-
prosperity. It can not be done. Any system of taxation calculated-
to raise that sum will become a drag upon the economic life of the:
Nation and in the end bring disaster, unless we have prosperity on-
a broad and permanent scale. That i1s the basis of our argument.

Senator SMooT. I think the Senator wanted to know what was:
the amount of tax under this bill in its most exaggerated form as-
compared with the 23 per cent tax that has been passed on to the:
ultimate consumer—the excess-profits tax.

Mr. WicrLey. The 23.2 per cent has been passed on ¢

Senator Smoot. As compared with the 23 per cent.

_Mr. WiLrLEY. Senator Simmons has touched on that and I see’
his arguments on that point. If you will make the mathematical
calculation you will see it pyramids to about 2} to 3} per cent,
and that is not denied. But there is a feeling among the opponents
of this plan that it will roll up like a snowball and act just like
excess-profits tax, and the merchants will roll it up. I contend it
will not do that, and I will tell you why: In the first place, it is
small, and, in the second place, it is fixed; in the third place, it is
paid i)y all merchants and consumers alike.

Inducements under the excess-profits tax law for the merchant
to pyramid were very great, and the opportunity was great. Why{
Because the amount was unknown and uncertain and could not
be determined. He had a good leverage on the public for doing it,
but now the public will know that this tax is small, that it is fixed,
and they will not tolerate it being pyramided.

Furthermore, the merchant has learned something by experience.
The merchant has learned that abnormally high taxes are destruc-
tive to his business, and he does not want them. There is much
to be lost by it; there is nothing to be gained. Each fellow is on
the same basis identically, and if he pyramids it too much he will
lose his trade; he will not be able to hold it.

Now, as a matter of fact, it does not pyramid in the countries:
where, it operates; that is the real answer to it.

Senator JoNEs. Let me ask you, Mr. Wilfley, if & man paying an
excess-profits tax is so anxious to pass that on to the consumer
that he increases the amount which he will charge to the consumer
so as to make himself safe on his excess-profits tax, do you not think
it is reasonable to assume, and that the inducement would be greater,
for a man to make himself safe when he knows that he has got to’
pay the tax whether he makes any profit or not, one being only
payable out of profits, the other whether he makes any profit on
1t at all or not ? )

Mr. WiLrLEY. That is quite true; but at the same. time I do not
believe it will work in the way the Senator indicates. Ihave stated
why I do not believe it will be pyramided in normal times. There
has been discussion this morning upon the operation of this tax when
prices are falling. Of course, he loses the tax; the merchant has to
‘gay the tax and lose it in a falling market, as b2 does his rent and

is labor charge and all of his overhead.
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- Senator Suoor. All of his taxes upon goods which he sells?

Mr. WiLrLEY. All of them. They all have to do it when the prices
slump and go down. It is not a matter of taxes; it is a_matter of
taking care of himself, But in normal times it is passed on; it is
paid by the consumer without objection, and it is not pyramided,
and it raises revenue in large quantities; and it produces a good
psychological effect in the country, because the whole people realize
that each and all are paying it according to his willingness and
ability to pay, and there is no escppinﬁ:. i .

Senator JoNES. Another question, Mr. Wilfley: If that is going
to be such a small item, do you not think that there would be a
greater V(';pport;unit, to pyramid it ?

Mr. WiLrLEY, 1 have given my reasons why I do not think it
would be pyramided, because the public would not tolerate it. The
public would know about this; they know it does not amount to
much at best.

Senator JoNEs. The public does not know the cost of commodities.

Mr. WiLrLEY. I know that; but they do know this: They know
there is no real excuse for running up prices on this account, and they
will not tolerate it. Furthermore, it is not to the merchant’s interest
to do it; he has had an experience with abnormally high prices. Did
not this gentleman testify that when prices go up it is undesirable
It makes for instability and danger. o

Senator JoNEs. Does not that instability exist in the excess-profits
tax just the same as it would with the other tax ? .

. Mr. WiLrLey. The excess-profits tax, to my thinking, is prac-
tically eliminated. If this present system of taxation continues, I do
not think there will be much revenues from the profits tax and not
much from high surtaxes. ,

Senator JONES. Then, if they are a burden on business——

Mr. WiLFLEY (interposing). 1 am not saying that it is a burden upon
business; [ am contending it is a burden on the consumer. This 1s a
consumers’ tax and a sales tax in a double sense in that it is paid by
the consumer and not that it benefiis the consumer. It deals hon-
estly with the consumer; it does not ﬁresume upon his intelligence.

Our contention is that this plan will tap the only untapped reser-
voir of revenue large enough to meet the abnormally large demands
of the budget without destroying prospen:l{, and prosperity we must
have if we are to sustain this burden at all.

Senator McCt MBER. I understand, Mr. Wilfley, that you have a
-brief prepared’by the Tax League of America that you would like to
submit to the committee.
© Mr. WiLFLEY. Yes, sir; Mr. Chairman, I have the brief here.

Senator McCuMBER. It may be inserted in the record at this point.

: BRIEF OF LEBBEUS R. WILFLEY, ENTITLED “AN ADDRESS TO THE CONGRESS BY
THE TAX LEAGUE OF AMERICA.” :

Taxation is the great question now hefore the Nation. In the humble opinion of
the Tax League of America. the importance and magnitude of it are underrated even
by our wicest men. The Nation is in an economic crisis. The Great War all but
wrecked the entire economic system of the world. It forced the nations to issue
volumes of credits huge beyond all precedent. and at the same time forced them to
resort to unscientific and ruinous systems of taxation to meet the emergency it created,
with the result that the equilibrium of the economic system of the world has heen
unsettled to its foundations, S .

The situation confronting the Nation is wholly new.



SALES TAX—PROPONENTS, 76

Our present systems of taxatiou. hased in the main upon the principle of raising
revenues from the dproﬁts of industry, has collapeed.

Our national budget for years to come will he large beyond all past experience in
peace times. . .

We are in the midst of hard times, brought about in a large measure hy our present
destructive system of taxation. :

On account of changed world conditions. the tariff can no longer be relied upon asa
dependable source of revenue.

hese facts give rise to a problem the rolution of which calls for the exercise of

constructive statesmanship of -the highest order. To use the language Abraham
Lincoln uttered in one of the criscs of our histor{: “The occasion is piled high with
difficulty. and we must rise with the occasion. As our case is new. so must we think
anew and act anew."”

THE ISSUE NTATED.

It will not be disputed that the chief objective of the Nation at the present time
is the adoption of a plan of taxation that will raise sufficient revenue to meet the
expenses of the Government without rendering the return of general grosperity
impossible. Ohviously. unless the country is placed upon the road to a broad and
permanent prosperity. the raising oi the large amount of revenue necesary to muet
the expeuses of the (iovernment will be an impossibitity. With a solid and perma-
nent prosperity the Government will he able to meet its expenses, gradually liquidate
its public debt and aid in the restoration of the economic equilibrium of the world.
Without such prosperity any system of taxation, calculated to yield the neeled
revenue will hecome a drag upon the economic life of the Nation and in the end
bring disaster.

Un the subject of the methods to he adopterd to accomplish the end in view. our

economists and statesmen ace divided into two schools, One group supports the
system of taxation hased in the main ugon the principle of raisin,si' taxes from the
profits of industry, supplemented by a high retail sales tax on a large number of
so-called luxuries. and a high tax on trunsportation and admissions, and consequently
advocate as a solution of our present problem the modifying. revamping and patching
up of our present tax laws. The other group advocates the suhstitution for the so-
called profits system of an entirely new plan (new for this country) based upon the
policy of raising the revenue by a tax imposed upon the general business of the country,
and. consequently, supports the plan which calls for the imposition of a small gross
gales or turnover tax on the sales of all goods wares, and merchandise, supplemented
by a judicious income tax. Iloth groups udvocate the abolition of the present excess
profits tax law and the reduction of the present abnormally high eurtaxes, and hoth
include in their plans imposts, excises, inheritance taxes, and an incoine tax. Broadly
speaking, the foreguing statement contains the essential features of the two most
prominent plans now engaging the attention of Congress and the public:
. In the last analysis the issue between the above-mentioned schools is ae to whether
it is better and wiser for the Government to create & substratum of our national rev-
enues by taxes raised from the profits of industry, or by a general sales tax, imposed
upon turnovers of all goods, wares, and merchandise.

THE PROFITS SYSTEM OPPOSED.

The Tax League of America’s position on this issue is as follows::

We op¥ose the so-called profita system for the reason, first: That it is based upon a
species of deception; second, it, in the end, imposes an unduly heavy burden upon

e consuming masses, and, third, it brings about a fictitious and unstable business
gituation which renders permanent prosperity impossible.

We contend that the system is tainted with deception in this, that whilst it pretends
to relieve the consuming masses of the burden of taxation by throwing it upon the
shoulders of the corporations and the wealthy classes, it in reality does nothing of the
sort, but, as & matter of fact, produces just the opposite result. It does not place
the burden on the corporations, but it does impose unduly heavy tax burdens upon the
consumer. Everyone knows that the great bulk of profits taxes paid originally by the
corporations, partnerships, and sole owners, is passed on and ultimately paid by the
consumer, augmented and pyramided. This fact is not only familiar to students of
taxation but is coming to be understood by the general public. Experience shows
that the profits tax system operates to create an army of profiteers who almost invari-
ably pass the tax on with ‘“‘a margin for safety,’’ with the result that prices are sent up
in an ascending spiral until they actually threaten disaster, The Department of
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* Juatice estimates that the pyramided profits taxes under our present system have addAecf

23.2 per cent to the price of commodities which the consumer is now .
agree that our present profits system has contributed powerfully to the bringing about
our present business depression, and it is universally felt that the dead hand of this:
system is still on the prostrate form of industry, which will not be quickened into-
life until it is lifted,

_Dr. Charles J. Bullock, professor of economics at Harvard University, in a recent
discussion of our present system of taxation, used the following language:

““The policy of taxation followed by our Government during the war was such that.
if the war had not ended when it did the country would have been broken wide open.
It is a destructive, ruinous, and wicked policy that would have killed the Government
and financial structure of this country within another year. Take the case of the:
many industrial houses that to-day are either bankru%t entirely or in the hands of -
their banks, It was a _case of the survival of the least fit.

“Taxation such as that under which we are at present suffering can never be en--
forced as written. It createsa nation of liars. The effecton the taxpayer is alarmin
in the extreme, The present tax would almost wholly become a tax on honesty if’
it is allowed to continus.

‘I have never heard any logical objection to a sales tax, and I ofier it as the sane-
and logical solution of this country’s greatest problem, ”

SECRETARY MELLON’S RECOMMENDATIONS ANALYZED,

Notwithstanding the high opinion which the Tax League of America entertains: .
of the abilities of Hon, Andrew W. Mellon, Secretary of the Treasury, it finds it is-
impossible for it to give adhesion to the plan he has just submitted to Congress as the-
basis for the new revenue laws, for the following reasons:

First. Because we believe it to be unsound in principle, being but a revamping-
and patching up of our present system which has wrought such havoc upon the busi--
ness interests of the country. .

Second. Because we do not believe it will yield the necessary revenues to meet.
the demands of the budget, and,

Third, Because it fails to provide a sinking fund for the slow but gradual retirement.
of our ﬂnblic debt. . . o

We have the very strong conviction that any plan which is meroly the patching
up and revamping of our present destructive system will wholly fail to meet the-
demands of the situation, . . . .

A perusal of the Secretary’s recommendations creates the distinct impression that
he has included a number of items which are very objertionable to himself, and that.
a grave doubt .exists in his own mind that his plan will yield sufficient revenue to
meet the requirements of the Government. He makes it clear that this can not be:
done unle=s radi~al cuts are made in appropriations and estimates all along the line.
Nor does he point out exactly how this is to he done. Manifestly our intere:t charges,
which will amount to more than $1,000,000,000, can not be reduced. Nor is it rea<on-
able to suppose, in view of the situation in the field of our foreign relations, that our
Navy and Army appropriations can he materially reduced at this time. The.e two
items alone aggregate about $2,000,000,000. . .

We all know that the wreckage from the war is still coming in, and will have to be-
met. How long and to what extent this will continue no one can tell. It is difticult.
to under-tand how it rea<onably can be expected that our corporations and husinesy
institutions will’yield the amount estimated, in view of the business condition of
the countrv. Manife:tly the corporations can not pay the large profits tax contem-
plated by the Secretary’s plan unless the country enjoys an era of prosperity. Should
the present husine:s depre<sion continue, it is obvious that revenues from this source
are bound to Le disappointing. Moreover, it ia believed that whatever measure of
prosperity may ensue as a result of the adoption of the Fecretary’s plan will be of an

.- artificial character and short-lived for the reason that the proposed corporation tax isi

in all essential respects, similar to the excess-profits tax, and that its operation wil
produce the same eife ts upon the countrv as did that system.

Most naturally the Secretary deplores the necessity for continuing the present tax
on transportation which he estimates will yield about $330,000,000. It requires no
argument to show that this would produce a most unfortunate situation, in viaw of the
critical condition of our systems of transportation and the absolute necessity for their
rehabilitation in the immediate future, "The taxes he recommends on semiluxuries,
generally referred to as “‘nuisance tax,’’ are also objectionable in that they are unfair,
inequitable, difficult of collection, and harassing to the public. Furthermore, it is
difficult, if not impossible, to determine what constitutes a luxury. Things that
were luxuries 10 years ago are necessities to-day, and it is practically impossible to-
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draw the line between the essential and nonessential branches of industry. The
admissions tax is also to the public and should be abandoned.,

That a sinking fund should be provided for the retirement of our public debt is too
obvious to require the support of argument. The country assumed and had a right to
-assume that a provision of this kind would be made at this time and naturaily con-
<demns any plan which fails to do so as inadequate and unsound.

Therefor the fair and inevitable conclusion to be drawn from the foregoing analysis
«of the Secretary’s proposed plan is that it furnishes no hope for the return of permanent
prosperity in the near future; that it creates a grave doubt that it will produce the
necessary revenue to meet the demands of the situation; and that it fails wholly to
provide for the sinking fund for the retirement of our public debt.

THE SALES-TAX PLAN ADVOCATED,

Rejecting Secretary Mellon’s recommendations as unsound and inadequate, the
‘Tax ue of America begs to offer as the best solution to the Nation's tax problem
‘the adoption of the so-called sales-tax plan, as contained in the bill introduced into
‘the Senate on April 12, 1921, by Senator Reed Smoot (see Appendix ““A’’).

We believe this plan to besound in principle and workable in practice. Itis charac-

terized by simplicity, equity, capacity to produce the needed revenue, economy of
-administration, and the very essential quality of honesty. It practices no deception.
It does not pander to the prejudices of the poor by pretending to throw the burden of
taxation upon the shoulders of the corporatiors. It frankly informs the public at the
outset just where it stands. Nor does it presume upon its intelligence. It assumes
that it 16 now generally realized that.in the last analysis, the consumer does now, has
-always, and always will pay the great bulk of the taxes,

In a double sense the sales tax is & consumer’s tax—first, because it is paid by the
consumer, and, second, because it benefits the consumer. Under the present profits
system the consumer pays about 23 per cent in taxes on all goods purchased whilst,
under the plan we propose, he will pay about 3 per cent in taxes on all purchases, as
we shall subsequently show. Prior to 1914 95 per cent of our national revenues were

raised by a consumption tax. The great bulk of our revenues since the close of the
* Civil War and prior to the World War was raised b{ mesns of the tariff which was
nothing more nor lees than a consumer’s tax. Itis believed that the adoption of such a
system would have a moset wholesome psychological effect in this: That the entire
‘bedy of the people would come to realize that the tax is paid by each and all in accord-
-ance with his willingness and ability to pay and that it can not be escaped. This very
:salutory effect has actually been produced in the countries where this system has been
:a long time in operation with the result that the tax is paid without a murmur from the'
consumer. Itisalso believed that this plan would produce a further wholesome result
in that it would require the entire body of the people to pariticipate in the support of
the Government. Under it each American citizen would be interested in the admin-
istration of the Government because he would realize that he contributes directly to
‘the support of it. He would be interested in checking its extravagances and in the
-event too much revenues were produced he would take steps to have the tax redur.d.
This plan would deal a severe blow to claee legislation and to the socialistic tendenc:ien
which such legislation encourages.

WHAT THE SALES TAX 18 AND HOW IT WILL WORK.

At this juncture, permit us succinctly and briefly to state just what tho sales tax i-
and how it will work in practice:

Broadly speaking, the sales tax is a tax on the sales of all goods, wares, and mervhan
-dise, and accruesat the moment of the transfer of property from the sellor to the huyer.
It is collected and remitted to the Government by the merchant, but is actually paid
in all instances b{ the purchaser, who does so unconsciously. No receipts or stamps
are used, I.ike the tanff, it is included in the price of the goods and the consumer
pays it without noticing it. One of the chief virtues of this tax is that it will provide
u substratum for our national revenues, toward the creation of which every American
citizen will contribute. To the thrifty moderate consumer the tax will he light, but
to the rich and extravagant it will be heavy. It will be easily, completely, and
economically collected. All merchants and corporations engaged in business will he
required to keep books and at the end of each month or quarter they will be in a posi-
tion readily to determine exactly the amount due the Government. Another virtue
of this plan is that it will produce adequate revenues for all purposes, which will be
forthcoming in a constant, steady flow, irrespective of good times or bad. Under the
profits system a severe depression in business would practically wipe out the revenue
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whilst under the sales tax plan it would only curtail it. The Treasurv Department
under the presant svstem is now several years behind with its work., Treasury experts
estimate that back taxes are now due the Government to the extent of many hundreds
of millions, most of which probably will never he collected. This could not harpew
under & sales tax law, for the reason that sll returns would be made monthly or
quarterly. Tt is proposed that the tax be not in excess of | per cent on all turnovers,
and it is estimated that such a tax will yield from one to two billions annually. When
supplomented by a judicious income tax, this plan would be equitable in its operation.
Therefore, we contend that the sales tax plan vfers the following concrete advantages:

Mfi It will unquestionably produce all the revenue needed without destroyving

rosperity.

P Second. It will reduce the high cost of living without reducing the profits of the

ucer.
Third. 1t will be completely, promptiv, and economically collected and furnish a
flow of revenue that will be constant and dependable.
Fourth. 1t will be paid by the whole hody of the people, each paying in proportion
to the amount of s he consumes, .
‘Fifth. When supplemented by a judicious income tax, such as we propose, it will:
rest down equitable upon the shoulders of all.

THE SALES TAX A MARKED SUCCESS IN THE PHILIPPINES,

The foregoing facts are asserted with confidence because of our knowledge of the
practical :geration of the sales tax in one of our dependencies, namely, the Philip- -
ine Islands., A sales tax was proposed for the islands in 1905 and strongly resisted
y @ large element of the Philippine people at the time, and the arguments advanced
against it were identical with the arguments we are now confronted with here. It
was with great diﬂicult%') that the government succeeded in_placing a sales tax law
on the statute books. Our experience in the Philippines. however, has set at rest
all the numerous objections which were advanced against it. The law ha; been in
existence for 18 years, and has been successful in all respects. It is now collected -
practically without a murmur from the taxfnyer. The tax origmall{ was one-third
of 1 per cent. It since has been raised to 1 per cent. and we are intormed the gov-
ernment of the islands is contemplatinilraising it to 2 per cent. The law was written
by John S. Hord, and admivistered by him aa collector of internal revenue for & period

of six years. Hesays: : B .
.““The law is being successfully administered in the Philippine Islands, and is the
biggest revenue-producmﬁ.ltem: . The whole tax burden is distributed among all
and to each according to his ability and willingness to pay. It is not a tax against
the living wage, and can be defended on the Fround of social justice. The tax rate
is small. and can be shifted and is not heavily accumulative. It is easily assessed
and fully collected at a reasonable expense and without harassing the taxpayers.”

Some time ago Secretary Houston made official inquiry of the Philippine govern-
ment as to the success of the sales tax in the islands and his reply was that ‘“‘the
sales tax is the most satisfactory, accurate, economical, productive, and equitable
tax in our system.”” (See records of the Treasury Department.) b

The following is the testimony of Senor Isauro Gabaldon, the present duly accredited -
commissioner from the Philippine Islands to the Washington Governinent:

‘‘In answer to vour inquiry, I take pleasure in stating that the sales tax imposed
in 1905 in the Philippine Islands continues to this date to produce substantial revenue.
* Since the initial opposition to this tax, which lasted only a few months, I have heard

no further q[:})os.iuon to the payment of the sales tax, and therefore believe it is being
collected with little if any opposition on the part of the taxpayers.”

There can be no doubt about the fact that the sales tax in the Philippine Islande
has been and is a marked success. The opponents of this plan brush aside our expe-
rience in the Philippines with a wave of the hand on the ground that that y.rchtg‘elago
is a small country compared with our own and that conditions there are quite different
from what they are here. We submit that it is not quite fair thus summarily to dis-
pose of our Philippine experience. As a matter of fact, commercial conditions in
the Philippines have been very largely Americanized. Business is done there very
much a8 1t is done here. True, everything is on a 8maller scale there than here, but,
nevertheless, we there have classes and conditions quite similar to those we have here.
Human nature and economic laws are the same there as here. We submit, therefore,
that our Philippine experiment, with which we are all so familiar, and which has
turned out so successfully, is quite germane to the issue and is entitled to great weight
in our present deliberations. ‘
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MEXICO'S EXPERIENCE WITH THE SALES TAX.

The Philippine tax law was taken from Mexico, where it has been in operation for
half a century and was utilized very effectively by President Porfirio Diaz and his
celebrated minister of finance, Jose Yives Limantour. in the financial rehabilitation
of that country. In order that yon may have an authoritative statement in regard to
the operation of the sales-tax law in Mexico, we submit a letter on the aubject which
has just been received from Senor Pascual Luna y Parra. who for many years was
officially connected with the department of finance in Mexico under Diaz and Liman-
tour and during other administrations, and which read as follows:

To the Tax League of America.

GENTLEMEN: In response to your mﬁest for information on the subject of the opera-
tion of the sales-tax law in Mexico, I take pleasure in saying that a general sales-tax
law imposing  small tax onsales of goods, wares, and merchandise has been in existence,
continuously since February 14. 1856, quder'the administration of President Comon-
fort, and has continued under the administration of President Benito Juarez, Sebastian
Lerdo de Tejada. Porfirio Diaz, and subsequent administrations, and has uniformly
Felded satisfactory results. The amount of the tax at |‘n'esent is one-half of 1 per cent.

his tax has been in existence 8o long and the people have become so thoroughly
accustomed to it that it is collected without friction or difficulty of any kind and on
account of the amount being so small the consumer pays it unconsciously. It is
economically collected and uniformly produces a very important item of the revenue.
My recollection is that the revenue from this source amounts to about 10 per cent of
the total income of Mexico, not taking into account the export tax on petroleum,
which has reached an exceptional amount in late years, due to unusual production.
It must be oheerved that this sales tax could produce more, and assuredly would, if
it were rgnemble to collect it from the Indians, who form at the present time about
two-thirds of the population of Mexico: the majority of these escape payment of the
tax through lack of education or through insufficient means of communication.

I was for many years connected with the treasury department of Mexico in several
official capacities under the administration of President Diaz, when Mr. Jose Yyes
Limantour was secretary of the treasury, and in subsequent administrations, and,
consequently, I am famliar with the revenue laws of Mexico. .

tI ahagnll)e pleased to furnish you with whatever information I can on the subject
at any time,
Very sincerely, yours,

NEw York, April 15, 1921,

Actual ex?erience over a long period of time in the above-mentioned countries
f\fn;ll:lxehe? a clear refutation of many of the dire predictions set forth by the opponents
of this plan.

PASOUAL LUNA Y PaARra.

THE CANADIAN EXPERIMENT.

Canada has also adopted a sales-tax law in a limited way, and has found it to work
well. Our information is that the Canadian Government is seriously contemplating
extending the scope of this law.

In response to an inquiry dated December 8, 1920, from the Hon, Joseph W. Fordney,
chairman of the Committee on Ways and Means of the House of Representatives, 1Ton.
g:e?rge rVy Taylor, assistant deputy minister inland revenue, wrote on December

, in :

“ pam indications based on returns of collections to date, it appears that unless
there is a very great reduction in the volume of domestic trade during the balance of
the present fiscal year, the total amount of collections through the medium of this tax
will meet the expectations held by the Government at the imposition of the tax.

ill meet th tations held by the G t at th ition of the tax.

‘‘It has been found that the levying of the sales tax has caused no appreciable dis-
turbance of markets or market prices; no undue enhancement of costs, as reflected
in index figures, is discernible.

“Judging from the paucity of complaint and the number of commendations
ex%reseed, the principle of the sales tax, being virtually a tax at the origin, appears
to be universally acceptable to the Canadian people. As a matter of fact, observa-
tions of the department indicate that the sales tax is a popular innovation in the pro-
duction of revenue.

.
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“The initiation of so new a form of taxation was, as might bo expected, attended
.at the outset by considerable difficulty, which, however, has now been almost
.enti.!;el'y eliminated, owing to the close cooperation of the public with the depart-
-ment.

In this connection, we wish to quote from a recent statement made by Sir Edmund
-Walker, president of the Canadian Bank of Commerce. Sir Edmund Walker is per-
haps the leading citizen of Canada and is an authority on the subject of finance and

-taxation of international repute. His statement is as follows:

‘A small tax on the sales of commodities and real property in Canada would hurt so
little, would be so fair, would be so easily collected, and would produce such a very
large sum that to fail to levy it seems excusable only if it can be shown to be im-
practicable. We are levying heavy surplue-tg?ﬁu taxes, and many well-intentioned
gﬁople think that we are justly punishing so-called profiteer, but we are really .

ling the goose that lays the golden egg. When he can do so, he doubtless passes
the tax on to the consumer and escapes punichment himself, and the tax thus becomes

. & boomerang as far as the public are concerned. If we clearly know what we mean
by a profiteer and can find him, let us punish him in such a manner that the penalty

-imposed can not be pamed on to the ultimate buyer. But in ordinary cases we are
tskingofrom enterprise the profit with which further enterprise would be created.
It is from the accumulated profits of & business that tirowth both of plant and eooﬁe

..of operations mostly becomes possible. What do we think will happen if we steadily
take such a large egare of that profit away? It will be said that some concerns make
too much money. But, as we argued a ?'ear ago, that should be demonstrated by the
relation not of profits to capital but of profits to turnover, measured again by the
proportion of paseible turnover to capital. The manufacturer who turns his capital
over many times, serving the public for a trifling profit on each sale, but making a large
return on his capital because of his skill and activity, should surely not be punished by
excessive taxation for being an excellent scrvant to the people. The tax isuniversally
admitted to be unscientific and will do incalculable damage if continued. It was
justified only by war conditions and only for the period of their duration. The surtax

" features of the income tax when carried to the extreme percentages now in effect, are
little less unwise and unfair than the excess-profits tax. Those who are large share-
holders in buginaes enterprises should be ready to take up new share issues in such
enterprise, as extension may prove necessary. Taxation which first takes a la
share of the profits from the company, and then a large share of the dividends of the

_.same company because they hap})en to be part of a large private income, may seem
to be sound policy to many, but if what we scek is the general goog, it is deadly in ite
effect upon ess enterprise and industry.

“I believe every good citizen in Canada wishes to pay for part of the cost of the
war, He only desires that his ability to pay shall be regarded.

*“A tax on the turnover of all business transactions would punish no one, and yet
would mean the reaching of a most important substratum of the national income in
the creating of which everybody has joined,” * * * .

“While we must for the time being levy enough taxes in some form to pay our
interest charges and to make, a8 we hope, some steady if slow reduction of the na-
tional debt, we should always bear in mind that it is only by the growth of our na-
tional income that we can expect again to reach a time when taxes will not be a drag

upon our prosperity.”
THE PLAN WILL OPERATE EQUITABLY WHEN SUPPLEMENTED BY AN INCOME TAX.

The opponents of this plan have put forth numerous objections to it, only two of
which, in our opinion, are worthy of serious consideration, The contention that the
. sales tax will have the effect of giving the large self-contained corporations a further
advantage over their small competitors is a serious one, as is also the contention that,
. standing alone, taxation under this plan would weigh proportionately heavier upon
the goor than upon the rich,

The last contention we believe to be effectively met by the imposition of a judicious
income tax with moderate surtaxes which would have the effect of throwmﬁ upon
the rich and prosperous their fair share of the burden. The manner in which those
who have larger incomes would be taxed through the income tax would provide for
the difierence in treatment which modern taxation recognizes.

Justice and expediency alike demand that the rich and p: rous contribute to the
support of the Government in proportion to their abilitios to do so—that is to say, in

roportion to the revenue which they enjoy under the protection of the Government.

ut there is a limit to which the burden of taxation can be thrown upon the shoulders
. of the wealthy classes. If it is sought to throw the entire burden upon their shoulders
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or to tax them disproportionately, the result will be that they will withdraw their
money from the field of productive investment and enterprise and invest it in tax-
exempt securities, of which about fourteen billions are in existence in this country.
This would not only defeat the object in view, but, what is more important, would he
fatal to the growth.and development of enterprise which is absolutely essential to the
immediate p rity and ultimate welfare of the Nation. Enterprise is mainly
expanded and develo, from thle profits of business, and if the{ are diverted into
other channels for budget purposes, enterprise will be halted.. That it is absolutely
necessary to permit the Nation to grow and develop and expand industrially is too
obvious for discussion. 'This is a necessity from every point of view, and eslpecially
from the point of view of labor, which receives about 50 per cent of our national income
from all sources. A substantial portion of profits must be permitted to go into the
expansion of plant and the development of ncw busincss or enterprise will stop, labor
will suffer, and our enormous burden of taxation will be too heavy to be borne.

SALES TAX—PROPONENTS. e

THE CASE OF THE SELF-CONTAINED CORPORATIONS,

Now, as to the argument in regard to the seli-contained corporations we have this
to say: In the first place, in a large majority of cases, such corporations are composed
of small companies which operate in the various branches of the industry with which
the larger corporation deals. These intercompanies naturally keep their own books
and could, without any extra provision of law, be compelled to pay the turnover tax
as the merchandise passes from one to the other, In the instance where there are no
intercompanies the law could draw a line between the various stages of production
and arbitrarily impose a turnover tax which would substantially correspond to the
tax paid by the smaller operators who are forced to go into the market for their com-
modities, Furthermore, it must be horne in mind that these small corporations are
now and have for some years been able to hold their own in competition with the very
large ones, and it is not believed that even the addition of 1 per cent would materially
modify their status. Careful calculations show that at most the advantage gained by
the big corporation would not exceed 1§ per cent, and in the great mbjority of cases
would be less than 1 per cent. Asa rule, by reason of the fact that the small concerns
concentrate and specialize on a single branch of manufacture or indust\‘g, they become
more efficient than the larger corporations and hence are able to hold their own in the
field of competition. Furthermore, it is generally agreed among business men that
in normal times there is a variation amon% producers of all classes, both large and
small, of from 5 to 20 per cent in the cost of production and likewise in distribution.
In view of this fact, it is clear that a further variation of 1 per'cent, or even 1} per cent,
-one way or the other would not materially affect results, .

.In the event it becomes necessary, we helieve it is possible for the law to draw a
line between the so-called raw material and manufactured products and, again, he-
tween the sale of such manufactured products to retail establishments owned by the
same companies and impose a tumover tax accordingly. We realize the difliculties
which attend the prorer solution of this problem, but when one considers the difficulty
of carrying out any form of taxation it seems ahsurd to be debarred from testing out
the plan under consideration by this difliculty alone.

THE TAX DOLS NOT PYRAMID,

. In this connection we decire especially to call attention to a peint which is of vital
importance in this discussion and regarding which there is general misapprehension.
1t 18 this: There is a general feeling that in many lines of industry the turnovers are
8o numerous that the sales tax will pyramid and accumulate until it becomes a very
considerable amount. This is not tme. 1t has been demonstrated by mathematical
calculation that in industries where the turnovers are the most numerous the tax will
amount at most to only 3}. This can only be understood by a study of the actual
figures, and we have resolved to call your attention to actual computations in three
instances: First, in the manufacture of a suit of clothes: second, in the manufacture
of a rubber tire: and, third, in the manufarture of a pair of shoes. -

It will he ohserved that in the creation of a suit of clothes there are normally seven
turfiovers and that the total tax amounts to about 2% per cent. In the case of the
fabrication of a rubber tire there are 11 turnovers, which accumulates a tax of only
3} per cent. In the manufacture of a pair of shoes, there are six turnovers and the
total tax amounts to 3} per cent. If you will be good enough to study these figures

.it will aid greatly in the understanding of the practical operation of the salex tax as
applied to industries in which there aro a large number of turnovers. These figures
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have a direct and important hearing upon the ahove-mentioned argument relating
to self-contained corporations. Under the most unfavorable conditions the tax
would give the large corporations only a slight advantage over their smaller com-
petitors. The computations above referred to are as follows:

On a suit of men’s clothing retailing at $60 (furnished by Mr. William Gold-
man, of New York): ' Tax at 1 per cent.
Raw wool in the grease. value ahout $6.50.............c..cc...... e %0. 0650
The wool dealer has the wool scoured and sells it to the spinner at, say, $S. . 0800

The spinner converts it into yarn and sells it to the cloth mannfacturer

for. say, $10..... .. cesaes Cevsesacerancsenss sesesaszeaniotneraeras . 1000
The cloth manufacturer weaves it into cloth which he sells for about 1 a
vard, $13.33. ...ttt e ittt it . 1333

Trimmings, linin‘izs, etc., have a value of ahout 50 per cent of the value
of the cloth and has e gone through the same processes of conversion as
the wool has to the finished cloth. The tax on these would therefore

lie 50 per cent of the sum total of the foregoing taves. or.............: L1841
These materials are converted into a suit of clothes by-the manufacturer,

whosellsit for$40..............o.iii . 4000
Thissuitissold at retail for $€0....... ... ...ooiiiiiiiiiiiiiia.., . 6000

Total tax on price for consumption..... e eentesreiiariatroreearians 1. 5674

Or 2,61 per cent of the price to the consumer.
On a rubber tire, 30 by 3} cord tire retailing at $35.10 (furnished by Mr.

Horace Del.isser, president of the Ajax Rubber (.): Tax at 1 per cent,
(‘rude rubber used, at importation cost, $6.35........c.ceeeoi. o ... $0.0535
Raw cotton, used asimported, $3...............cceiiiia...., ceeens . 0300
Raw cotton used, domestic growth, $0,40.... .........ccccvvennnn.... . 0040
Imported cotton into yarn, $4.20................. Cteetsaeceasaaeeanas . 0420
Domestio cotton into yarn, $0.80...... ceresreccveares veesacsacasacancs . 0080
Yarn into fabric, $5.50....ccceiiiiii . L0550
Yarn into fabric, $1........c......... ceenenens cetecevareransaracannn . 0100
Miscellaneous pigments, $0.70............. ceseenns Ceceesectioazescass . 0070
The above materials converted into tires by the manufacturer, who sells

them to the franchise dealer, $28.45.................. ...l L2845
The franchise dealer sells them to the dealer, $29.90. ................. . .2990
Dealer sells them to consumer, $35.10........c.0cc..... Cecereneneesanan . 3510
Total tax on price of consumption.......... ceveneans cereaee Cereeees i 1440

Or 3.259 per cent of the price to the consumer.
On a pair of men’s shoes retailing at $7 (furnished by Mr. R. P. Hazzard, of Gardiner,

Me., Jan. 11, 1921): Tax at 1 per cent.
Raw hide, raw material, étc., $1.56. . ..... ceeeeeronnae terrerereeanane 30. 0156
Tanner sells leather for, $2.82. .....ccvvvieniirirnireiiaceneennnnes . 0282
Leather and findings are sold, $3.13................. cesesreteanencae L0313
Manufacturer sells pair of shoes to jobber, $3.88...................... . 0388
Jobber sells to the retailer, $4.67...... teteecnatecnecasteencaasaannans L0167
Retailer sel,ls to consumer, $7............ veeven ceveerenasan ceeeenees . 0700
B 1T S N . 2308

Or 3.3 per cent of the retail price to the consumer.

It thus apsqars that the contention that, in the course of production the sales tax
will grow and increase lik2 a rolling snowball and be used by individual merchants as
a pretext for gymmdmg, as is done in the case of the excess-profits tax, is without
foundation. We say this for the reason, first, that the amount.is small, and, second,
itis fixed, so that the pretext for pyramiding would not exist a3 in the case of the excess-
profits tax, where the amount in question is unknown and uncertain. In the latter
instance the merchant has not only a good pretext but a splendid opportunisy to
augment the selling price to an extent far heyond what the facts warrant. Further-
more, the merchant will know that the public who pays this tax will not tolerate its
eing pyramided; and he will also know from his recent experiences that it is not to
his interest to do so and thus raise prices to an abnormally high standard. More con-
clusive, however, than all of the foregoing is the fact that in the countries where this
La.w xet ;3 operation the tax is not pyramided. This is an actual fact and will not be
isputed.

| .
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THE TAX 18 ALMOST INVARIABLY SHIFTED

There can be no question that the sales tax can be and generally is shiftedd  This
aseertion is hased upon the experience of those countries in which the plan has heen
in operation. It is natural that this should be so. The tax is small. and it is under-
stood by all that in the end it is to be paid hy the ultimate consumer. Some mer-
chants raise the point that it is impossible to add the tax in those instances where the
cost of the article is very small, This is true. In such cases the tax can be treated
a« an overhead charge and added to articles which can stand the additional burden.
The tiovernment is not interested in how the merchant handles the tax, It is only
intorested in collecting 1 per cent of the proceeds of his total sales. In this con-
ne tion there is one point which should always he borne in mind, namely, that in the
matter of shifting the tax all merchants are on identically the same footing. No one
has on advantage over the other. .

CONCLUSION.

it is the contention, therefore. of the Tax League of America that in view of all the
circumstances surrounding the situation, namely: The hreakdown of the present
pro‘its svstem of taxation; the huge amount of money necessary to be raised for the
maintenance of the Government for 8 number of years to come: the small amount of
revenue to he raised from the protective tariff; the inadequacy of the plan proposed
by the Secretary of the Treasury; the ahsolute necessity for the expansion and growth
of our industry and the development. of new enterprises. to the end that prosperity
may return; that the imposition of a moderate sales tax on the gross proceeds from the
sales of all goods, wares, and merchandise has become a necessity. In our humble
opinion. there is no other way out. . .

In conclusion permit us to say that the Tax League of America ix made up of no
special group of men and represents no special interest. It is composed of business
men from various sections of the country and was organized primarily for the purpose
of hrinzing the merits of the sales tax plan to the attention of the Congress and of the
country, in the hglief that theincorporation of it into our fiscal system would he the surest
and most equitalle way of raising the necessary revenue to meet the abnormally
large demands of the Government at this critical time and of hastening the return of
an era of general prosperity. We appeal to no party or class or section. We impugn
no motives. We submit our case solely upon its merits. We realize fully the vex-
ations and difficult circumstances under which Congress ir called upon to solve this
great problem. We believe the plan we gropose has the sanction of experience and
the su prort of reason, and we simply ask that Congress hestow that consideration upon
it which the magnitude and importance of the subject demand.
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APPENDIX.

In the Senate of the United States, April 12, 1921, Mr. Smoot introduced the follow-
ing bill, which was read twice and referred to the Committee on Finance.

A BILL To provide revenue and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America
in Congress assembled, That this act may be cited as ¢‘ the Sales-Tax Act, 1921.”’

TITLE I.—QENERAL PROVISIONS—DEFINITIONS.

Sec. 2. That when used in this act— C
.’l;l}e term ‘“‘persons’’ includes individuals, partnerships, corporations, and asso-
ciations; :
The term * Secretary’’ means the Secretary of the Treasury;
The term “ commissioner’’ means the Commissioner of Internal Revenue; and
The term *“ collector’’ means Collector of Internal Revenue. '

v TITLE II,—SALES TAX.

Sec, 201. That in addition to all other taxes there shall be levied, assessed, col-
lected, and paid upon all goods, wares, or merchandise sold or leased on or after Jgﬁv
1, 1921, a tax equivalent to 1 J)er centum of the price for which so sold or leased;
such tax to be paid by the vendor or lessor. .

Sec. 202. (a) That this title shall not agply to sales and leases made during any
year in which the total price for which the, taxable sales and leases are made does
not exceed $6,000. )

(b) In computing the tax due under this title every taxpayer shall be entitled to
an annual exemption of $6,000. . . .

(c) Inany case where the full amount of the exemption is not claimed in computing
the tax due for the first quarter, the part not so claimed shall be deducted in com-
puting the tax due for the second quarter or succeeding quarters. For the purpose of
this act the first quarter shall be the months of July, August and September; the
second quarter, the months of October, November and December; the third quarter,
the months of January, February and March; and the fourth quarter, the months of
April, May and June, .
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(d) The taxes imposed by this title shall not apply to sales or leases made by (1) the
United States; (2) any foreign government; (3) angr State or Temgorz. or_political
subdivision thereof, or the District of Columbia; (4) any mutual ditch or irrigation
company; (5) any hoepital; or (6) Army and Navy commissaries and canteens; or
(7) any corporation organized and operated exclusively for religious, charitable,
scientific or educational purposes, or for the prevention of cruelty to children or
animals, no X.a,rt of the net earnings of which inures to the benefit of any private stock-
holder or individual. . .

(e) The taxes imposed by this title shall not apply to sales or leases of articles
taxable under Title VI or V11, or paragraphs (1), (2), (3), (12), and (20) of section 900
of the revenue act of 1918, . .

(f) Under such rules and regulations as the commissioner, with the approval of the
Secretary, may prescribe, the taxes imposed by this title shall not apply in respect
to articles sold or leased for export and in due course so exported. .

Skec. 203. That in computing the taxes imposed by this title no credit shall be
sllowed for any tax reimbursed or paid in any manner to any person in connection
with any previous transaction in respect to which a tax is imposed by law.

SkEc. 204, That every person liable for any tax imposed by section 201 shall make
quarterly-returns under oath in duplicate and pay the tax imposed by such section
to the collector for the district in which is located the principal place of husiness,
Such returns shall contain such information and be made at such times and in such
mannqg as the commissioner, with the approval of the Secretary, may by regulation

rescribe.

P The tax shall, without assessment by the commissioner or notice from the collector,
be due and payable to the collector at the time so fixed for filing the return. If the
tax is not paid when due there shall be added as part of the tax a penalty of 5 per
cent, together with interest at the rate of 1 per cent for each full month from the
time when the tax hecame due, . .

SEc. 205. That in the case of an overpayment of any tax imposed by this act, the
person making such overpayment may take credit therefor against taxes due upon
any quarterly return, . .

Sec. 206. That the commissioner, with the approval of the Secretary, is authorized
totmake all necdful rules and regulations for the enforcement of the provisions of this
act.
The commissioner, with ~uch approval, may by regulation provide that any return
required by this act to he made under oath, may, if the amount of the tax covered
therchy is not in excess of $10, be signed or acknowledged befgre two witnesesinstead
of under oath. .

SEec. 207. That on and after July 1, 1921, sections 628, 629, 630, 902, 404, 905, 907,
and 900, oxcept paragraphs (1), (2), (3). (12), and (20), are repealed, except that
such sections shall remain in force for the assessment and collection of all taxes which
have accrued thereunder and for the imposition and collection of all penalties which
have accrued and may accrue in relation to any such taxes,

STATEMENT OF HENRY G. OPDYCKE, VICE PRESIDENT TAX
) LEAGUE OF AMERICA, NEW YORK, N. Y.

The CuairMaN. What business are you in?

Mr. Oppycke. Civil engineering.

The CuairMAN. Where do you reside ? .

Mr. OppYCKE. My residence is Bound Brook, N. J. . My business
is in New York. '

The CHAIRMAN. What is your business?

Mr. Oppycke. Civil engineeriniY. I am also the managing director
of the Broadway Association in New York.

BRIEF OF HENRY G. OPDYORE, REPRESENTING THE TAX LEAGUE OF AMERICA.

I desire to complete the record regarding the organization.of the Tax League of
America mentioned in the testimony of Judge Wilﬂ?'.

Sixteen months ago a member of the Broadway Association brought to the atten-
tion of the executive committee the unfair tax situation in relation to a sale of some
of hig property on Broadway. This led to an investigation of the situation by the
Brondway Association, and at the gnarterly meeting of the association held on June
29, 1920, a special taxation commitice was appointed to take action in the matter.
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This comniittee determined that by reason of the fact that this was a Federal matter
decided to organize a special and separatc organization for the purpose of investi-
ting the tux situation. The Tax League of America was incorporated on August
1, 1920. under the laws of the State of New York, with its first directorate selected by
the Broadway Association, and which included the members of its taxation committee.
The business organization wag completed by the election of officers on February 16,
1921, and is now composed of 560 buriness men residing in 24 States of the Union. and
who have evidenced their interest in the sales tux by a contribution for its support
averaging about 350 each. The president of the organization is Hazen J. Burton, of
Minneapolis, Minn., and the vice presidents are John Williams and J. B, Vandever,
of New York, and the trensurer is (i. Searing Wilson, Philadelphia, Pa.

I also desire to file with you ut the request of our president a brief digest of
fundamental economic principles and the opinions of leading taxation authorities
on the sales tax, which pamphlet contains considerable valuable infortution which
has not yet heen hrought to the attention of this committee. I have filed 100 copies
of this pamphlet with the clerk of the committee:

A BRier Digest or FUNDAMENTAL EcoNoMic PriNCIPLES AND OPINIONS OF LEADING
TAXATION AUTHORITIES,

A BALES OR TURNOVER TAX 18 NOW THE ONLY LOGICAL SUBSTITUTE FOR ALL BUSINESS
TAXES, .

An address pre| d for the Six O’Clock Club of Minneapolis, Aprit 11, 1921, by H. J. Burton, president ,
t Proparec Hax League of America, Plymouthpnoui‘dhrg, Minneapolis.] P

To the 500 thinking men in 16 States who have sFontaneoualy initiated the Tax
League of America, for ditfusion of economic knowledge, to the end that govern-
mental business shall be conducted on the same high plane as thef' strive for in the
girg.ctitt)gd of their individual affairs, this digest of basic principles is respectfully

edicated.

OPINIONS OF LEADING AUTHORITIES ON SALES TAX.

Two excerpts from the comprehensive Sales Tax Primer, issued by Business Men’s
National Tax Committee, address 6 West Forty-eighth Street, New York City.

Question. Docs the experienced business man fear that any definite tax can not
be shifted if it is to his interest to shift it?

Answer. He does not. He has been shifting taxes, rent, salaries, and other operat-

. ing expenses in the gasg, and the adoption of a small turnover tax in place of all other
taxes on business will simply mean that he will shift the small definite tax instead of
a large and indefinite tax. .

Question. How would the consumer benefit by the adoption of the general gross
sales or turnover tax in place of the profits taxes?

Answer. Under our present, .sf'stem of profits taxes, and under any system of taxa-
tion which im substantial profits taxes, these pyramided taxes grow as each
turnover ie made from raw material to the sale of the finished s to the consumer.

The Department of Justice, in making investigations under the Lever Act, came to
the conclusion that the pyramided profits taxes added 23.2 per cent to the price to
the consumer. The taxation committee of the National Retail Dry Goods Associa-
tion, composed of treasurers and controllers of some of the largest department stores

. in the country, 'has published the statement that every dollar spent by the consumer

pa'fs for 75 cents worth of merchandise and 25 cents worth of pyramided profits taxes.

he general gross sales or turnover tax not exceeding 1 per cent, which is offered

" as a substitute for the present system of complicated profits taxes, will not take over
3} cents of the consumer’s dollar for taxes.

This statement is substantiated by several examples worked out by dealers in
goods of universal use:

BY SUBSTITUTING THE SALES TAX THE SAVING IN TAX COSTS TO ALL CONSUMERS ALIKE
AVERAGES 20 PER CENT ON ALL PURCHASES.

This saving is independent of any price fluctuations in commodities caused by
the law of supply and demand. . .

Authorities on the sales tax emphasize the point that this 20 per cent tax cost diifer-
ence between the pyramided existing Federal taxes and the pyramided 1 per cent
sales tax must surely continue to hold down and depress the prices of wheat, wool,
cotton, and all basic farm products, as well as to hold up and perhaps advance again
retail prices of finished goods to ultimate consumers.
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This economic cause works entirely independently of the daily fluctuations in
hasic prices caused by the law of supply and demand, and continues to work until
the exmtm{.v. tax obstructions are all removed by the substitution of one simple sales -
tax to all alike with no class exemptions and so widespread and ditfused by competi-
tion as to be almost ne§llglble_ae o price.factor.

The immediate result of legislation substituting the sales tax will be to reduce the
overhead costs by 20 per cent of all the intermediate manufacturers and distributors
thus restoring normal relations between producer and consumer, and stabilizing and
stimulating all trade and commerce by clearing from the track the chief economic
obstacle to the restoration of prewar prices. Lo

‘“Trade and commerce,” said Thoreau, ‘‘if they were not made of india rubber,
would never manage to bounce over the ohstacles which legislators are continually
putting in their way; and, if one were to judge these men wholly by the e“ects of
their actions and not partly by their intentiens, they would deserve to be classed
and punished with those mischievous persons who put obstructions on the rajl-
roads.”” * * * ‘“Let every man make known what kind of government would
command his respect, and that will be one step toward obtaining it.”

BULLOCK ABSSAILS PRESENT TAX SYSTEM.

Charles J. Bullock, professor of economics at Harvard University, chairman of the
committee on economic research, and former president of the National Tax Associa-
tion, aseailed the present system of taxation in this country in an address delivered at a
dinner of the certified public accountants of Massachusetts at the Exchange Club in
Boston. He said in part: ‘

‘“The policy of taxation followed by our Government during the war was such that
if the war had not ended when it did the country would have been broken wide open.
It is & destructive, ruinous, and wicked policy that would have killed the Govern-
ment and financial structure of this country within another year. Take the case of
the mangfaindustrial houses that to-day are either bankrupt entirely, or in the hands
of their banks. It was a case of the survival of the least fit. .

‘“Taxation suchvas that under which we are at present suffering can never be enforced
" eswritten; it creates a nation of liars. The effect on the tax payer is alarming in the
extreme. The present tax would almost wholly become a tax on honesty if it is
allowed to continue. . ~

“‘1 have never heard any logical objection to a sales tax,’concluded Prof. Bullock,
‘and I offer it as the sane and logical solution of this country's greatest problem.’”

The following excerpts are taken from a series of articles on taxation by Frof. T. 8.
Adams, ex-chairman of the Federal Tax Advisory Board, also former president of the
)I;Iationallg;%x Association, published in the New York Evening Post in July and

ugust, .

ote.—Due perhaps to his advisory position in the Federal service he has been
regarded as the chief defender of the present Federal tax system and an ?{)ponent of
the sales tax who is entitled to rank among the notable econcmists of the day.

In our digest of opinions we have tried to fairly present Prof. Adams's principles as
an econgmist, and have taken more e for an opponent than for any other authority,
finding him, however, clearly and eloquently in accord with all the other authorities
until we reach the paragraph on page 8 under the heading * For interest of all classes,”
wherein he seems to ignore economic laws and descend to politics, saying:

‘It (tax reform) must appeal not only to intelligence and patriotism but to the
self-interest of certain important classes, which, if they are not %owerful enough to
get what they want in the field of taxation, are yet powerful enough to block and veto
what they do not want. The agricultural and laboring interests are likely to resent
not only reduction of the surtaxes, but particularly the repeal of the excess-profits tax. "

To the Tax League of America this remark seems to be not strictly in the line of
duty of a university economist. 1t is a departure into the realm of demaigogic politics,
which too irequently disregards facts. It is a reversion toward holshevism, 1t
grossly misjudges the American farmer ond the skilled laborer, as was proven at the
last presidential election. - .

A teacher of economic truths ought, in our opinion, to state and explain facts to
the voteis and in this case to quote the findings of the Dglpamnent of Justice, which
will be stated and restated on the following pages, to wit: That the present pyramided

taxes indirectly add 23.2 per cent to the price to the consumer. The sales tax advo-
cates prove by a number of exainples that sales tax not exceeding 1 per cent wili only
add at maximum 33 per cent to consumer's prices. Thisisa plain matter of arithmetic.
We appeal from Adams the politician to Adums the economist.
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INVIFING DISASTER.

Prof. Adams, vne economist, says:

“J*riends of the income tax, advocates of ‘liheral democratic finance,’ should be the
first to advocate a change in this situation. To attempt to take in one tax 60 to 70
per cent of the net income, when the taxpayer has, in addiiion, State and local taxes
to pay, is to invite disaster., It must mean eventnally the demoralizing and break-
down of the income tax itself. We are hitching a thoroughbred racer to a loaded dray
and asking him to run a mile in two minutes. The general property tax has become
8 byword and a mockery largely because it has Leen forced to carry hurdens heavier
than it can hear. (reat Britain has stretched income taxation to the uttermost and
has ret the pace in the use of other radical taxes, but she attempts no such impossible
feat as the collection of income taxes in excess of 70 per cent. The British taxes are
about four times as heavy as our own upon incomes in the neighborhood of $10,000.
At 50,000 they are moroe than twice as heavy. At $400,000 the rates become about the
same, but the British tax stops at something under 60 per cent, while onr taxes rise
to a corresponding maximum ol 73 per cent. .

“One may predict with more confidence the eventual breakdown of such a system
when it is rememhered that there are outstanding more than $6,000,000,000 ($11,000,~
000,000 to $17,000,000,000 in 1921?) of municipal bonds and other tax-Iree securities
in which wealthy taxpayers may invest with no fear of taxation. Or they can place
their money in speculative investments, the fruits of which will be garnered, if at all,
far in the future.” (Adams,)

REPEAL EXCESS-PROFITS TAX.

“ A great deal might legitimately be said, if space permitted, in favor of the excess
profits tax. But it is not enough. The tax should be repealed at the c¢lose of the
ear 1920. It should be repealed hecause it is breeding a political scandal; because
1t taxes corporations by an entirely different method from that applied to partner-
ships and individual business men, sometimes taxing one class heavier than the other,
and again reversing this situation: because it penalizes conservative corporations and
rewards their less conservative and less scrupulous competitors; becvause it exempts
in whole or in part many overcapitalized trusts: because by its uncertain and unequal
burdens upon business it.is injuring every wage carner and salaried man, every
stockholder and consumer whose interests can bo adversely affected by the unneces-
sary bedevilment of business; hecause corporation taxpayers since the beginning of
the war have played the game and stood the gaif, have fairly earned and may con-
) fidently ask the right to pay whatover share of taxes is decided to be their due by a
tax which is simpler, more certair, and less capriciously unequal than the excess-

profits tax.” (Adams.)

LOW RATE OF SALES TAX.

“The conglomerate group of sales taxes which we employed during the Civil War
did not on the whole work satisfactorily. However, it is fair to infer that the failure
of these taxes was due very largoly to the heavy rates at which they were imposed;
and the 1 ﬁer.qent sales tax now imposed in the Philippine Islands is said by com-
petent authorities to he a successful and satisfactory tax.

“A very great deal may fairly he said in favor of this proposal. Thesalestax would

. perhaps possess the three greatest practical virtues which a tax can have; it would
carry & very low rate; it would be highly productive, and the taxpayer would know
with certainty the amount which he was exgected to pay. lfshifted to the consumer,
as it is usually but not always predicted by its advocates, it would be paid piece-
meal in small amounts as purchascs were made. It would reduce the excessive
dependence of the Treasury upon various forms of income taxation. These are great
virtues, and the low rate itself may fairly be said to counterbalance many of the weak-
nesses to which the sales tax, in common with all other taxes, is subject.’”’ (Adams.)

THE BACK TAXES.

“The literal truth is that the existing revenue law as it affects many large corpora-
tions, particularly afliliated or consolidated corporations, is #o complex that it would
probably take 15 years to work out formal legal answers to every one of the intricate
questions which have arisen,

“Some day these cases must be closed. Tt is only a question whether they shall
be taken up promptly and consciously disposed of in a settlement involving certain
clements of arbitration and compromise or whether they shall drag their weary length
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along for years and finally peter out in the hands of some obscure clerk—because it is
physically impossible for the courts to eeitle all of the subtle questions which the
application of the law arises.”” (Adams.)

A ‘‘SUSPENDED AVALANCHE.”’

“Itis to the writer at least a matter of some curprise that the country hasnot awakened
to the danger of this situation. Thousande of husiness concerns, particularly conpora-
tions, must some day be confronted with large additional tax bills for the war period.
These ‘heavy hut indefinable future obligations,’ as Sfecretary Housten has called
them, hang like a suspended avalanche over American business,

“The back taxes, it has heen said, hold the key to the entire tax problem, not only
because they point the way to some of the additional revenue which we are reeking,
but because they reveal an administrative machine at the limit of its capacity, make
clear the imperative necessity for simplification of the 1ax law, and create a strong
gresumption against any revision or ‘reform’ which would increase the administrative

urden. The simple truth is that the hurden now carried by the Bureau of Internal
Revenue must be reduced, or the administrative machine will erack. Existing tax
laws must be simplitied; it would he worse than folly to add new complexities.”’
(Adams.)
SIMPLICITY OF SALES TAX,

““This has & most important hearing on the rales tax proposal. In the long run a
general sales tax in place of the income and profits taxes would greatly simplify the
work of the Bureau of Internal Revenue. But if we aholish these taxesnext week, the
best hrains and strength of the Bureau of Internal Revenue would still be occupied
with income and profits taxes for two years or more.”’ (Adams.)

HIGH COST OF LIVING,

‘““However, the average critic of the excess-profits tax is not interested in economic
theory. e is confronted. he says, with a condition and not a theory, He charges,
not that the excess-profits tax may increase the cost of living at some indefinite time
in the future, but that the present cost of living is in a large measure due to this tax,
and he suggests or plainly says that if the tax were repealed the cost of living would be
in even greater measure reduced. )

‘‘A particularly conscientious and candid business man, said a few months ago:
‘We have a sollers’ market. I can get pretty nearly any price I ask. T originally
planned to fmt our prices ahout 20 per cent lower, but when I thought of the excess-

rofite tax 1 clapped on the 20 per cent.’ There can be no doubt that this case is
airly typical. Butit means very little, Suppose this man had vefrained from taking
the 20 per cent, there is little or no probability that the rebate or reduction would have
reached the ultimate consumer. It would almost certainly be absorbed by other
dealers or handlers along the line of middlemen who intervene between producers
and consumers. This fact is perfectly well appreciated by business men. One of the
largest wholesalers in the Middle West said to me in 1919: ‘I am ashamed to take the
prices which I am receiving. Butif I did not take them the jobhers and retailers who
distribute these goods will. If 1 thought the reduction would reach the consumer 1
would cut my prices one-third. Under the circumstances I have not the face to object
g 3!10 ea;cess-proﬁts tax, although some of its detailed provisions are indefensible,’”

ams.
RECOGNIZED COST OF PRODUCTION,

“A very able accountant has said: ‘The excess-profits tax is heing included in
gpecifications and bids; it has become a recognized cost of production. This is why
I think it is shifted to purchasers.’” (Adanis.)

ADVANTAGES OF CONSUMPTION TAX.

“Financial history demonstrates that it is both permissible and necessary to utilize
the great practical virtues of the better forms of consumption taxation. Such taxes
are paid J)iecemeal. in emall amounts as the consumer makes his daily purchases:
their productivity is maintained in years of husiness depression, and while they will
not enforce themselves they impose far less strain on the administrative authorities
than income and profits taxes. .

‘“Thus a well-known publiciat in a recent statoment argues strongly for taxation
with a ‘low visibility,’ and concludes ‘that & consumption tax, sugar-coated so that
it will not revolt the consumer, is the most satisfactory method that can be followed
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to raise the revenue that we must have. But to be sugar-coated a consumption tax
must be paid by the seller and included in the price charged. so that the buyer will
not realize that he is paying a tax every time he purchases a paper of pins or a dozen
eggs.’’’ (Adams.)

FOR INTEREST OF ALL CLASSES.

‘“‘But it is not enough that a proposed plan of tax reform should be practicable
and based upon sound principles. Ifitis to he enacted into law it must appeal. not
only to the intelligence and patriotism, but to the self-interest of certain important
classes. which, if they are not poweriul enough to get what they want in the tield of
taxation, are yet powerful enough to block and veto what they do not want,

“‘The proposed program will not appeal, at least on first examination, to the agri-
«cultural and lahoring interests. They are likely to resent not only the reduction
of the surtaxes, but particularly the repeal of the excess-profits tax.

“Despite this first reaction, in my opinion, it would be to the interest of the agri-
cultural and wage-earning classes to acquiesce in the changes suggested. I make no
special point here of the fact that farmers and wage earners are citizens of the United

tates, and as such deeply interested in the successful functioning of business, which
is being crippled by excossive surtaxes and the maloperation of the excess-profits
tax, And I shall not press the point that these taxes threaten to demoralize the
entire system of income taxation, the successful maintenance of which is so vital to
the political interests of the masses as distinguished from the classes. What I would
urge here is the fact that the yield of the higher surtaxes and of the excess-profits tax is
rapidly diminishing. Advocates of these taxes are clinging to a system which under
their very eyes is changing from substance to shadow.

‘‘In the long run a sales tax will be shifted to the consumer. That is theory, sound
theory. But what we are now facing, in t:l:dprolgability. is a short run of two or three

ears of falling prices in many lines of production; and in these lines a sales tax is
likely to be absorbed by the producer or dealer; i. e.. by those dealers whose sales
and profits are decreasing.” (Adams.) -

SUBSTITUTE SALES TAX.

“To many business men the preceding appeal will be wholly beside the mark.
They do not accept the premise that a pmﬁreeswo income tax of eome kind must be
retained. They would substitute a general sales tax for both the excess-profits tax
and the income tax on the ground that as practically all taxes are shifted to the con-
sumer it would be foolish to retain complicated and difficult taxes such as the income
tax. And, iting that the income and profits taxes are shifted, it is perhaps im-
possible to deny their conclusion.” (Adams.) /

FOR INCOME TAX.

*“ Abolish the income tax altogether or abolish the surtaxes and make it a flat tax,
and many difficulties disappear. We would have no worries ahout the repressive
effects of heavy taxes on savings and investments. All justifications for a tax on the
undistributed profits of corporations would vanish. And there would be a strong,
if not an unanswerable, argument for a general sales tax. Keep the surtaxes, however,
and we must moderate the higher rates on saved income or it will flow inevitably into
tax-free securities; there arises an unanswerable argument for some tax on corporations
to balance or comﬁel.mate for the surtaxes on the saved income and profits of individuals
and we are plunged into all the niceties of defining income and deductions with which
the public is so familiar. .

‘What is ngded from the country is a clear mandate about the larger questions of
policy; shall we pay our immediate debts or postpone them; shall we abandon the
progressive income tax or perfect it: shall we blindly cling to the excess-profits-tax

: p{?l;(’aplagg it, w)hen, as appears plainly to be the case, it is beyond our powers to perfect
1 ams. ‘ '

Question. What is the economic justification of taxation of business?

Answer. Prof. Adams stated in his address to the National Tax Association, page
186 of Proceedings of Eleventh Annual Conference: .

. “‘The strongest reason for the retention and perfection of business taxation is found
in experience and fiscal history. Business taxes are as old as organized business.
They are all but, universal throughout the world and show no tendency to disappear
with the passage of time. We have hundreds of them in the United States. Fre-
quently with us the necessity of taxing business is not frankly acknowledged, and
all sorts of indirect efiorts are made to accomplish the same end under the guise of
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no-called franchise taxes, incorporation fees, corporate ¢xcess taxes, and the like.
‘These are in reality forms of husiness taxation and, in my opinion, we shall never
have even an approximnatelv consistent scheme of taxation until the necessity for
separate business taxation is rocognized and impost laid which are consciously
designed to exvress the fis~al ohligations of husiness as such.

“Krom political and moral standpeints, the justilication for this great class of taxoes
is plain. A large part of the cost of Government istraceable to the necessity of main-
taining a suitable husiness environment, Vistorically, some writers maintain, the
city has been evolved for the very purpose of fulfilling this function. Business is
responsible for much of the work which occupios the courts, the police, the fire depart-
ment, the Army, and the Navy. New business creates new tasks, entails further
public expense, A small amount of new business may not show its influence at once
upon public expenditures. The r2lationship hetween private business and the cost
of th» Government is a loose one, much lilni‘the relationship hetween the expenses
of a railroad and the amount of traflic which it carrics. The connection, however,
is real and, in the long run, the mors business the graater will be certain fundamental
costs of Government. ~ Th: industry which do:w not pay its due share of public expense
is generally a source of weakness and not a source of strength. Surveyed irom one
point of view, business ought to be taxed because it costs money to maintain a market
and those costs should in some way be distributed over all the heneficiaries of that
market. Looking at the same question from another viewpoint, a market is a val-
uable asset to the social group which maintains it and communitics ought toeharge
for the use of the community assets. ,

“ Finally, taxes upon business have great fiscal virtue assuch. They are relatively
inex?ensive to collect and comparatively productive in yield. A given rate of taxa-
tion laid upon the husiness unit will usua: (l;v yield a very much larger revenue than
the same rate of taxation laid upon the individual owners of the business. * ¥
In the taxation of a process so elastic and mobile as business there is necessatily
present an element of the quid pro quo. You can not charge for access to the market
in the long run more than such access is worth, It is for this reason you can not sue-
cessfully or logically measure the business tax by property. There may be much
property with ljttle business or much business with little property. . You can make
shiit, poor shift, with a property tax for this purpose ii you will abandon the uniform
rate, make all sorts of dickers with different classcs of busincss, create franchises
where there are no franchises, and manufacture with your fiscal imagination all sorts
of intangible property based upon husiness, giving this intangible property a flickering,
uncertain situs where the business is transacted. This is business taxation, but poor
busill:egs taxation, Iortunately, however, we have alteady come to recognize this
truth.’ ’ .

Question. Why is the gross sales tax at 1 per cent the proper substitute for all other
taxes on all kinds of business?

Answor. Prof. \dams stated, page 139 of Proccedings, supra:

**Much in this connection can he said for a tax upon gross business. The supporting
arguments in this connection are familiar; such a tax is not inquisitorial; it does not
raise difficult questions about losscs, del:reciatlon, and the like; it iz more easily
allocated among competing jurisdictions than a tax upon net income, * * * (The
Goverhment says:) ‘ You have come amongst us and have exploited our market; you
have traflicked as much as your competitor; whether you have used your oxg-_ortunit.ﬁ
28 well as he is not our concern. It is the gross volume of your trade which bot
represents your o;l)portunic and causes our expense. Upon that you must pay.’”

NoTE.—Probably over 90 per cent of total national sales are made in the cities on
account of their superior husiness facilitics and concentration of opportunities. If
the sales tax be not wholly shiited to the consumer, but assumed in part by the seller,
the cities can well afford the slight discrimination against them in favor of the farmer,
in view of the startling growth in the population of cities shown by the last census.

Question. Do taxation autherities favor the principle of tax-exempt bonds in con-
sidering income tax?

Answer. They do not. Prof. Bullock stated at the same (1917) conference, page
152 of proceedings, supra: L : .

*It would have been very fortunate last spring if eur Government had seen its
way clear to issue honds subject to taxation, enjoying n» exemption of any description
whatsoever, and had then heen willing to go into the market and pay the current
rate of interest. It would actually have meant money in the Treasury in the long
run.  And it would also have avoided the unfortunate result of creating in the com-
munity a class of people who. in accordance with .the terms of their contract made
with the Government. are exempted from ordinary taxation. Just at present this
difficulty does not impress us as very important. It seeme more important to get
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the honds sold, and it seems not to matter so much how they are marketed. But after
the war if any politician, sceking to array one class against another class, points out
that there are in the community millionaire bondholders who are exempt from the
income tax, you want to remember that Uncle Samuel is responsible and that the
millionaire hondhblders are not to blame. They merely took the Government at
its own terms; and the mistake which the Government made was trying to place
its bonds at a lower rate of interest than it ought to have paid. It would have been
vastly better to have issued a 5 per cent bond without any exemption from taxation;
and if that bond did not go, it would have been better to make the rate 6 per cent.
* # % The important thing is to offer a rate that shall not create exemption from
taxation, that shall in spito of the fact that the bonds are taxable carry them off the
market; and then, having done that, reserve to the Government the right to begin
the redemption of those bonds within a short period after the close of the war, when, .
the Government's circumstances having improved and its credit being hetter than
it can he in time of such emergency, it is fair to presume that it can then replace war
bonds by others running for a longer period and bearing a lower rate of interest.”’

At the thirteenth annual conference of the National Tax Association in 1920 the
following resolutions were adopted by a practically unanimous vote:

¢ Resolved, That thisv conference is of the opinion that serious consideration should
he given to devising some substitute for the present Federal excess-profits tax and
securing the greatest practicable simplicity in matters of administration oi Fedor 1
taxes. »

“Resolved, That this conference iy of the opinion that exemptions of privete prop-
arty or income from taxation should be confined within the narrowest possihle limits,”

Question. Why was Prof. Bullock’s advice disregarded in 19177 ’

Answer. The enormons war demands of the Government for money were supplied
under pressure in the United States rexardles of economic principles and equality
of taxation, Such hasty legislation has resulted in the present serious checks to enter-
prise by ohstacles which trade and coinmerce can not overcome, obstacles which
must not he permitted to herome permanent.

It is very clear to business men, who create and determine values and who must
he pra~tira! economists or fail in businesw, that all property must he protected by
?(l»lvormnent and should pay taxes in support of a good or hetter government, as
ollows;

I. A maderate, judicious tax on all personal individual incomes exceeding a mod-
erate exemption to all alike. .

2, .\ tax on alt gross sales of nut exceeding 1 per cent, with nn exemptions whatever
of any clas of sale: exeept (0 an amatint not exceeding £6,000 to all alike out of annnal
sales,  This will assist sinall dealers and farmers and encourage shritt and enterprise
among husiness hezinners in their strugele with competition,  Be-ides this sales tax
there shiould be no other tax on business.

The corract valuation of property is its equivalent cash value at the time of salo,
when both buyer and seller determine that it is for the best interest of each that such
sale be made. Thie almost negligible 1 per cent tax may indeed be considered as an
insurance preminm for the coritinued valtue of the property by the continuance of the
stable government without which property values would quickly disappear, and all
sales would cease.

Every business man will welcome, as a substitute for the present unequal and
complicated patch-work of tax legislation, a uniform 1 per cent rate of sales tax to all
competitors alike on a property valuation determined by buyer and seller at time of
sale, making a small tax on each individual business and individual consumption,
with no exemptions to any competitor greater tnan $6,000 of annual sales.  This
insures complianre with the basic economic Xrin(-ipleq of universality, equality of
taxation, and ability to pay, as laid down by Adam Smith and John Stuart Mill and
accepted by all subsequent taxation authorities, securing simplicity, collectibility,
moderation, and permanence. .

uestion. What are some other basic principles of taxation which are closely oheyed
in the proposed plan of sales tax at 1 per cent, hut which were disregarded in the present
Federal tax laws which were followed by the present business depresion as effect
... foilows cause?
" Answer. Mill states, book 5, page 395: .

“The tax which each individual is bound to pay ought 1o ho certain and not arbi-
trary. The time of payment, the manner of payment, and the quantity to be paid
ought to all be clear and plain to the contributor and to every other person, )

“Every tax ought to be levied at the time or in the manner in which it is most likely
to be convenient for the contributor to ‘)ay it.

“Taxes upon consumable goods are all finally paid b¥ the consumer and generall y
in a manner that is very convenient for him, e pays ior them by little and little as
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he has occasion to buy the goods, as he is at liberty to buy or not to buy as he pleases.
ngnll be his own fault if he ever suffers any considerable inconvenience from such
es,

“ Every tax ought to be so contrived as both to take and to keep out of the pockets of
[sxtaoge’ 88 little aa possible over and ahove what it bringsinto the public treasury of the

ate.

Page 397: “He who has twice as much property to be protected receives on an
accurate calculation twice as much protection, and ought on the principle of bargain
and sale to pay twice a8 much for it."”

Mill states on page 416: “‘Overtaxation carried to a sufficient extent is quite capable
of ruining the most industrious community, especially when it is in any degree arbi-
trary, so that the payer ie never certain how much or how little he should be allowed to
keep. or when it is 8o laid on as to render industry and economy a had ealeulation.”

On page 419 Mill states: ““A peculiar taxation on the income of any class not hal-
%nceg by’ taxes on other classes is a violation of justice and amounts to a partial con-

scation.

On pago 492 Mill deprecates overtaxation as follows: ‘‘Yeot, mere excess of taxation,
even when not aggravated by uncertainty is, independently of its injustice, & serious
economical evil. ~ It may be carried s0 far as to discourage industry by insufficiency of
reward. Very long before it reaches this point it prevents or greatly checks accumu-
lation or causes the capital accumulated to be sent for investment to foreign countries,”’

On page 488 of Walker’s Political Fconomy it is stated of the best tax system:
“How far it secures to the State the needed revenue with a minimum of irritation
to the public mind with a minimum of expense and loss of collection, and with a
minimum disturbance to trade and industry.” . .

On page 502 he quotes Mr. McCulloch’s Purely Economic Theory of Taxation:
“The distinguishing feature of the best tax is not that it is most noar}f' proportioned
to the means of ind:viduals, but that it is easily assessed and collected, and is at the
sante time most conducive to the public interests,” * * * ‘collecting the revenue
for the service by the most convenient, simple, and inexpensive means. By under-
taking to effect an equitable apportionment of the burden through conflicting methods
or by personal assessment you are not only likely to fail, you are certain at the hest
toadd to the ate cost of the service and are in great danger of generating new and
distinct evils by disturbing economic relations and obstructing the process of pro-
duction and exchange.”

Question. How do taxes tend to diffusion? .

Answer. Walker states: *Taxes uniformly advanced on all like competing prop-
erties,” says Mr. Wells, “will always tend to equate themselves and will never he a
special hurden to those who originally made the advances to the Government.”
* % % <[t rests upon the assumption of perfect competition. It is true to the full
extent ’?nly under conditions which secure the complete mobility of all economic

Morley in his ** Recollections,” quotes Cobden as follows: ‘“The hase of your State,”
he urged, *in season and out of season, is economic; all depends on the soundness
of national wealth, It is possible to he an economist without being a statesman,
but you can not be a statesman without being an economist.” L. .

Hoover refers to the extraordinary growth of great aational associations covering
OUr entire country regresenting the special economie interests of the different classes.
(Note: Banks, railroads, manufacturers, merchants, employees, wage earners, farmers,
Government hureaucrats, etc.) .

‘‘1f these powerful organizations expand their claims for special favor into a great
conflict then the whole fabric of our national life has gone by the board. llcover
calls for cooperation, the initiative of the individual and service to all.”

Quostion. IHow can the American farmer benefit by the substitution of a 1 per cent
sales tax for all present taxes on husiness?

Answer. The cost of a good or better government is secured by this 1 per cent tax
on all sales except farmers' products which are exempt for export. This Giovernment
tax cost of 1 per cent (3 per cent when pyramided) means a net saving of 20 per cent
when compared with the {:resent 23 per cent increase of cost to the consumer, resulting
from the economic mistakes of the past four years. 1t will probably be saved twice
over by the increased efficiency resulting from the constructive advice of our new
Secretaries of Commerce and of Agriculturc. The farmers comprise the largest num-
ber of business men, capitalists and employers of lahor of any single class in this
country. They have been indirectlg the chief loscrs by faulty taxation. The
American farmers are individualists by temperament and training. They are not
elaves to political demagogues, and are only occasionally imposed upon by appeals to
class prejudice.
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.They have & reason for resentment, rays Mr. Barnes, former United States wheat
director in his article entitled, ‘ ‘A straighter road to market,” in the April number of
The Nation's Business, as follows: ‘‘The economic collapse, which carried down the
price of farm products along with the general commodity decline this fall, brought a
pressure that spelled distress, loss, and disaster to the producer. Not able to gauge
the world-wide economic currents that created the deflation, his resentment has
flared hot against the market places where the deflation price hus been recorded.”

¢ ‘During this period of deflation, the grain exchanges, daily and hourly, through a
world-wide collapse in many commodities, furnished the trading place where at least
there could be terminated on a moment’s notice the liability which followed shrinking
inventories. What would the dealer in leather, and wool, and textiles, and com-
modities of a thousand kinds, have given for such a market place; to be able to obtain
a breathing space, at some sacrifice, instead of standing helplessly by and seeing the
whole structure of values fall before his face without a chance toset a limit to the loss” ”

‘*This demonstration in the possession of such a national protection and national
asset in the grain marketing system has stimulated intensive study of the whole
marketing structure.” .

‘It is greatly desirable that the marketing tolls be not burdened with the mainte-
nance of duplicated storage facilities of this country. and that instead a better ntiliza-
tion of the existing storage he worked out.”” Mr. Barnes has no hesitaticn in saying
that there can be evolved. probably entirely by voluntary agreement with the owners
of these facilities, such an improvement and extension of their gervice that it can be
made to do thesa things: .

1. Furnish adequate grain storage to growers desiring to move their grain from the
farm into marketing position.

" 2, Give that grower adequately accriued negotiable evidence of the grain available
for instant marketing at any time thereafter in his judgment. .

03 Provide the grower with adequate borrowing power of a wider character than hix
local banker, becanse of the existence of this negotiahle evidence. .

4. Automatically set up the competitive buyers, thus carrying assurance, fres ol
the local buyer’s present monopoly. of a price tairly related to the terminal markets,

6. Furnish a ready appea). without expense, from the single judgment of the local
buver regarding the grade and quality of his product. . . o

_These conditions seem to_he 30 attainable and so effectively to reinstate the indi-
vidualism of the grower, with a sense of fair Qlay toward him. that Mr. Barnes has
ventured to urge the creation of a National Marketing Commission to make these
changes effective and to consider the extension of those and similar remedies inio
other marketings than grain. This may meet th2 anproval of our new Secretary of
Commerce, ) .

‘““There is one analy s that can be a}mlied with a safety and advantage in gauging
the value of any sugg:sted course. This rests on the lact that free competition
readily established and adequately maintained, is & greater safety in preserving
individual righte than is the judgmeunt of any human authority or tribunal. If we
can by test ascertain that competition ia present, free of the influence of combination,
free of dominance by any selfish interest, then we may be measureably sure that
substantial justice is heing commercially administered. The total of 1 per cent sales
tax on all sales of a bushel vi wheat irom the farmer to the bread would increase the
cost of & loaf of bread one-sixth of a cent to the consumer, as compared with the
:;rerlage 23 per cent which was the pyramided increase under excess profitsand super

x laws,

q:xestion. Poes the economic law ol supply and demand apply to the services of
both labor and capital?

Answer. Prof. W. I, King, author of the Wealth and Income of the People of the
United States. in a recent article entitled “‘ Why wages are high or low,”’ refers to the
common assumption that the income accruing to the owners of capital is lost to the
wage earner and general public. He discusses it as follows: .

“*One of the most common errors of students in this field is o assume that the share
of the national income paid for the use of property is entirely lost to the wage earners.
As a matter of fact, this ie far from being the case. [Everyone knows that many
skilled workers and a still larger proportion of the salaried classes desire some income
from property. Th: point which is commonly overlooked, however, is that the
wealthy property owners consume but a small fraction of their total income. The
rest of it 1s invested in industry, thus equipping each worker better and making him
more effective. As a result, the products oi industry grow more abundant and
cheaper and the purchasing power of the laborer's wage is thereb{ increased. Thus,
the income which the property owner invests this year increases the well-heing of the
laboring classes of next year. If this share of the national dividend now saved and
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invested by the wealthy were instead paid directly to the laboring classes as wages,
the chances are that most of it would be used for current needs, but little being saved.
As a result, the laborers of to-day would gain, but the laborers of the future would
receive reduced incomes hecause of the change. :

“Large property owners, while not usually wage-earners, are frequently, never-
theless, because of their organizing and managerial ability, among the mott effective
laborers in the industrial world. A considerable reward is necessary in order to
induce them to oxert their best efforte and 'hus to maintain productive efficiency.
It appears, therefore, that the only additional fraction of the national dividend which
could be safely turned over to labor for current wages is that part used by the rich
in the purchase of needless luxuries. While this is an immense sum in the aggre-
gate, it is still not large enough materially to enhance the average wage rate.

.*“'The ordinary wage-earners of Russia have made the most vigorous effort in recent
history to profit by the confiscation of the property of the well-to-do and wealthy
classes. The resulting paralysis of industry, with the dire ‘?overty and even starva-
tion resulting for those very working classes that the confiscation was intended to
benefit, are facts too well known to require elabefation. It is clear that the work-
ingman can not with safety destroy the equipment both tangible and intangible
which-aids him in production, and that, without the orpanizing ability of the cap-
tains of industry and the savings of the propertied classes, the equipment needed
for production is holpelessly inadequate.” .

Politicians or others seeking to array one class against another class, and especially
the farmer’s business against the manufacturing businese and the distributing busi-
ness, should bear in mind that the continuance of a moderate personal income tax,
(that will not drive away capital), is advocated by the proponents of the sales tax,
andtl&so a $6,000 exemption to all alike, from these annual sales, subject to 1 per
cent tax.

There is no evidence whatever that 1 per cent (3 per cent maximum pgnplid)
sales tax will increase existing prices to any consumer, if there are no other business
taxes. On the contrary prices will decrease because the present actual pyramidinlg.
due to existing taxes averages 23 per cent. Consequently the consumer should greatly
profit by this difference of 20 per cent whon present taxes are abolished, to say nothing
of the restored business activity, healthy competition and permanent employment
o{.}‘abor which will create the demand for food products and manufactured articler
alike.

Assuming, however, that the consumer, that is, everybody alike, does paﬁ lor?2
per cent more for what he buys, and that one-half the buyers, or those who have no
capital, have also to pay this'1 or 2 per cent as consumers. .

ome mistaken Representatives in Congress greatly underrate the intelligence of
their farmer constituents by claiming that they will not approve this minimum
indirect tax to all alike, for the support of a wise and beneficent Government. Does
any American voter, man or woman, feel proud of such a fact, if it be a fact, that
not pay a cent, directly or indirectly, in support of the Federal Government?

Or proud of his representative in Congress who claims 1hat that is what the farmer
wants to sy and vote? .

On the contrary, let us quote a paragraph from the autobiography of the senior
Senator of the great farming State of Wisconsin, who ha+ long heen very radical in
his support of the poor man as compared with the rich, and whom no one has had the
ltemet'ltig(.»'_ to accuse of ignorance of facts and theorics applicable to the business of

aw-making.

This paragrarh in his chapter on ‘‘Taxation.” reads as follows:

“When De Tocqueville said ‘the most powerful and perhaps the only means of
interesting men in the welfare of the country is to make them partakers in the Govern-
ment,’ he uttered a truth which applies quite as forcibly to Taxation.”

ECONOMIC AXIOMS,

In Emerson’s essay on ‘‘Wealth,'’ economic truths appear like axioms, indisputable
to any man or woman of common sense. It is easy to comprehend why the business
men of this country, who well know that they must be practical economists or fail in
business, are supporters of a simple ‘‘Sales tax and no other tax on busingss.”” The
great majority oi these business men, from the producing farmer to the distributing
retailer know that they must depend upon the satisfaction of their customers.

At the last election they demanded that the Nation’s business, the largest in the
world, with a debt of $24,000,000,000, should be‘run, in future, on sound business
principles, both as to taxation and expenditures. Party politicians and demagogues
can gain no advantage by misstating facts or principles any longer.
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Emerson says: ‘‘The right merchant is the one who has just the average of facuities
we call common sense; & man of strong affinity for facts, who makes up his decieion
on what he has seen. He is thoroughly ed of the truths of arithmetic.

‘‘There is always a reason, in the man, for his good or bad fortune,_and so in making
money. He knows that all goes on the old road. pound for pound, cent for cent—
for eveg effect a perfect cause—that good Juck is another name for tenacity of Btg-

. He insures himself in every transaction, and likes small and sure gains, .
ity and closeness to the facts are the basis * * *, \

“‘Political Economy is a8 good & book wherein to read the life of man and the ascend-
(a’ncy l't)f laws over a‘l'l private and hostile influences as any Bible which has come

own to us.

““Wealth brings with it its own checks and halances. The basis of political econ-
omy is noninterference. The only safe rule is found in the self-adjusting meter of
domand and supply. Do not Jegislate. Meddle and you snap the sinewa with your
sumptuary laws. Give no bounties. (Note: No tax exemptions to any class.)
Make equal laws, secure life and property, and vou need not give alms. Open the
doore of opportunity to talent and virtue and they will do themselves justice and

‘property will not be in bad hands. In & free and just commonwealth, property
os frt:m ‘the idle, and the imbecile to the industrious, brave, and persever-

ing.
ng“'l‘he lovel of the =en is not more surely kept than is the equilibrium of value in
society by the demand and supply. and artifice or legislation punishes itself by reac-
tions. gluts and bankruptcies.” * * #
‘Whoever knovws what happens in the &etting and ag:ndin of a loaf of bread and a
{)int of beer, that no wishing will chan e rigorous limits of pints and penny loaves;
hat, for all that is consumed so much lese remains in the basket and pot, but what is
gone out of these is not wasted but well spent if it nourish his body and enable him to
hiﬁ:h lzie aaals-;’-knowr 11 of political economy that the budgets of empires can teach
Since this essay was written the improvement in farming machinery culminating
in 1920 has increased the efficiency of 1 man’s skilled labor to that of 50 men in Emer-
son’s time, and required large farming investments of capital in land and eqripment,

A CORNER STONE OF BUSINESS,

Wall Street is heco! better lc(il;:il.lted with the Department of Agriculture at
Washington. It is a wonderful organization, touching the economic life of the penple
at every angle. It hasadded uncounted millions and perhaps billione to the country's
wealth. 1t represents one of the corner stones of business.

Beneath the main floor of the Capitol at Washington is a row of marble columns,
known as the cornstalk pillars, Figuratively, the Catgitol restsupon them. They were
the conception of Thomas Jeiferson, to typify that this country is founded upon agri-
culture. Its capital investment now represents $80,000,000,000, an amount equaled
by no other industry in the world.

In the past six years our combined agricultural output ageregated $111,000,000,000,
practically twire the German reparation judgment. Within a generation our
avorage a~re vield has heen increased 25 per cent. Plant and animal diseases and
insect pests have Leen succenfully met. New types of cereals, grasses, fruits, and
textiles have heen developed. Desert wastes have l.een made to blossom and pro-
duce food and clothing. The food supply has heen greatly increased in quantity and
variety, with b consenquent improvement in public health and wealth,

But agriculture did not accomplish the:e things by a blind groping. ‘The organiza-
tion at Washington is the directing brain of American agriculture. Wonlerful are its
scientific and technical arcomplishments. In one Government departmant at least
economists and seientific men of the highest order have delilierately turued their
hacks upon husines¢ advancement for the joy that comes from service to mankind,

The head of a division said to the Wall Street Journal: *‘Salaries are emall, hut the
men stay until their family needs make it ahsolutely necessary to leave us.” The
tale of recent years is an impressive one, showing what it costs these men to serve the
common welfare. One voung man, whose salary was not large, laid aside an offer
of $4,000 a year more than he was getting to carry on absorbingly interesting work,
Another, when he had to leave his $1,500 position, took a $10,000 place; another went
from a $4,500 position to & business firm that %dd him $20,000. Another not long qi:
refused an offer of $16,000, and is still giving his services at $5,000. Inetances of th:
kind can he multiplied over and over again,

This is the spirit that is building up the agriculture of the country and adding so
much to the general prosperity. Wall Street can take off its hat to the Department of
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Agriculture, knowing that true creative work is poor humanity’s nearest approach to
the divine. (Wall Street Journal.) A

The American farmer “0-dsy is not a mere laborer—he is & capitalist and employer
of skilled labor and teas .er of unakilled labor, and a worthy su r to Washington,
the skilled farmer of his day, who was likewise, naturally, economist and statesman,

Mr. Hoover stated in February, 1921: ‘The investment of capital in reproductive
works is the most beneficial operation known to humanity. FExport surplus can be
reinvested in productive enterprise outside our borders.” :

HIGHEST WAGES IN THE WORLD,

“ American industry has always paid the highest wages of any country in the world,
and in the past has still been fairly succeasful in world trade. The reason is that its
industry produces more per man than that of any other country. The American
workman produces more, simply because of more horsepower behind him. In Eng-
land, for example, the average is 1} horsepower per worker. In this country, 15 years
gg, the average was 2} horsepower per industrial worker, and now it is 3§ per man,
, m this comparison with oné of the moet forward of European manufscturing coun-

%iu it ig’guy to see how American industry can compete with the cheaper Iabor of

urope. , .

The quick recovery of this Nation from present economic conditious is within the
power of the American farmers, and they will hoed the object lesson of Soviet Russia
and the consequences of delay.

Th:z will instruct their Representatives in Washington to ?eedily repeal all tax
laws that now obstruct business, and constitute 23 per cent of the present tax cost
and price to the consumer. . . ,

Make the small 1 per cent sales tax universal with no class exemptions except of
$6,000 “rer annum to the small dealerand farmer alike. Then watch the country grow
in weulth and ﬁ) erity.

Edward A, mdgwrd in a valuable paper on ‘‘Congrese’s tax Yroblemu," in the
New York Times, A ril 24, states: ‘‘The business sentiment underlying the sales tax
is a revolt from the theory that taxes are best levied on profits, that is on production
and capital * * * Until there is a business revival the "Preasury. can not rely
. mn rofits taxes whatever their meritsorrates, * * * Naturally business thinks

t the weight of taxation should be shifted from nroﬁts and production by eq‘)ital,
to consumption by the masses. Naturally the politicians pose as defenders of the
Sne.l'l;u' l‘)%geving tlha.'t’gefeat at the next election awaits the ‘taxers of the backs and

es of the e, . .

(Note: Suchpeo iticians are certainly not statesmen nor economists or they would |
know the fact that the Federal Department of Justice in its investigations under the
Lever Act came to the conclusion ‘‘That the lpyramided mrmﬁu taxes added 23.2
per cent to the price to the consumer.”’” The 1 per cent ssles tax adds only from 1
per cent to & maximum of 3} per cent for tax cost when pyramided according to the
number of manufacturing or other eteps between the farmer and the ultimate retail
consumer. The substitution of the small sales tax would thus make an immediate
saving in tax cost of the difference between 23.2 per cent and & maximum 3% per
cent or oyer 20 per cent reduction on retail prices.)

WHAT I8 THE 8COPE OF THE GENERAL SALES TAX?

¥From address before the Economic Club of New York, by Huih. Satterlee:

“So far I have p;:fonely refrained from particulars as to what things might be
exemgt from a general sales tax. Certainly goods, wares, and merchandise should
be subject to it, Some lead vocates of & general sales tax, among whom is Mr.
Charles R. Lord, stop there. They eay it is easy to determine what are s, wares,
and merchandise; that a 1 per cent tax on such articles will yield sufficient revenue;
and that an attempt to extend the ta- to other things would cause complications
that might defeat it altoﬁether. On the other hand, another group, among whom
i;ogirf)l eyer l:" Roﬂmch , believe in applying the tax to all sales with the fewest

e exceptions. .

“It may bgreulled that my table of dEa:aible subjects of scles divided them into
five classes—goods, warés, and merchan real estate and capital assets, the use of
property, choses in action, and services—all of such classes ng instances of

sales taxes. It is perba“ln a matter for further study and consideration
whether the last four classes should be included under & general sales tax, Cer-
tainly the exclusion of one or more of them wonild not be fatal to the principle.

“However, there seoms to be no conclusive reason why sales of real estate and
capital assets, sales of the use of property and sales of services should not be taxed

58408—21—7
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tlo;i with goods, wares, and merchandies. But sales of certain choses in action,
notably stocks and securities, present features of considerable difficulty,and some
exceptional treatment must undoubtedly be accorded them.

*What the people undoubtedly want is lower taxes. But. realizing that taxes musi
remain high for a considerable period, they demand and will insist upon three things:
fl) That the burden of taxation be equall :ﬁ:oad; Sz) that taxes be capable of being
orecast with reasonable certainty; and (3’5 t the r of computing and reporting
tax liability be reduced to & minimum. As between a multitude of heterogeneous
specificsales taxes and a uniform turnover tax, who can doubt the eventuel decision,"

SALES TAX IN CANADA,

We quote from & recent statement made by Sir Edmund Walker, president of the
Cund?m Bank of Commerce. Sir Edmund is perhaps the leadi tizen of Canada’
and is an authority on the subject of finance and taxation in international repute.
His statement is as follows:

A small tax on the sales of commodities and real p‘r:gerty in Canada would hurt

.80 little, would be so fair, would be so easily collected, and would uce sach. 8 very
Iarge sum that to fail to levy it seems excusable only if it can be to be imprac-
ticable. We are levying heavy surplus profits taxes, and many well-intentioned

le think that we are &uatly Jnﬂhl.g the so-called profiteer but we are really
m;megoouethsthyo o golden egg. n he can do so he doubtless s the
tax on to the consumer, and escapes punishment himeslf, and the tax thus becomes s
hoomerang as far as the public is concerned. If we cleuiy know what we mean 13' a
rroﬂteer and can find , let us punish him in such & manner that the penalty
m can not be passed to the ul buyer.

“But in ordi cases we are taking from enterprise the profit with which further

ente would be created. It is from the accumulated profits of & business that
of both plant and scope of operations mostly become possible. What do we

will happen if we ly take such a large s of that profit away? It will
be said that some concerns make too much money. But, a8 we m]gued & year ago,
that should be demonstrated by the relation not of profits to capital but of profita to
turnover measured again by the proportion of possible turnover to capital. The
manufacturer who-turns his capital over many times, serving the public for a trifli
profit on each sale, but making a large return on his capital because of his skill an
activi ghtguld nuloly nat be punished by excessive taxation for being an excellent
servan ] e, »

““The taxis t{’:lo\lr’emlly admitted to be unscientific and will do incalculable damage
if continued. It was justified only by war conditions and only for the period of
their duration. The surtax features of the income tax when carried to the extreme
percentages now in effect are little less unwise and unfair than the excess profits
tax. Those who are large ehareholdersin business enterprises should be ready to take
up new share issues in such entergrieea, as extension may prove necessary. Taxation
which first takes a large share of the profits from the company, and then a large share

"of the dividends of the same company because they hspgen to be a part of a la
private income, may seem to be sound policy to many, but if what we seek is the
general , it is deadly in its effect upon business enterprize and industry.

“T believe every citizen in Canada wishes to pay for past of the cost of the
war. He only desires that his abilité/ to pay shall be re . A tax on the turn.
over of all buainess transactions would punich no one, and yet would mean the reach-
ing of a moet mportant substratum of the national income, in the creating of which
ever«’gody has joined.” * # #

‘“While we must for the time being levy enough taxes in some form to pay our
interest charges, and to make, a8 we hope, some steady if slow reduction of the national
debt, we should always bear in mind that it is only by the growth of the national
income that we can expect again to reach a time when taxes will not be a drag upon
our prosperity.”’ ’

THE INIQUITOUS INCOME, TAX.

The Northwestern Miller states as follows: .

‘A recent editorial in the London Times saya: ‘The underllying idea of the excess
profits duty was theoretically sound. * * Unfortunately, as usually happens
when le@sfstive enactments are insufficiently considered, the actual results were
unforeseen. The duty enco waste and discouraged enterprise; it has affected
prices. introduced a fatal element of uncertainty, and has been unfair in its incidence,

¢*4The business world beartily condemned its continuance after the armistice, and

.last spring vigorously urged its remission; * * * there is no doubt that the pres-
ent trade depression was precipitated and accentuated hy the crippling results of




SALES TAX—PROPONENTS. - . 99

overtaixation, which deprived commerce and industry of capital needed so much for
condnotinﬁ‘opentiom on the prewar scale owing to higher costs, as for development.’
*What has proved true in Great Britain will prove true and is now proving true
in the United States. It is not alone the amount of tho tax, but the method or rather
lack of method, of its collection which is taking the spirit of confidence out of Ameri-
can industry, disco ng enterprise and forcing capital into investments which
being tax free, are not giving that individual incentive to business which is the natural
and proper expression of the American desire to develop and expend the resources
of the country, thereby restoring it to a reasonahly proe%rous state, * * * :
¢ The new administration came into power with the implied promise of reform in
Federal taxation. Since its accession the feeling has been made manifest, in a manner
overwhelmingly positive, that its very first duty to the country was to efiect an im-
mediate change in the income tax, to make it less complex and burdensome, and to
afford the taxpayer prompt relief. The country is anxiously awaiting positive and
direct action, and is not content to perpetuate the old system for a single day longer
than may be nece to affect a radical change. :
*¢ It is now indirectlv informed that the new administration is of the same opinion as
its predecessor; that it retains the same advisor and holds the same point of view,
doubtless through the influence of this advisor, concerning the direct sales tax, which
meantime has been rapidly growing in popular favor, :
¢ It is not clear what the objection of the politicians and bureaucrats to the sales tax
is actually based upon.”

NATIONAL REAL ESTATE JOURNAL,

Excerpts from gnper in National Real Estate Journal, April 11, 1921, on_Federal
tax pi bl{ has, T, Moffett, chairman of the tax committee of the Nationa)
Association of Real Estate Boards, also chairman of the tax committee of the National
AfssAociaqion of Building Owners and Managers, and a vice president of the Tax League
of America.

Real estate, while representing interests of very mt importance, has definitely
refused the bhait of immediate relief by way of claims for exemptions of mortgage
- interest under the Federal income tax and now has no self-seeking demand to make.
What measures are for the good of the whole country are assumed to be good for owners
and agents of real pro?e&tg, and to the extent that those remedial changes are wise or
not lies the interest o up of business men.

Nationally organized real estate does not demand any exemptions or subsidies—
it will await the legal and economic changes that the wisdon of the legislators and

courts, backed by the intelligence and resourcefulness of the citizenry, approve -

and aid. .

Realtors have carefully studied the efiects of the revenue laws of 1018 and have
made up their minds where remedies are to be sought. They have suffered from the
unusual features of thoee laws, such as the surtax income application to gains from
sales of capital assets over the fair market value of March 1, 1913, but they do not
complain because the revenue collected was for the winning of the war.

To be able to pay the wardebt as soon asis practicable, it holds that business, includ-
ing all aétivitiesin merchandise as well as in realty, should be heard to point out the
manner which its' exponents deem most fitted. o

Industry has been clogged with new taxes as well as with discredited forms of taxes.
The usual selected excises are arbitrary and indefensible on any known principle,
crippling those persons engaged in particular lines of production, letting escape many
more in lines not affected. There is no proper equity in this state of afiairs. If
exciges are to he laid, and they must, why should they not be as nearly universal as
possible with important or even vital reductions in the rates? Heavy budiness inter-
ests are demanding llet this with a view of spreading the burden throughout the whole
Nation. It is the Nation’s affair to pay the debt and the whole Nation can do it more
easily and quickly than can selected lines of business.

So industry asks instead of 75 ‘hit-and-miss” excises that a low rate, preferably
1 per cent, sales tax or excise be laid upon all persons or institutions selling goods,
wares, and merchandise, whereon the cost of collection does not exceed the tax.
Whether the Congress will extend this tax to cover services, leases, rents, gains from
sale of capital assets and chowes in action, is unsettled. ) )

For itself real estate comes forth to say that if business wants this general, equitable
tax, and it should he held back by a consideration of whether or not the tax apply to
rents and yains, then real estate is nevertheless for it. This attitude ought to settle
any question as to whether or not real estate wants the old patchwork of excises blown
away and a fair, equal tax laid on sales, 1t catries, too, the proposal that this tax is
. to discard the now generally unworkable and discredited excess-profits tax, and also

o ————
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- the capital stock tax, the excessive rates of income surtaxes, the admittance taxes,
the transportation taxes, the luxury taxes, miscellaneous oxcise or sales taxes now in

One of the most comB:hmng reasons why real estate should actively join other
great interests in urging form of taxation, new in form but old to American prac-
tice, is this: Business always has supported the Government of the United States;
business expects to; business interests now say that they demand an oppormnity to
use their trained intelligences on the form of Federal taxation to relieve themselves
of the obnoxious forms which are now in operation, known as the revenue laws of 1918,

If business men want a different form of tax, real estate should en them
togetit. Business wants it because it &reaenu to their minds several virtues
ofa tax. It issimple; it has equitable univemality; it is privately ascertainable
by yer; it is abundantly productive. The proponents of this tax do not
deny that there would be many taxpayers, and there t to be; and the adminis-
trative machinery of collection of the tax is & mere d and should not be put up
a8 s bar. Students of taxation for years have been demanding a wider of the
tax burden; and Government officials now come forward and say the gross sales tax
would be too widely spread. It is no such thing; it is far otherwise,

We consider the gross turnover or sales tax highly practicable. Its simplicity is
apparent. The tax attaches to the one thi t every business man for his own
u&llwtion finds out voluntarily; he knows his gross turnover, either daily, weekly,
monthly, or annually in any event, it being the interesting feature of any business
::«L it %a on this tpoint of information, free from any complications, that it propoaed

x 1 per cent.

This tap: may be in one way looked at as a layer of the expense of doing business,
1 cent out of the hundred of the selli.ni price being the share and proportion of the
Federal Government. For this share the Federal Government guarantees the value
of the commodities dealt in by the maintenance of internal peace. Itisnot a loss;
it is & just expense, A good government gives solidity to commodity values. Goods
lose part of their value under pooi government, and have no value where there is
no proper government,

'llzne incidence of the tax is the price set upon the thing wanted by the buyer in
the hands of the seller, or vice versa. The sale is necessarily the meeting of the minds
o{) lthe tgctbryl)!srﬁes as to the reasonable value at the moment and it is finally ascertain.
able an . ’

There never was so much interest displayed in our country on taxation as at the

resent time, and there is o very simple reason why thisis so. Heretofore all citizens
ve been willing to atlow our cal representatives to make the tax laws, aided
by what help they sought from business men, economists, and Government oiﬁcisla,
but we have never before had so stupendous a debt nor such large annual appropria-
tions, and it behooves business men who pay these bills to express themselves upon
the form best suited to accomplish the end in the simplest, fairest, and most e t
manner. It is the form of the tax which is urged and not the amount of it.

It certainly seems but proper that the Congress and Government officials should

pathetically listen to business men whose main work is the labor in finance.

oy also represent the tax-paying capacity of the Nation. It is much more difficult

to 'B.y the taxes than to le&m an collect them.

he gross turnover or sales tax originates outside of the Treasury Dos;rhnent.
It is urged n?inn the o?poaition of some of the Government officials and that oppo-
sition has nof merely passive, but it has been active in presenting its ob ns
to numerous conventions and through nationally organized institutions. Let no one
sssume who has not followed the contest over this form of tax that some of the
officials have not actively worked for its destruction. Every device is brought for-
ward to bar consideration of this business men’s proposal. We believe the moment
it becomes an accomplished fact it will justify itaelf,

In this connection it is but fair to say that the obnoxious features of the revenue
laws of 1918 were not throughly submitted to the taxpayers and the taxpayers
no objection on account of the emergenc?' feature of the legislation at the time, nor
did that objection become at all crystallized until more than two years after the
cessation of hostilities and the burdensome features of the laws were fully exm-
enced. Fair play itself would seem to indicate that the Oor:ﬁlw and the
tration, having secured its ends and conducted the war under the present laws, should
give business men the “half a chance’’ to indicate what forms of taxes would be most
agreeable to them in carrying the tremendous load of debt and present expense.

The gross turnover or sales tax should be collected more frequently than annual
taxes, vin'g less disturbance and strain fo the financial situation. It should be
optional with the taxpayer to pay his taxes monthly, quarterly, or annually, and the
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L )
likelihood is that the great majority of revenue collected under this form would be
paid monthly, relieving the strain now imposed on our banklnf facilities,

Should the turnover or sales tax be put into effect in 1921 it is said by business
men, and we believe it, that they would prefer to start their monthlgopaymanta the
moment the necessary blanks were ready for distribution by the Government, in
addition to paying their taxes under the older forms concurrently and d the
next year or two, thus closing out théir tax liability with finality as they go along,
instead of being continually threatened with unknowable demands at future times.
The fact is that the Government officials who have pro the present tax laws have
& certain pride of accomplishment in their work and they would like to see that work
perpetuated in some reasonable form if that form can be found. The sales tax
0 tes outside of the usual tax law foundry and for that reason, 8o far as I see it,
it has very hard sledding with some officials, .

REMOVE TAX OBSTRUCTIONS TO BUSINESS,

The United States Chamber of Commerce at its annual convention on April 29
ordered that the subject of sales tax be immediately submitted to a referendum of
the organization’s mem P .

The chamber adopted & declaration of principles on American enterprise which
urged the Government to adopt a ‘‘hands off’’ policy toward business except for the
purpose of preserving a fair and active field of iree competition.

““A wholesome standard of living is essential to general contentment,” said the
declaration. ‘‘That standard depends upon the intelligence, work, and thrift of the
individual and improves as the total production of the county increases. - Hence,
restriction of production or obstruction to distribution must necessarily undermine
that standard, resulting in injury to all citizens of every class.” (Italics ours.)

Agked that the Government adopt a policy of less burdensome rates upon capital
gains and income received from business,

COOPEBATION 'OF FARMER AND RETAILER. e

The retail t is the buying :fent and representative of the consumer. His

success depends upon how well he suits his customer. This obligates him to

a full assortment of stock for the convenience of the consumer to relect from. G

will booovxineo his chief assct, and disappears if he overcharges in price or faile to give
service,

On the other hand there are the manufacturers, brokers, and other intervening
stages between the crops of the farmer and the finiched product, who can, any and all,
close their offices or factories from three months to six months at a time, d{scharge their
employees, stop buying and thus depress the market for the farmer’s raw_products,
and thus create artificial advances in prices of manufactured goods. The many-
facturer can increase the price of labor at will or at the demand of any irresponsible
minority of wage earners, and along the bad results of any errors of judgment or
msltloagement to the retailer who must work primarily for the farmer as his: largest
customer.

The farmer can not stop his farming operations for six months at a time and go to
Europe for a pleasure vieit as the owners of some textile mills did in 1920, and the
retailer, likewise, must not only take all risks of carrying on husiness, including de-
preciatfon of stocks on hand, but can close his store enly by relling out or going hank-
rupt. Again it is up to the retailer to collect the cash from the consumer for the sup-

rt of the :nanufacturer, wholesaler, etc., a.nd aleo to collect the tax to support the

vernment.

The retailer has no choice in the matter. The Federal tax is the first claim on his
asmets. Itisa cost that must be considered first of all the costs of doing business. It
comes ahead of the pay roll or the rent, Unless theso coets are all included in the
g‘ice paid by the consumor, there is nothing left for the retailer's interest on the capital

vested or reasonable hvi¥ profit for conducting the business.

It, thevefore, behooves the farmer and the retailer to cooperate and remove the
chief obstruction to normal business to-day, which is—*The destructive, wicked, and
ruinous policy of taxation” (as stated by a leading economist)—and which coqt{nueo
until such laws are repealed which now add indirectly (see report of investigation by
;hsdbgp?hment of Justice under the Lever Act) 23.2 per cent of the excess price now

@ consumer. .

The National Retail Dry Goods Association, ‘composed of the largest department

- storesin the country, states 25 per cent ea the tax addition included in the consumer’s

price,
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THE CRUX OF THE BUSINESS SITUATION,

" The Literary Digest for April 30 refers to the Federal Trade Commission report to
the President aa atatiniiin part *‘ The movement toward the reduction of prices to the
consumer is retarded chiefly in the retailing stage.”” The consumer’s cost of living—
and the farmer is one of the principal consumers—is too high and must be reduced
before renewed buying will restore business to healthful conditions.” It would
seem obvious that a conference hetween the Department of Justice and the Federal
Trade Commission would disclose that the Government, i. e,, Cﬂ:fl‘eﬂ, is responsible
for any delay in removing the chief obstruction to lower retail prices.

Caleulations of the sales tax on a suit of men's clothing retailing at $60 presented for

analysis,
Proportion
Proportion| ‘of shifted
Commodity, July 15, 1020, Sale value, | L RETcONt | percent |,y qmiqeq
salestax. | of total resent
sales tax. | PO

!
i

0.085 0.4 0.9
.08 .03 1.2
.10 0 1.4
.13 09 2.1
.18 A2 2.8
40 .26 53
.60 .39 9.0
1,56 1.00 2.2

Total sales tax, 1.56, is 2.61 per cent of the price, $60, paid by the consumer. Pres-
ent i;:nyl'amided shifted tax is 23.2 per cent of the price paid‘m' the consumer, nearly
:glt t:s as much as the tax cost included in the reduced retail price by the proposed

“ x.

It may be noted by the above table that wool, the basic raw material, pays 1.2 jm
cent, but the finished suit 9 per cent of the total 23.2 per cent tax cost which isincluded
. in the price of the suit to thé consumer. .

The law of agglpl{and demand has already reduced the cost of this quality of suit
as of May 1, 1921, by 30 per cent, as compared with July 15, 1920, ces chan
from day to day, according to supply and demand, but the 2.2 per cent tax cost
indc:&end;g:l odmafikgltn ﬂ::ltuagom “:e%i :vill nlin“ until the pre:entvruein?u taxes
are all repealed and the sales tax subatituted, when a ent 8a’ of ave
20 per cent will be realized in lower prices and increuegom:? e e

' present for analysis calculations of the sale tax on the same quality suit of men’s
clothing, but now retailing at $40:
New Yorg, May 3, 1921,

My Dzar Mr. Burron: In regard to your telegram in relation to the sales tax
primer and my estimate of the cumulative taxes on the cost of & suit of clothes made
8 year ago, asking that I bring it uﬁ to date and give you these items, based on exist-
ing costs for same Quality suit. They are as follows:

JRAI N e o - oV e nn e bowns —— ————

Proportion

Commodity May 1, 1921. Sale value. :3‘; 32? %?fmlt
sales tax.

$2.45 ( 0,024 0.02

2,80 N .03

3.50 .035 .04

875 N .10

8,78 .09 +10

27,50 27 .30

40,00 +40 .40

............ o4 100,00

Or 2.34 per cent of the price to constmer.
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You will notice that the percentage has been reduced from that shown in the original
estimate made a year ago. This is due to the fact that raw materials are now abnor-
mally low, whereas manufacturing processes, which include labor, have scarcely

been reduced at all. .
Trusting that this information will be of service to you, I am. with friendly regards.

Very truly, yours, Wn. GoLpMAN

STATEMENT OF JOHN 8. HORD, WASHINGTON, D. C.,, FORMERLY
ggnmggon OF INTERNAL REVENUE IN ' THE PHILIPPINE

Mr. Horp. My name is John S. Hord, and my address 1436 M
Street, Washington. MK occuratnon has been in past years collector
of internal revenue in the Philippine Islands. ‘

Senator McCuMBER. For how many years, Mr. Hord ?

Mr. Horp. I was collector for six years.

Senator McCumBER. Between what years was that?

Mr. Horp. From 1904 to 1910. I was called on by the commission
to prepare a draft of a sales-tax law for enactment, which I did. Sub-
sequent to leaving the Bureau of Internal Revenue I was put in
charge of the Bank of the Philippine Islands, and although I was
very unpopular when the tax law was started, I was made president
of the Manila Merchants’ Association by the merchants of all nation-
alities, and for eight years I was president of the bank and for three
years president and a director of the Merchants’ Association. There-

ore I claim, as regards commercial conditions in the Philippines,
through those various activities I acquired a good kniowledge.

Senator McCumBer. Will you kindly, then, explain just what the
Philippines sales or turnover tax was, and how it operated during the
time you were there, and how it has since operated, so far as you

ow ¢
Mr. Horp. I should like, if you will ;l»,ermit nie, first, to disabuse
your minds of any statements that have been made here this morning
discrediting the Philippine Islands as a commercial country and as a
proper example for a tax Sﬁ'stem for this country. May I doso?

Senator McCuMBER. Follow your own course of explanation.

Mr. Horp. I will not ask you, gentlemen, to believe what I have
to say, although I lived in the islands for 16 years, but I will ask you
to believe what a Member of this Congress has said lately. )

Senator JoNEs. I would rather have what you have to say about it.
We can hear these Congressmen at any time.

Mr. Horp. It is very pertinent. I am quoting from a speech made
on the floor on the 16th of December,

Senator SiMMoNs. What Congressman ?

Mr. Horp. Congressman Frear, who with 20 other Members of
Congress made a visit to the Philippine Islands. Mr. Frear made a
speech on Philippine independence. .

Senator SyMMoNs. He is the Congressman who was rather decidedly
opposed to this bill ¢ )

r. Horp. Yes,sir. Hehas made another speech afamst thesales- -
tax law. He gave me a copy of both speeches, and I want to refer
to what he said about conditions as he found them in the Philippines
‘a few months ago, not as regards what he said about the sales tax.
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In 1905 it became necessary to adopt a sales tax in the Philippine
Islands, together with other taxes then existing, which provide suffi-
cient revenue to supply the islands with the amount they would lose
through the cessation of customs duties whenever those islands were
given reciprocal free trade with this country.

The sales tax then adopted produced within a few years sufficient
funds to justify Congress in giving the Filipinos free trade, such as
had been given some years previously to Hawaii and Porto Rico.
The amount collected to-day from the Philippine sales tax is some-
what greater than the total customs revenues were 16 years ago.

Also it has been possible since the establishment in the Philippines -
of the sales tax to very greatly increase the number of schools, hos-
pitals, public works, ete.” But I will quote from a sﬁeeob delivered
on the floor of the House on the 16th of last December by Representa-
tive Frear of Wisconsin, former member of the Ways and Means Com-

mittee, formetly & member of the Committee on ar Affairs, and
who last year, with 20 other Senators and Representatives, visited
the Philippines.

Sen’ator McCunMBER. What you have just read is your own state-
ment ‘ '

Mr.klgonn. Yes,sir. Ishall now quote the substance of Mr. Frear's
remarks:

First. That the Philippine Islands have made the most wonderful
development in all history. Have progressed most marvelously since
1898. A record of 20 years of unexamfled progress.

_Second. That they have risen rapidly in the scale of education,
industry, and general enlightenment during the 21 years that have
elapsed, having trebled the number of public schools and cut down
lthetn'1 ([))ercentage of illiteracy from 55 per cent to 30 per cent in the
as ears,

Third. That, com%a.hred with the results in the United States, the
advancement in the Philippine Islands is marvelous. For years they
have maintained their own Government against the strenuous efforts
of exploiters and speculators. .

Fourth. That they have a modern budget law and, in 1919, a cash
balance of $6,000,000 in the Treasury. That they are completely self-
sustaining, the United States not contributing $1 to their support.

Fifth. 'That their foreign trade has reached $250,000,000 a year,
two-thirds of which is with the United States. They have a large
number of well-managed manufactories and have built 600 miles of
- railways and '7,000 miles of macadamized highways.

Sixth. That less than 2 per cent of their farms are mortﬁgged, and
that 90 per cent of the Filipinos own their own homes. That they
have modern hospitals and strictly enforce their health regulations.
That they subscribed more than their quota of Liberty bonds during

* the war,

The above is the situation as found by Representative Frear to
exist in the Philippine Islands 15 years after the sales-tax law went
into operation. y member of this committee who desires to
obtain a gloomy contrast to the vivid figure painted by RePﬁlesenta-
tive Frear should certainly read the annual reports of the Philippine.
Commission to the Secretary of War in this city during the five or
gii: ygsars.that elapsed before the sales-tax law was enacted in those
- islands.
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isl'l‘h(tiss islands were then bankrupt. The sales-tax law saved the
an

. Sixteen years ago the Philippine Commission did me the honor to
ask that I prepare a draft of a sales-tax law. This I did, and four
years later when, as collector of internal revenue, I could certify
that the new tax law would supply the necessary revenue, I was.
detailed by the Philippine Commission to come here and make these
facts manifest to Congress. Twelve years ago I appeared before the
Committee on Ways and Means and before members of this committee
with all necessary data to show that the sales-tax law in the Philip-

ine Islands was a success. Largely on the strength of these proofs.

n saw fit to give the islands free entry into this country for
all of their products. . .

The reason I have come before this committee—the chairman of
this committee has not asked me individually; but hestated in Decem-
ber as follows, as quoted in most of the papers: :

We are facing the biggest problem ever faced by any country, It is going to ta
the ingenuity of experts, and it requires the help of legislators, the Government, and
the business community to equip America with proper revenues.

No less an authority than the Hon. Ogden L. Mills, chairman of
the advisory committee on platform and policies of the Rel;mblican-
National Committee, a couple of months before Senator Penrose’s
statement, pointed the way. In a report to the full committee he
refers to the Philippine sales tax as being “in successful operation,’”

and adds: .
Other things being e%ual, it would be desirable in this country to test, by actual
practice, side by side, the comparative virtues of the sales tax and the income tax.
1t would be, if not easy and simple of operation, at least more simple and certain

than the income and profits tax.

One of the questions up now, as I learned by the papers, is the
general belief or attempt to produce general belief that the burden
of the sales tax will be on the v3001' man. There never was a more
complete delusion than that. We have lots of proof to the contrary.
I am sorry I have not time to present all of the evidence to you, but.
heroe is the statement made b%‘}lames F. Smith, now a member of the
Court of Customs Appeals in Washington. In his inaugural address
as Governor General, some three or four years after the sales-tax law
went in, he stated, in referring to what America had accomplished in

the Philippines, as follows:

She destroyed without hesitation a wrong system of internal taxation, which im-
upon the poor almost the entire charges of government, and for it she substi-
ted a modern system of internal revenue which so distributes the load that every
citizen is compelled to bear his fair share of the governmental business.
This is a copy of an address I delivered before the New York
Chamber of Commerce last January. I will file this with the recorder.
Senator McCCuMBER. You may have it printed with your remarks,
if you so desire.

. Honp. I will not read the article, but I will refer to my sum-
mary, which is quite brief, and shows what the sales tax accomplishes.
[Reading:] : :

SUMMARY.
I hope I have been able to convince you that the Philippine sales tax was carefully

prepared and enacted, so—
1. That the total tax burden is distributed amongst all and to each according to his

ability and willingness to pay.
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2. That it is not a tax against the living wage and can be defended on grounds of

social justice.
3. That the tax rate is small, can be shifted, and is not heavily cumulative.
4. That it is easily assessed and fully collected at a reasonable expense, and withe

out harassing the tax;mrera. ]
5. That its productivity is such that it soon paved the way for free trade with this

oountr{; . - .
6. That its operation is so equitable that the Philippine Government now intends

to double the tax rate.
7. That 16 years’ satisfactory operation proves that it is neither unsound in prin-

ciple nor impracticable,
8. That commercial and industrial conditions in the Philippines and ttl;ia country

are sufficiently similar to prove that a sales tax would produce good results here.
. 9. That it would provide sufficient revenue to meet the extraordinary present

needs of this country.
10. That with Canada on the north, Mexico on the south, France to the east, and

the Philippines to tho west, all enjoying the benefits of sales-tax laws, it would seem
that this country could safely and profitably follow their example.

Senator McCuMBER. I assume we would understand it better if
you state what it is before you state what it accomplishes.

Mr. Horp. The Philippine sales tax is 1 per cent tax on all goods
wares, and merchandise, which accrues at the time of change o
ownership and is paid %xarterly by the merchant who makes the
sales. It imposes upon the— .

hSer:::or DiLLiNeHAM (interposing). It is not confined to mer-
chan

Mr. Horp. Merchants and manufacturers. There are certain
exemptions. We exempted all farmers out there. We considered that
farming is a basic industry, and they should probably be exempted
from produce of their own that they sold. course, the merchant
who sold farm produce began to pay the tax. There would be one
less middleman in the line from the producer to the consumer in
the case of i)roducts raised in the Philippines. Everything img)orted
y:otuld pay the sales tax, sold by the importer or by the man he sold
l o.

It is really a very simple tax. There never was any trouble about
collecting it. It was collected automatically.

I would rather, if you will permit me in these cases, to give the
evidence of other men, for instance, the taxpayer——

Senator MocCuMBER (interposing). May I ask you a question?
You take it in the matter of sugar manufacture in the Phnlilppines.
The farmer raises the sugar cane for cane sugar, and probably they
have some cooperative industries where they have an interest in it
after it is sold to the manufacturer of sugar, or is the system such
tha‘ti het gimply has no further interest than merely disposing of his
produc

.Mr. Horp. The sugar raiser in the Philippine Islands if he exports
his sugar directly, pays no tax. If he sells to another exporter,

. neither does any sales tax accrue.

There are no sugar refineries in the-Philippine Islands. Therefore,
there are no manufacturers of SQ%]M'. In fact, the Philippine sugar
is taken to Hongkong or sent to this country, and the refined sugar
that is consumed in the Philippines is brought back in a refined
condition, and that pays a sales tax when it is sold.

Senator McCumBER. That helps us to understand.

Mr. Horp. Yes, sir. |
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~ Senator McCumBER. I was not aware of the fact that there were
no refineries there. '

Senator DiLLiNGHAM. I did not mean to take you away from the
statement you were making. You were going to give us the results
from the summary of your New York address on the Philippine tax.

Mr. Horp. I gave that to the recorder. Itis a summary, and it
is quite short.

. Martin Bourne, who was vice president of the Manila Trading
& Supply Co., one of the large concerns in the Philippines, and who
has an office at No. 11 Broadway, gave a voluntary statement last
October. I might read just a few excerpts, wherein he explained
what the tax is. That is in answer to ﬁour inquiry as to how the
tax operated. This was published by the Business Men’s National
?l;).mmnttee of New York and circulated very widely They sent me

is copy:

Although not given to public discussion, even in the form of press statements, I am
very glad to give testimony in favor of the sales tax as the simplest and most efficient
form of business tax, I{mvingl been so innocent as to voice my enthusiasm on the
subject to American friends, they insist that the public here would be glad to know
how a 1 per cent sales tax o;i)emtes in another country. I know that I express unani-
mous sentiment of both citizens and officials in the Philippines. My enthusiasm ia

theirs.

Possibly its greatest eingle advantage from the merchant’s viewpoint is its certainty
and simplicity. It involves no guesework. He does riot have to figure in graduated
profits l})ercenuges to know what amount of price-loading is necessary to cover the
tax. He does not have to wait a year to know the amount of his tax. At the close
of business every day we know the amount of our tax for the day’s business. We pay
it quarterly. We aleo feel that we are mere collectors. The tax is a recognized cost
item which is figured in the selling Fﬁce. . .

The Phili;'>pine Government has found it a great success, both in the revenue pro-
duced and also in its effective collection. One never hears of any effort at evasion.
In a semse it both collects and paysitself. Noonefeels that the Government is taking
anything from him. He is simply collecting for the Government. If he failed to
account and pay over the tax, it would seem more like theft than ordinary tax avoid-
ance. Unlike the dptoﬂta taxes ih the United States, the Philippines sales tax makea
for conservation and certainty in figuring profits and selling prices and leaves nothing
to the future to embarrass credits and endanger solvency. >

We will gladly share with you the benefits of wise revenue legislation in the form
of the sales tax which we have received from wise American administrators.

The Secretary of the Treasury last September wrote to the Gov-
ernor General of the Philippines asking how the sales tax worked
and he received in answer a cablegram on December 2, which I will
read. It came through the Bureau of Insular Affairs, and this is an
official copy from the bureau [reading):

Hon. Davip F. Housron,
Secretary of the Trcamr%
(Secretary of War (McIntyre), Washington.)

Refeniqﬂg to letter from your office of September 30, 1920, I hope the Bureau of
Insular Affairs has already answered most of the questions in time to be of service to
you. They have a,&{rvs. forms, and regulations issued under our percentage tax on
merchants sales. is system was @ part of our first internal] revenue law, in 1904,
and has continued in effect ever since. The tax began with one-third of 1 per cent on
the gross value in money of all goods sold for domestic consumption. In 1914 the law
wag amended to increase the tax to 1 per cent, and ‘“merchant” was defined to
include manufacturers who sell articles of their own production, and commission
merchants. We are now considering increasing the tax to 2 per cent. It is the most
satisfactory, accurate, economical, productive, and equitable tax in our system, and
produces no public complaint except the just criticiem that some articles of ordinary
consumption are taxed more than oncein changin;; hands several times before reach-
ing the the ultimate consumer. Written report follows, HARRISON,
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I think I mentioned awhile ago that it produced more revenue now
and has done so for some years than the customs taxes amounted to,
wb:qh was the sole support of the island before the sales tax was

u m.

There was such an objection made here when I returnod from Mexico
a few months ago against the sales tax that I did not know what had
become of it. I went to Mr. Gabaldon, who is Resident Commis-
sioner for the Philippines and has an office over here in the House
Office Building. I asked him about it. This is his answer [reading]:

In answer to yourin , I take the pl in stating that the sales tax im
in 1905 in the PZilippi}oﬂlﬁmdo mﬁnugnm date g;gmduce substantial revg:.:t‘:l .
Since the initial opposition to this tax, which lasted only a few months, I have
of no funherte? tion to the payment of the sales tax, and therefore believe it is
being collected with little, if any, opposition on the part of the taxpayers.

. Inasmuch as we all should assist, as Senator Penrose remarked, in
helping this Government to provide a proper revenue law, I was
surprised at the time and since then that for several months after
this information was received here by the Secretary of the Treasury
his spokesmen and others have been around this country—New
* York, Cleveland, and Chicago, and elsewhere—attacking the sales tax, .
but not giving this information from the Philippines any publicity.

In view of what Mr. Frear has said and what reports from the
Bureau of Insular Affairs will prove, the Philippinc lslands contain
one-tenth of the p?)ula.tion of this country, and have advanced
marvelously. Mr, Frear has not exaggerated in that statement.
Their methods of commerce and manufacture and industry are the
same as ours here. There is practically no difference. Their sales
tax law is based on certain simple principles that govern everywhere
fundamental rules that govern wherever goods are purchased and sold
in any part of the world, and it is so simple that six sections in the law
cover the provisions of the whole tax. = =~ .

This is & statement of which I will give copies to the committee,

ublished by the American Review of Keviews, which encourages the
investigation of the working of the sales tax law in the Philippine
Islands, stating that this is the place where most useful and most
valuable information can be obtained.

Senator McCumBER. Do you want this article printed as part of
your remarks in the record ¢ .

Mr. Horp. I suppose it should be, yes; as part of it is part of the
article I gave the reporter.

(The article referred to is as follows:)

Tue SaLes Tax IN THE PHILIPPINES,

(From the American Review of Reviews for February, 1021.)

In the discussion of a sales tax as a practical measure for adoption in the United
. States comparatively little has been said regarding the experience of those couitries
*  which for several years have enjoyed this form of taxation. The country which we
can study with the greatest profit and from which we can most easily obtain informa-
tion is the Philippine Archipelago, where a sales tax has been in operation contin-
uously since 1905, The man who preparel the original plan for thie tax, adopted by
the Philippine Commission and who served as collector of internal revenue in the
Philippines during the first six years of the operation of the tax, is Mr. John 8, Hord.

In the course of an address before the Chamber of Commerce of the State of New
York on January 6, Mr. Hord outlined the features of the Philippine system and stated
;omtg o{I l:ﬁia wr?gm: believing that a similar tax might be successfully adminiatered

n the . .
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Before his experience in the Philippines Mr, Hord had for & time been in business
in Mexico under the e of Porfirio Diaz and his secretary of-the Treasury Leman-
tour, At that time the Mexican Government was collecting a sales tax which made it
possible to liquidate its heavy foreign and domestic obli?t.iona and to achieve pros-

ty. From his observation of the workings of the Mexican tax Mr. Hord had con-
cluded that it was both equitable and productive, and that its enforcement and the
manner of it:dnyment would not harass the taxpayers, This led him to propose and
formulate a sales tax project for the Philippines. In working out this project it was
necessary to convert the very complicated system of license taxes (known as the
“industria’’ law under the Spanish administration) into a consistent, uniform tax, easy
to understand, assess, and collect. He devised a scheme for a sales tax ata 1
cent rate Jm turnover, whether by manufacturer, wholesaler, or retailer. As to the
working of the law, Mr. Hord says: :

‘“When this tax law wae first promulgated there was % univereal protest of discontent.
To-day there is acarcely 8 murmur. bappy result is probably due to the follow-

ing facts—now well established:
‘It is easily assessod and Iullf‘collected. Therefore there are no nontaxpayers to

enjoy an unfair advantage over law-abi competitors. There are no provisions in
the mrodble of fulfillment and all administrative regulations were made to fit
comm conditions,

“‘The tax rates are low, but, notwithstanaing, the tax collections are ample for
all needs, which, together with the present general satisfaction with the law, would

seem to indicate that the total tax burden is evenly distributed.

‘' Internal revenue stamps are in no case affixed to articles of merchandise coming
into the hands of consumers. The stamps are glued to merchants’ licenses and to
invoices from the manufacturer to the merchant, but never are they glued to the

s themealves, Therefore, the ultimate consumer is allowed to forget (and has
orgotten) that he is paying a tax, ,

‘“The Philippine sales tax is not heavily cumulative, seldom exceeding 3 per cent,
and normally less than 3 per cent of the cost price of the to the ultimate consumer,
Compare with the luxury consumption taxes in country, which run from 3
per cent to 100 per cent, and on such necessities as the working girl and boy lunch at
soda fountaine will range between 10 per cent and 15 per cent,

“A report by the United States Department of Justice on the effects of the excess

ts tax in this country said that it had increased the cost of some necessities over
cent to the consumers,

“*It soon became well known to all in the Philippines that the tax on sales was
normally shifted along until the goods reached the ultimate consumer, and that on
him the final incidence of the tax rested. And that asall must eat food and go clothed
all must pay the sales tax.? .

I shall be very brief. I have written another article, for the Annals
of the American Academy of Political and Social Science. They sent
me some advance sheet proofs and told me they would come off the

ress to-day. I have covered the sales-tax proposition very fully in

his article. I can file this
Senator McCumprer. You can file it and have such portion inserted

a8 you desire.
he article is as follows:)

TrE SALEs TAX,

The Secretary of the Treasury has informed Congress that this count:y’s
revenue needs are now about four times as great as they were in prewar tiaes.
Four billion dollars will be needed each year for several years to come, ¥Prob-
ably less than 20 per cent of this amount can be economically collected as cus-
toms duties and internal taxation must be relied on to produce the remainder,

But, unfortunately, the two main sources during war times of internal reve-
nues, excess profits and fncome taxes, are declining in importance, It is this
awkward situatton which has brought a discussion of the sales-tax principle.to
the forefront in this country during the last six months. Some productive, un-
ug%ed reservolr of revenue must be discovered without delay.

is monograph is being written on the eve of the change in the national
administration. For a proper appreciation of the trend of events in the imme-
diate past affecting the subject matter of this discussion a review thereof is

made, a8 follows: .
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TAX REVISION PROGRAM OF 'lfll’: SECRETARY OF THE TREASURY.

In his last annual report and In statements made to the Ways and Means
Committee and in articles published in leading magazines and newspapers Sec-
retary Flouston and his officlal spokesmen and tax advisers have made recom-
mendations to the following effect: . ‘

(a) That the rates of the surtaxes on the higher incomes be reduced and the
rates on the lower ones be increased.

(b) That the excess-profits tax be repealed.

(¢) That certnin consvmption taxes, which have proved to be uneollectible,
bhe repenled, and that f new set of consumption taxes, also at high rates and
equally discriminatory, be imposed on still other commodities,

The renction to these recommendations was immediate. On the floor of the

House the leaders of both political parties opposed the Secretary's recomnienda-

tiong, and Chairman Fordney, of the Waye and Means Committee, expressed the
opinion that the income-tax returns were * now really a Chinese puzzle.” Even
ex-Secretary McAdoo, during whose régime the present income taxes were en-
acted, is quote in an interview of the New York Times as follows:

“1 am opposed to increased taxes on moderate incomes., Already these in-
comes are bearing a larger proportion of taxation than is justified. A radical
revision of the war income taxes is essential to the prosperity of the country,
and in that revision the modurate income taxpayer must have his burdens re-
duced Instead of Increased.”

A national referendum vote conducted by the United States Chamber of Com-
nierce has just been made public and shows that & majority voted against any

. Increase in income taxes. . .

EXCESS PROFITS AND INCOME TAX TANGLES,

It appears from an official statement by Treuasury officials made tn February,
1921, that the income-tax returns for 1919 and 1920 were practieally untouched
in the final audit, and that taxes amounting to over $1,000,000,000 remained,
therefore, uncollected.

Referring to a hearing held by the Ways and Means Committee on December
14, one newspaper says:

“ Methods of raisiug sufficient revenves to offset losses through the prospec-
tive repeal of the excess-profits tax were consldered to-day by the House Ways
und Menns Committee as the second step towaurd tax revision,

* The duy’'s hearings brought from the Treusury an estimate that ¢ more than
a billion dollars®' were outstanding in uncollected tuxes, most of which, the
Treasury spokesman sald, was traceable to tnability to audit thousands of
corporantion returns. He said the revenue burenu had not yet certitied the
work of auditing returas for the yenr 1917 because of the gigantic administra-
tive burden of tax collection.”

‘ '.?nother newspaper reported tho Ways and Means Committee hearing as
ollows :

“ Because of the complex nature of present revenue laws, Dr, Adams, of the
Trensury staff, said the internal revenue buretun has heen unable to complete
the checking up of tax returns for 1917, He saw no immediate hope of making
the audit current with the tax returns filed,

“The task bf auditing the tax returns and of tracing cvasion and other
causes of fallure to pay all taxes due, Dr. Adams said, has become go stupen-
dous thut the internal revenue burenu sees no way out. Dr. Adams urged the
committee to stmplify the tax laws for two reasons: first, because such simpli-
fication would insure a greater and more thorough collection, and, second.
because it would make the administrutive work easier and more efficient.”

Referring to the complexity in the present tax laws and the urgent need for
simplification, Secretary Houston said In his Inst annual report:

“ Complexity in tax laws violates the most fundamental canon of taxation---

that the liabfiity shall be certain and definite. * * * At present the tax-
payer never knows when he is through.”

Mr. Otto H. Kaha, of Kulhn, Loeb & (o, gives some very practieal and perti-
nent advice in this connection, which wus published very widely during last
October, He. says:

“One of the essentials of wise taxation is simplicity of method. Nothing
tends more to create a sullen animosity agalnst fiscal measuves, nothing is more
apt to cause a man to feel justified In his own conscience to give himself the
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henetit of any dout or technical loophole, than to be compelled, in addition
to paying beavy taxes, to sit down and grapple with complicated tax forms and
intricate schedules or to spend money for the employment of lawyers and ac-
countants to tell him what he has to pay."

Resident American merchants living abrond in Europe, Asin, and South
America find it hard to belleve that the income-tax provisions of this country
huave heen properly interpreted. They are coming here to gee about it. Repre-
sentat:ves from the Phillppines have already arrived in this country. The
following quotation is from a news item In a dally published in Washington :

“Amercan husiness men from 35 foreign countries have been invited by the
Natlonal Foreign Trade Council to present. during the eighth national foreign
trade convention, their views on the taxation of American citizens living abroad,
This important meeting will be held in Cleveland, Ohio, May 4, 5, 6, and 7, 1921.

“ S8erous efforts are already being made hy the American Chamber of Com-
nerce of Rio, Buenos Aires, Mexico City, Shanghal, London, 8ao Paulo, and
Barcelona to obtain from Congress the elimination of American tuxes now levied
on the income received by Americans living abroud and derlved from foreign
sources,

*This taxation has put American foreign traders at a great disadvantage in
competition with thelir foreign rivals, who pay no taxes to their home govern-
ments on income derived from foregin sources.

“In the Philippines, for ingtance, an American conducting a business in the
city of Manila and realizing a net profit of $50,000 therefrom, pays a combined
Philippine and United States income tax of $9,190. A Filiplno, Britisher,
Spaniard, Chinaman, Japanese, or citizen of any country except the United
States, conducting a like business and earning a 1ike profit, pays only the Philip-
pine tax, which amounts to $2,585. In other words, the American merchant
would have to pay $6,688 move than his foreign competitors. Should the net in-
come be $100,000, then the margin against the American merchant is $24,205. -

“ It s evident that, to the extent of his advantage in income tax, the foreigner
can undersell and overbid the American, or can use the amount in advertising
or in otherwige pushing his wares.” ;

The Business Men's National Tax Committee of New York City has printed
for circulation a statement by Mr. Martin R. Bourne, vice president of the
hga&lla 'l;radlng & Supply Co. The following are excerpts from Mr. Bourne's
statement :

“ 1 know something ubout Ainerican taxes because Americans in the Philip-
pines have their own Federal tax troubles and are just' now in an even worse
situation than their fellow citizens here, The surtaxes on their business profits
can not be passed to the consumer, as {8 done here, because our non-American
conpetitors not heing subject to the tax muke it impossible, American citizen-
ship comes very high in the Orient, where our competitors, brown and white,
pay no income tax, ¢ * * We are hoping that the next Congress will not
only give us relief from future Americun tnxes but return us what it has taken
s0 unjustly and we need 8o greatly to protect our competitive position in the
Orient. * * * [ think we should all pay on our incomnes fromn secure invest-
nents, -and I like the idea of lMimiting the surtaxes to an amount hased on a
secure 8 per cent return from the taxpayer's capital. * * * Such an income
tax, suppleiented by a sales tax such as we have in the Philippines, should give
Uncle Sam more money than he can spend wisely. In fact, in the long run, it
will give him all the money he can get, hecause it Is very evident that what he
i trying to get now {s rapidly destroying the source from which it is sought.”

At a hearing before the Ways and Means Committee on December 13 the
spokesman for the Secretary of the Treasury sald that the excess profits was
fest reaching a point where {ts yield would he reduced greatly, He is quoted
in the press as stating:

* Unless the administrative hurden of the excess profits Is reduced, the ad-
ministrative maghinery will break down.” :

Referring to the income tax, this spokesman told the committee that the
present rates on high fncomes were * merciless,” and said they must- he made
‘ peggonahle, moderate, and bearable,” and that “ ns a friend of the income tax,
I say we must reduce it or it is going to go. I have always been resolutely
opposed to the high rates which are certain to break the hack of the income

and sur taxes."

... In the course of a recent address, former Comniissioner of Internal Revenue

Roper said:
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“ It seems that the excess-profits tax must go. It is now practically without
friends. It is inequitable and complicated. Furthermore, Congress will soon
dmucover”that it will no longer yield the revenue which it was designed to

uce,
» 1t was during Mr, Roper's régime as Commissioner of Internal Revenue under
former Secretary of the Treasury McAadoo that the excess-profits. tax was en-
acted. Surely Mr. Roper should know its faults,

A former counsel for the collector of internal revenue in New York City said
?t a recent conference of the State Bankers’ Association at the University of

owa :

“ In addition to being beset with barnacles of the past and burdened with the
responsibility for the enforcement of reform measures, the bureau (of internal
Tevenue) has had to administer, in the excess-profits tax, the most complicated
tax ever devised by the brain of man.” .

Chairman Good, of the House Comnittee on Appropriations, is quoted in the
daily press a few days ago as saying:

“ Unquestionably the excess-profits tax is in s large measure passed on to the

. mmer and is onc of the elements that have tended to keep living costs exces-
vely high,

Returns from a nation-wide referendum conducted by the United States .
«Chamber of Commerce have just been received. It appears that a practically
unanimous demand is made by the chamber's membership for the repeal of the
@xcess-profits tax. A statement issued by the chamber says:

“The vote makes it clear that business men are united in their view that the
cxcen-nrt:'ﬁu tax hampers business operations and retards the progress of read-

ustment. _
3 On December 27 Secretary Houston is quoted by the daily press as having
stated at a hearing before the Senate Finance Committee :

“ The excess-profits tax should ba repealed, primarily because it is losing its
productivity and ises in the near future to become a statute of exemptions
rTather than an ve tax. Moreover, the tax is so complicated that it imposes
upon both taxpayers and administrative authorities burdens too difficult to be
permanently earried.”

Mr. Otto H. Kahn clears away some popular misunderstandings as to the
operations and final incidence of the excess-profits tax in the following excerpts
from an article published under his name last October:

“The excess-profits bas tended, furthermore, to increase actual cost of
production, fnasmuch as costs naturally are deducted before taxable profits
are arrived at, and therefore under the operation of the exceas-profits tax there
is not the same inducement as under normal circumstances to keep cost down as
much as possible, but, in fact, rather the reverse, It is a fact well known to those
familiur with business practices that there has been gross wastofulness in
«certain line of expenditures since the excess-profits tax went into effect and as a
direct consequence of it.

“The conditions I have sketched lead imevitably to the conclusion that a
continuance of the present system of taxation will not yield sufficlent revenue
for the needs of the Government. Not only is the excess-profits tax so compli-
cated and so open to different constructions that taxpayers can searcely be
blamed for giving themselves the benefit of the doubt and making thelr initial
tax payments often less than they should be, but, because of the delay in audit-
ing their returns, a delay forever growing longer, much of the tax that is
actually due for any year can not be discovered and collected until years after.”

And In order not to leave his good work half finished, Mr, Kahn, in the fol.
lowing words, eompletely exposes a certain widespread fallacy to the effect
that the higher income surtaxes and the excess-profits tax favor the poor man
by taxing his rich neighbor:

“ By taking a Httle thought a millionaire may to-day pay less tax than the
man who earns $5,000 or $10,000 a year.by the sweat of his brow. Bo I say the
-country can not prosper, it can scarcely live, under such conditions, * ¢ *

“ Even those of us who might ltke to see the rich pay all the taxes must admit
that the present system does not achleve their ends. Let no one delude himself
with the notion that because the present tax laws appear to tax large incomes
‘the rich are in the final analysis paying the taxes, ¢ * ¢

“To those who take the view that criticlsm of our existing surtax schedule
1s necessarily the *“squeal ” of a rich man, I would point out that the rich man,
<considered merely as such, has little to squeal about on the score of the income
tax, for all he needs to do is to invest his available capital in tax-exempt securi-
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ties—bonds of States and their subdivisions, of which vast amounts are offered
for his choice, and then all income or cxeeu-%mﬂt taxation ceases to trouble
him, By so0 doing he may obtain a considerably greater yield than he could
hope for by investing his money in taxable securities or in his business, subject
to the present scale of surtaxes.” .

No one will dispute the validity of the testimony as to the defects discovered
by Secretary Houston and formér Commissioner Roper in the provisions and
operation of the excess profits tax law; all will accept their criticism as being
the evidence of experts. And equal credence will for the same reason be given
to Mr. Kahn's testimony regarding the mannes in which the law allows the rich
man to spend or save his income and profits,

TAX-COMPLEXITY EXPERTS,

The army of “tax experts,” “income specialists,” “ tax-trained accountants
and auditors,” etc., which during the last few years have invaded this country
from coast to coast, are the legitimate offspring of the complexities; am-
biguities, and actual contradictions of the provisions of the excess profits and
income tax laws, and of the rulings, interpretations, and regulations adminis-
tratively provided for the enforcoment of the said laws.

Tae fees charged by these tax-complexity experts are by no means modest,
Were the provisions of the tax laws simple and understandable, this new pro-
fession would not be so popular as a vocation. Therefore, as a direct result
of the law's complexity, taxpayers are forced to pay these tax-complexity ex-
perts substantial sums which are in the nature of tax surcharges but which
never reach the Treasury vaults.

The spokesman for the Secrétary of the Treasury told the Ways and Means
Conimittee on December 14, that—

*The turnover in our high-grade tax experts is enormous. It fmounts to
over a hundred per cent A year. * * ¢ Men come in, hecome expert, and
leave for private flelds, where they make much more money.”

On January 18 he Is quoted as having stated in effect to a group of bankers
and merchants at Cleveland that the taxes must be simplified or better salaries
pald to the Government tax experts in order to prevent their quitting the
service and disrupting the tax administration., Secretury Houston told the
Senate Finance Committee on December 27 that tax experts earning annually
$5,000 salaries in the Bureau of Internal Revenue were bid away by taxpayers
at higher salaries, in some cases as high as $100,000, .

Viewed practically, all these complications and ‘the sinful loss of time
and money by tax collectors and taxpayers seem unnecessary. Hud simple,
understandable laws been enacted in the first place, the taxpayers would not ¢
now be forced to pay surtaxes into the pockets of these tax-compiexity experts
and the tax administrators would now find their personnel satisfied as to
compensation, and sufficient in number to keep their assessment, collection, and
audit work up to date,

As it 1s, the audit of returns is from two to three years in arrears, and be-
tween one and two billion dollars, representing accrued taxes, remain un-
colleéted. What portion of this money will never be collected? Can anyone
doubt that a substantial portion of this total is due by concerns that have
either already gone out of business or will do so before collect'on day—follow-
ing the long-deferred audits--comes around? In whnt frame of mind will this
leave the men who have paid thelr taxes?

Unquestionably there has been too much striving, in theory, after absolutely
equal justice to each and all; too much show of Inteliectual dexterity as the
cardinal virtue in lawmaking; too much interweaving and thread tying; and
also too little regard for the familiar advice of Adam Smith that “ the certainty
of what each individual ought to pay is in taxation of 20 great importance that
& very considerable degree of inequality is nnt near so great an evil as a small
degree of uncertainty.”

: UNITED STATES SALES TAXES.

Those who have read objections by opponents to the introduction here of a
flat 1 per cent tax rate on all sales (such as has been in successful operation in
the Philippines for over 16 years) would naturally suppose that sales taxes are
unknown in this country. They are, however, very- mvch mistaken. The exist.
" ing internal revenue law of this country fmposes excise or luxury or consump-
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tion tuxes, as they are varjously culled, on ‘the sule of a long list of art.cles
beginning with ice-cream sodas, continuing with carpets and nbrellas, and end-
ing with neckties and pnjamas. The tax rutes range in amount anywhere from
8 per cent ad valorem up, In addition, there is a wldely assorted list of specific
rates which no storekeeper wounld ever live long enough to memorize. These
taxes are frankly discriminatory. Certain articles are taxed at,: say, 10 per
cent or at uther high rates, while other articles not identical but similar enough
to be competitive are taxed at lower rates or are not tuxed -at all, These varl.
ous taxes were evidently impose:l in a hit or-miss sort of way, as no consistent
theory in their application is iscernible.
A former counsel for the collector of internul revenne in New York City said
recently in the course of an nddress before the hankers' ansocintion ut the
University of Iowa:
“Axide from the practical difficulties of andministration which loom large in
my mind, because I have had some experience with them, the existing and
{)ropoistﬂ{) lsa'les taxes on the articles enumerated are monstrously unequal and
nequitable,” '
. If the intention of the framers of the regulations. for enforcing puyment of

these taxes had been not to unllow the taxpayer to forget them, they certainly
succeeded admirably, because the reminders are ubigquitous and omnipresent,
On a sultry afternoon a business man before going hotne takes a cooling drink
at a soda fountain, and a little machine passes out a slip with “Tax 1 cent”
on it. He takes his wife to the movies and purchases the.r tickets according to
the “tax included” sign above the teller's window. They stop at the drug
store on their way home and the druggist attaches a * tax paid " stamp to thefr
purchase. When they get howe the wife reads the advert sements in the eve-
ning paper and finds a bargain. She reads it aloud, * Bended bags, grently re-
duced, $11.05, tax additional.” .

The wrifer saw a notice on Tenth Street, in Washington, ~ front of an old.
style house, stating that a large collection of articles forinerly belonging to a
Civil War President were on exhibition. Beside it was the following sign:
“Admittance 27 cents, war tax § cents, total 80 cents.” And in the same neigh-
borhood was a milliner's show window where, amidst a garden of hats and
mlnmvgalou, a card Informed the passers-by, “Miss Soa " S0, income-tax
expe! .

It is some of these arbitrary, discriminatory, consumption, : .’ sales taxes on
certain goods that the Secretary of the Treasury asks, in his last report, that
Congress repeal on the ground that they are “ {1l defined, uncertain, vexatious,
and widely evaded,” and that *such evasion can not be stopped" without
incurring expenses greater than the tax collections would justify.

Unfortunately, the Secretary advises simultaneously the imposition of other
d:scMminatory taxes, also at stiff rates, on such necessities as sugar and tea.
It is not to be expected that a dealer in tea and sugar will go on good-naturedly
paying a high tax on his goods while his neighbor and competitor, say, in coffee
and molaxses, across the the street, pays no tax at all. It will not work,
It might work if his store, and thousands of others like his, could be put in
charge of guugers, watchmen, and inspectors, us distilleries und tobaceo fae-
tories are, and no nontax-paid sugar or tea or other goods he allowed to leave
the premises. But that Is, of course, impossible, It would cost niore than the
taxes collected would amount to.

Now, if the sales tax applied uniformly to all goods, wares, and merchandise
solt by all merchants or manufacturers, then the tax rate coulil be made 8n
low that there would be little temptation to defruud the revenues. At least
that has been the experience with the Philippines sales tax law during the
last 16 years, where there are no diseriminatory taxes on sules, where nll pay
cheerfully, and where attempts at fraud are a rarity. .

But so long as there are discriminatory sales taxes on general comnjodities
and at high rates, imposed in this country, Just so long will the Secretary of
the Treasury he periodically requesting Congress to repeal certa'n siles taxes
on the ground that they are * {ll-deflned, uncertain, vexatious, and widely
evaded,” and that “ such evasion can not be stopped.”

Thousands of newspaper colunms are at this writing being filled with advice
to taxpayers of all kinds. - Many of these items are quite amusing. One such
is quoted below. A dealer in automobile parts had asked the National Auto-
mobile Association to enlighten him as to the proper assessment, for tax pui-
poses, of his sales. Part of the advice given him rends ax follows:
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* There 18 no criminality, however, in overcollecting the tux, provided it Is
based on average figures and provided further that all of the tax collected is
returned. The net result is that you average these taxes at your peril and if
your ratlv changes so that the Guvernment does not recelve the full tax you
will be held for it, while if you overcollect it the Government will take it all.”

"At a hearing buefore the Ways and Means Committee the spokestnn for the
Secretary of the Treasury said, “ We are having a perfectly enormous amount
of evasion 1n the collection of the sales taxes now in effect.” And later he
stated that the introduction in this country of a sules tax similar to that in
the Philippines would involve extending the administrative machinery to
willions of additional taxpayers and would break it down. Evidently the
Secretary's representative knows a lot about his own luw and very littte ubout
that of the Philippines.

OTHER UNITED STATES LAWS IMPOSING TAXES ON SALES AND PERSONAL PROPERTY,

SALES TAX—PROPONENTS,

It is amusing to read the indignant remarks of the opponents to the fntro-
Auction here of a 1 per cent per turnover sales tax and of its iniquitous,
cimulutive effects—opponents who nevertheless nimbly recommend the con-
tinuance here of their own high rate sales tux Ilaw described above. This
they propore to do by simply switching the Incidence of the taxes from com-
modities which have heretofore evaded them to a new line of commodities
which promise to prove equally fickle,

But the most inexplicable oversight on the purt of the opponents of the sales
tax principle is their failure, so far, to recognize the fact that both the Federal
and local revenues of this country have in the past been derived nminly from
indirect consumption taxes pald on everyday commodities sold in this country.
This was especially true 88 to the year 1914 when customs duties and internal
revenues supplied about 80 per cent of the Federal Government's needs. Due
to prohibition and the enactment of large war taxes the proportion of these
tuxes to the total is less than it was. But it is still important.

Customs duties collected on imports from abrond are on ah nverage at very
high tax rates When compared with the 1 per cent tate of the proposed sules
tax, It iy true that the sales tax normally accumulates from two to four
thues on ity way to the uitimate consumer, but even then the increuse in price
to the ulthunte consumer will normally runge between 23 and 33 per cent.
That i, after the manufacturer, wholesuler, and retailer huve all wdded their
profits on the original price of the goods plus thelr profits on the profits of
the merchant or merchuants who handled the goodx hefore them, Kven then
the ultimate consumer will, beenuse of the 1 per cent sules tux, ouly pay the
retuller from whomn he buys from 23 to #% per cent more than he would if
the salex tax was abolished.

Now conipare this with the duty paid by the importer at the customms houxe,
say 156 per cent, although the fmport duties on many articles are as a rule very
much higher. This 15 per cent the importer adds to the cost of the gonds, und
on the total thus obtuined he estimates and andds his percentage of profit,
The wHolesnler and retatler of these hnported goods ench do likewise, nml
when the consunier finally tuakes the gomls he pays, together with the originul
price when landed in the Untted States, three profits on the originul price, by
importer, wholesaler, and retailer, respectively. He also pays the originnl 13
per cent cuxtoms duties, which go Into the Treasury vaults, and in addition
pays three profits on the original duties, which are in the nature of surtnxes
but which remain in the pockets of the lmporter, wholesaler, und retaiter,
respectively,

So far as the Government Ix concerned, it must he satisfied with the original

6 per cent duties pnid at the port of entry. There aure no further turnover
customs duttes to go to the Government., But this 18 per cent meuns several
times a8 much ns a sules tax with three or four turnovers ut a 1 per cent tax
per turnover, ’

Ko far as the ultimate consumer Is concerned, the manner of the accumula-
tion on the original duty would follow the same course ng do the various turn-
overs on the original sales tax such as exists in the Philippines. But due to
the fact that the customs duty paid is greater than the 1 per cent rate of the
sales tax the amount finally accumulated is correspondingly increased. ,

- As regards the Internal-revenue taxes on tobacco products, beverages, etc.,
the same procedure follows as is described above in the case of imports. The
original tax rates are much higher than the 1 per cent sales tax rate and accu-

¢
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mulate much more heavily. The manufacturer of tobacco products, etc., pays
the original high internal-revenue tax just as the importer pnys the original
high customs duty. After that the procedure through the denlers to the ulti-
mate consumer is the same in both cases,

In this country most States, counties, and citles impose flat ad valorem tuxes,
usually 1 per cent or more, on personal property. These taxes are collected
pertodically on the assessed value of all personal property, including stocks of
goods on wholesalers' and retailers’ shelves and in thelr warehouses, The tax
is assessed on the value of the same articles as is the soles tax; i. e, goods,
wares, and merchandise, It is collected by the same man; 1. e, the storekeeper,
It 1s finally pald by the same man; 1. e.,, the ultimate consumer. It is imposed
at approximately the same rate; 1. e, 1 per cent. All of which would seem to
prove that the personal-property tax on goods, wares, and merchandise in this
country and the much-disputed sales tax in the Philippines are laws which are
;ve:iinigh identical in amount, manner of assessment and collection, and final

neidence.

But there i3 a vital difference between the two systems: The sales tax in the

. Philippines accrues on goods which have left the merchant's shelves; that is,
when he has sold them and is therefore best nble to pay the taxes on them.
The personal-property tax in this country accrues, periodically, on the ﬂfoods
which remain on the merchant’'s shelves, and if they remain unsold a sufficient
length of time the next assessment period rolls around and the merchant pays &
second tax on the same goods, .

The opponents to the sales tax have asserted that its introduction here would
disrupt buriness and produce a diversity of dire calamities. If such a result is
inevitahle because of n tax law which makes it easy for the merchant to pay his
taxes by collecting them when he is flush, what then should logically have been
happening to business In this country during the past years under a law, such
as the Americnn personal-property tax, which forces the merchant to pay his
taxes ;m unsold goods when his shelves are full and his cash thHl probably
empty

Yet notwithstanding these object lessons at home an unreasoning fear against
sales .axes seemns to persist in the minds of many in this country. Nearly a
year ago the Secretary of the Treasury wrote a letter to Chairman Fordney of
the Ways and Means Committee informing him that there are “ grave objec-
tions” to a “snles tax"which I understand your committee i{s considering.”

ATTEMPTS TO KEHABILITATE THE PRESENT LAWS.

The Secretary of the Treasury recommended to Congress the regrading of
rates and a general revamping of the present tax laws, The main trouble
appenred to be the very natural tendency of the wealthy to invest their in-
comes and profits in tax-exempt securities,

Congressman McFadden, as a remedy to this oversight on the part of the
original framers of the tax laws, proposed an amendment to the United States
Constitution making all such securities subject to Federal taxation. This
remedy, however, involved such a long wait while the various States acted,
that the patient would probably not survive the delay, Nothing more has been
heard of the proposed amendment.

In order to supplement the falling revenues, Representative Treadway pro-
posed a tax of one-fourth of 1 per cent on bank deposits, which he bhelleved
would produce $1,000,000,000 annually. Nothing further has been made publi¢e
as to the fate of this bill. Possibly it will be decided that this proposed
remedy, economically considered, is worse than the disease it is intended to

cure,

Other remedinl legislation was suggested and dropped. Congress seemed un-
willing to merely revamp a number of discredited laws and send them again to
gea In a patched-up condition. Treasdry officlals had made no secret of the
fact that for a long time the tax machinery had been gradually slipping, Now,
evidently, it had finally slipped!

At this stage the chairman of the Senate Firance Committee issued a warn-
ing and a call to duty to the American people in the following words:

‘We are facing the biggest problem ever faced by any country. It is going
to tax the Ingenuity of experts, and it requires the help of legislators, the Gov-
ernment, and the business community to equip America with proper revenues.”
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SALES TAX INDORSED IN .THE HOUSE OF ITS ENEMIES,

Mr, Alfred Reeves. general manager of the Natlonal Automobile Chamber of
Commerce, surprised the antisales tux proceedings of the Nutfonal Industrial
Tax Conference in New York City by stuting that—

“ No person and no Government has a right to so pile taxes on any one indus-
try as to Jeo&ardlzo Its very existence, * * * \We hear occasionally that it
would be difitcult to Inpose a snles tax, It I8 worth noting that a sales tax
has been imposed on the nutomobile Industry for the past two years, und there
has been no difficulty about collecting it. DBefore there Is any doubling up on
the taxes on the Industries now paying a sales tax it has occurred to our people
that it might be well to have some other industries joint with us.” .

WAR ON SALES 74X,
On February 18 a mews item from Chicago reading as follows was widely

published :
) “ Curiocago, February 17..

“Urgeg war on sales tar—Rcerenuo oficial tells business to unite against pro-
posed levy.—DBusiness men wete urged to unite in opposition to the proposed
sales tax by Dr. Thomas S. Aduaws, chairmun of the advisory bourd, Bureau of
Internal Revenue, and speclal adviser to the United Stutes Treusury Depatt-
ment, in an address to-night. »

“¢It is time that the business man, the consumer, and all those who desire
economy in public expenditures should arouse themselves to the menace in the
propaganda now belng conducted in bebalf of the sales or turnover wx,’ Dr,
Adams gaid.”

Some days earlier Dr, Adams stated at a taxation discussion at the National
Republican Club, in New York City, that he felt ns u * lifelong’ Republicun
he had the right to protest against the support given by a si1! fuction of
the Republican Party to the sales tax, the effects of which wouid be:

“To bring ahout great combinations and make terrific p..!ilval problems,
Such taxation in its results does tend to separate the classes nd it is going
to be increasingly difficult in the coming years to prevent clauss warfare,”

Editorially, the New York Times refers to these and siuflar unnecessary
alarms under the title, * Sales tax ghosts.”

(]
INTEREST IN AND INDORSEMENT OF TII® S\[e. . \X.

The Review of Reviews (February) says:

“The country which we can study with the greatest profit and from which
we can most easily obtain information {8 the Philippine Archipelago, where a
sales tax has been in operation continuously since 1903.” ‘

The sales tax has been publicly indorsed by a number of chambers of com-
inerce, industrial and commerclial assoclations, and by many prom’nent men.
including Mr. Edison,

The Government of the Philipri ¢ Islands has informed the Secretary of
the Treasury in Washington that tune sales tax law over there has during the
last 16 years proved to be the mast productive, accurate, satisfactory, and
equitable tax they have; that it» -.Iministration was not expensive and that
it produced no public complaint,

Mr. Martin R. Bourne, vice president of the Manila Trading & Supply Co.,
with offices in the Philippines and New York City, says In a stantement printed
%!‘ld circulated by the Business Men's National Tax Committee of New York

ty:

“1 am very glad to give testimony in favor of the sales tux as the simplest
and most efficient form of business tax. * * * I know that I express the
unanimous sentiment of both citizens and officlals tn the Philippines. My
enthusiasm is theirs, * * * Possibly its greatest single advantage from
the merchant’s viewpoint 18 its certainty and simplicity. It involves no guess-
work, He does not have to figure in graduated percentages to know what amount
of price-loading is necessary to cover the tax. He does not have to wait a year
to know the amount of his tax. At the close of every business day we know our
tax for the day’s business. We pay it quarterly. We also feel that we are mere
collectors. The tax {8 a recognized cost item which is figured in the selling
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price. * * * The tax is tremendously populur with nl), and so far ax [ have
ever heard has never heen criticizgd elther by the merchant or the consumer,
The Philippine Government hus foufad it a gient success, both in the revenue pro-
duced and also in its effective colléction. One never heurs of any effort at eva.
slon, In u sense, it both collects and pays itself. No one feels that the (Jovern-
ment is tuking anything from him. He I8 slmply collect.ng for the (lovernment.
If he failed to account and pay over the tux, it would seetn more like thett than
ordinary tax avoldance, Unlike profits taxes In the Ul.ted States the Philip-
pine snley tax makes for conservation and certainty in figuring profits and
selling prices and leaves nothing to the tuture to embarrnss credits nnd endunger
solveney, * * * We will gladly share with you the henefits of wise revenue
leglislation in the form of the sales tux which we have received from wise Ameri-
can administrators, This is the only tux which should rest Qirectly on bus ness.” .

That tax collectors and taxpayers should share each other's enthusiusm
over a tux law which alao produces ample revenue, seems too gomd to he true,
How different from the situation in this country, where tax collectors and
.taxpayers abuse the tax luw all day and then take-turns sitting up at night
and denouncing ft further. And now it is about to lose even its right to be
called a revenue producer because it threatens to stop producing.

In a report to the Republican National Committee the Hon, Ogden I.. Mills,
chairman of the advisory committee on platform and policles, refers to the
Philippine sales tax as being *in successful operation” and recommends:

“ Other things being equal, it would be desirable in this country to tést, by
actual practice, side by side, the comparative virtues of the sales tax and
the income tax. ®* * * It would be, if not easy and simple of operation,
at least more simple and certain than the income and profits tax.”

Mr. Mills’s recommendation is most practical; there is nothing the advocates
of the sales-tax principle would welcome more than a thorough investigation
of the merits of the Philippine sales tax through a practical test such as Mr.
Mills recommends. This would settle for all time the much debated question
as to the applicabllity of the sales-tax system to the commerecial and industrial
conditions obtaining in this country,

Mr. Milis’s comparison of the Philippine sales tax and the income tax of this
country is also most logical. There is a strong resemblance between the
incidence of the two taxes, The sales tax also comes out of the ultimate
consumers’ income. The main difference is that here the tax falls on the net
income and in the Philippines on the gross income.

In thix country ¢heaxpnyer in order to arrive at his tnxable income is ul-
lowed to make deductions sugh as the salary due by a farmer to a woman
worker while milking coivs not while the snme woman was doing house.
work, ete. There I8 a large assortment of ingenious administrative provisionx
of this type which really amount to law-making by tax officials, One income
taxpayer complains thut he is obliged to make 86 reports to Federnl and State
collectors of income taxes, and that recent laws will udd 28 more,

In the Philippines each taxpayer grades his own income tax when he buys
things to eat und wear. He increases or decreases his tax at will (within ren-
sonuble limits) und has no reports whatever to make, The amount of his in-
come (or sales) tax varies {n amount according to his ability and wiliingness to
pay. He pays it a8 he goes nlong and does not feel its effects. Whereax in this
country to-dny (especially since the commercial depression began), there ure
hundreds of thousands of taxpayers who now, when their salaries and incomes
have been reduced, are called on to pay taxes on the much higher saluries or
incomes they enjoyed lust year when the tnxes accrued but were not paid,

THE PHILIPPINES SALES TAX, .

The writer of this monograph was nshed over 16 years ago by Governor Gen-
eral Taft and Secretary of Finance and Justice Ide, of the Philippines, to sub-
mit a drafe of a tax on general business in the islands, This was done nand sent
to the Philippine Commission for legislative action with a letter of transmittal
from which the following excerpt is taken: ,

“ The system of taxation proposed In the inclosed draft may Le described as
an indirect tax on certaln personal property collected at the time of change of
ownership. * ' * * Whether or not there is any absolutely certaln, complete.
and equitable method devisable for the assessment of personal property will
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probably forever remain an unsolved problem., I submit the inclosed draft
of law because I believe it will eliminate most of the objectionuble fentures
of the existing law, establish a more uniform rule of tuxation, aud wiil put
merchants and manufacturers on an even footing in so far us such equal rights
and opportunities can be secured by legislative enactment.”

Tax provisione.—The Philippine law as finally enncted provided a tax of 1
per cent on every turnover of goods, wares, or merchandise, whether by munu-
facturer, wholesaler, or retailer, which accrued ut the time of change of
ownership of the guods, and whether the sale was made on a cash, credit, or
instalhnent basis, Farmers, small booth keepers, peddlers, and others subject
to license taxes, were exempted. Services, real estate, and capital stock sales
were not included, some of these being considered properly exempt and others as
taxed In other ways. Transfers of stock, bonds, etc, were variously reachel in
the documentary tax schedules, and brokers, ete,, were subject to specific license
taxes, The sales tax was made axclusively applicable to goods, wares, and
merchandise which changed ownership within the Phlll&mne Islands,

Assersment and collection.—Each merchant and manufacturer was registered
each year and was furnished a license form with four columns and four cou-
pons, one of each for each quarter. At the end of each quarter he totaled up
his sales In a book which, even before the tax was imposed, he kept for that
purpose. The only additional work which the vales tax law imposed on him
was to make him move the decimal point in his total sales two columns to the
left—nt a 1 per cent rate—tear from bhis license the coupon for the proper

uarter, enter thereon the tax due, send it with the necessary funds to the
ocal tax collector, get the serially numbered stamps and glue them to the
license on the wall of his store in the column for the quarter just expired. No
recelpts were ever issued for tax payments—the serial numhers on the stamps
spoke for themselves and were sufficlent to identify the individual payments,
All that the merchant or manufacturer had to see to was that he did not fose
the license form with the attached stumps. .

Simplicity of provisions—The vrovisions of law just recited are about all
that are essential in the Philippine sales tax. They all relnte to fundanental
facts which hold good in all parts of the world where goods, wires, or mer-
chandise change hands. Canada, Mexico, and France have successful sales.
tax laws with provisions equally simple and understandable. Why would not
such a tax law work here? The answer i8 that a uniform tax law with simple,
understandable Rrovlsions would work here, just as such laws are successfully
functioning in the countries I have enumerated. * '

TAXATION OF SELF-CONTAINED (NDUSTRIES,

Opponents_of the sales-tax principle have insisted that it would be inappli-
cable to this country bectuse of the existence here of large self-contained indus.
trial manufacturing concerns, which assumedly would pay the sales tax only
once, whereas their functioning from raw material to finished product involves
several d'stinct processes. The argument lies in the claim that the small
manufacturer would bave to pay the sales tax several times to turn out the
same finished products, namely, an additional tax for each change in form of
the article manufactured,

The answer to this objection is quite easy: Collect the tax from the large
integrated concern as many times as there are processes hetween the raw
material and the finished product. Whether or not this would be a throw-back
on the economic history of civilization during several generations, whether or
not this would be an attempt, in a tax law, to penalize eficlency, are questions
for the lawmakers to declde on grounds of public policy.

Modern machinery and methods hegan over 200 yeurs ago to furaish more
Zoods, better goods, and cheaper goods to consumers the world over, Surely any
attempt at this time, by meuns of a few 1 per cent taxes, to force a resummption

" of the crude, expensive methods of yesterday would prove hut a stlly gesture,!

1 Farther information mrﬂlng the Philippines sales tax will be found in the Report
of the Philippine Commission to the SBecretary of War for 1005, Also in an article pre-
ared by the writer hereof, entitled * Internal Taxation in the Philippine Islands,” and
blished by the Johns Hopkins P’ress in January, 1807,
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Mr. Homp. I should like to simply read the closing paragraphs to
show what the summary is. You will find in here 1 have taken up
several of the problems asked this morning and I will not take up

.

your time with those details. [Reading:]

RECOMMENDATIONS,
Investigations made by Prof, Irving Fisher, by Mr, Joseph Mcloy, act of the
ugepartment. u{d others, as to the p'ote’;ntial anmrsl Jurodu)::'tivity of a sales
tax in country at a 1 per cent rate per turnover, give widely divergent results,
The amounts m:g: all the way from under two billion to over five billion dollars,
If an av of the varying tes be taken the amount is still sufficient to meet -
the extrao revenue needs of this eount‘?'.

In this estimate it is assumed that customs duties and internal cxcise taxes on such
old, tried, and true articles as tobacco products, etc., will together produce one billion.
This would leave s%)roximuuly three billion more to come from a sales tax, from a
reasonable flat-rate income tax and from all minor sources, not, of course, including
exceoss-profits, income surtaxes, and the present discriminatory luxury or consumption
taxes, all of which should be repealed with as little delay as possible.

Taxation has not yet been p in the ca of exact sciences. Whatever
system is adopted is bound to meet with just criticism, DBut if the text of the new law
is free from complexities, certainty of assessment and collection will follow, and the
nearest ble measure of justice will be secured to all taxpayers, .

The advocates of such modification of the present taxes as will give them a new leaso
of life may be divided into three gou , thus;

Group 1.—~Academicians and o tax advisers, el?em, etc. This group repre.
sents pride of authorship, Their mental attitude is 3 te understandable. oy no
doubt act in perfect goog faith but their intellectual dexterity is such that they have
succeeded in convincing themselves that their position is irrevocably right.

Group 2.—The tax complexity experts. The monetary attitude of this group is also
clear, 'l‘h:{ have fattened on the weaving, interweaving, and thread-tying dexterity
of those included in group 1,

Gr.oug:.—-’l‘he men of moderate means who were led to beliove that their taxes
would be shifted to the shotilders of their well-to-do neighbors. Their position is
pathetic, Their eyes haverbeen opened at the eloventh hour to the fact that an exit
marked *Tax-exempt securitics,”” on the working 'FN of group 1, escaped attention
z‘l:ie: the tax scheme was oﬂg{mlly prepared, The number in this group is fast

dling.

Sooz?&sev will all have passed over to & new group embracing all taxpayers in this
country, whose ambition will be to really pay taxes and be taxpayers in something
more than the name; who will hold no logﬂar to the hope of becoming parasites on
the body politic. And this new group will in the repeal of the excess

rofits and income surtaxes and in the enactment of a simple, sane, and just sales
law the opportunity for each and all to bear their ful) caare of the national tax

burden—and no more, .

Senator DrLrineeAM. You have mentioned Mr. McCoy of the
Treasug Department ? ‘

Mr. Horbp., Yes, sir.

Senator DiLLINGHAM. Do you remember what his estimate was
of the amount } )

Mr. Horp. One billion seven hundred million. Mr. McCoy made
that estimate if a sales tax was imposed on everything that was
sold in this country similar to the ippines; and he also stated
to me at the same meeting that they were collecting a billion dollars
on a sales tax we have here on only 57 or 58 articles, and on only one
turnover at that. I can hardly believe that his estimate is right.
It is probably too low, because you can pick out any 68 articles zﬁu
want, and the balance of the goods sold in this country will certainly
groduce more money, and as his claim stands they would not produce

alf as much again, .
alI h:ve go far limited my talk to an explanation of the Philippine
sales tax.
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Of course, absolute justice is impossible where all tax laws are neces-
sarily faulty. The most we can do is to ask a reduction of that bur-
den which is the least bearable and most unnecessary. But from what
examination I haye made here of the tax laws of this country, I have
come to the conclusion that there are three burdens imposed on the
taxpayers, two of them quite unnecessary. There is, first, the bur-
den of the tax payment itself,and I have found in my experience as
tax collector in the Ph)hpgmes and Porto Rico that all honest men
areonly tooanxious to pay theirtax,and most taxpayersarehonest men;
they are anxious to pay taxes, but they want to know what the liabil-
ity1s. Thedishonest business man | have found is very well pleased
with a statute that is oomglex, which gives him his opportunity. to
commit fraud. The fact that in this country there is over a billion
dollars, as stated by Government officials, due since 1917, I think,
is the year, would show or seem to indicate that the honest man has

aid his income and excess profits tax, but due to the complexity
in the law the men who are not so honest and who made a confused
report have not yet paid them. .
have asked about these consumption taxes, and I could show by
one of the men in the office that they did not attempt to enforce
them for over a year. I asked that because in & hearing before the
Ways and Means Committee the question came up about the Philip-
pine sales tax, and this gentleman, who was spokesman for the Treas-
ury, stated that they could not think of adogtmg a sales tax like the
Phijip rine sales tax because it would complicate matters and break
down the machinery; that the present American sales tax was very
complicated, had an enormous amount of evasion—I remember he
used that word “evasion,” and I asked him afterwards wlii he had
said that, whether they had really attempted to enforce their own
sales taxes, and found out that they had not; that for a year at a
time they had taken everybody off the sales tax and put them on the
income tax because they were so far behind on the excess-profits and
income-tax audits.

I hold that there is no greater nor more unmerited punishment
being imposed on theé honest texpayer than to tax him while letting his
competitor in the sale of similar Eoods go tax free. It means either
his rujnation or the making a dishonest man out of him.

The third burden that the taxpa;er has to bear is a sort of a sur-
tax which does not get into the Treasury. It also is due to the
complexity of the present law. If the provisions of the law were
clear, the taxpayer would understand what he had to pay, and pay it
Lt:st as he does in the Philippines, where it is simple, and would never

ve to engage the services of fawyers and tax experts of different
kinds. There is an army of tax experts in this country to-day, and
they live off the taxpayer; they collect what is practically a surtax
from the taxpayer, which he is obliged to pay directly because of the
complexity of the iavy, but which surtax never reaches the Treasury.
Tha tl: a burden which should not be imposed on him and which he
resents. -

Banker Kahn, of New York, who came before the Ways and Means
Committee some months a.ﬁo, and who stated in published articles
abont the complexities of the present law; was very frank. He said
nothing makes the te:cpayer more resentful and more anxious to give
himself any benefit of the doubt—he was talking about excess profits
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and income surtaxes—than the complexity in the law, and its oblig-
ing hi(lln to spend valuable time and money engaging legal and expert
tax advice.

I was at a meeting of the bankers’ club in New York. QOne of the
men there complained that there were $3,000,000 lying idle in the
bank because they did not know, and nobody could tell them here in
Washington, how much tax was payable, and there are probably
thousands of other cases similar to that.

That is the disadvantage to a complex law. Any tax law is neces-
serily bad, but if {ou can get a simple tax law you will at least get
the cooperation of the taxpayer with the tax collector, and that is -
the bigﬁ]st asset I have found in tax collection, to have that coopera-
tion. ey do not have it in this country to-(iay. It is one of the

roofs of the way the Philippine tax operates that taxpayers like
urne, and others who have certified in the same way, are friends
of the law and would like to see it in use here.

STATEMENT OF GEORGE W. POUND, REPRESENTING MUSIC
%%T,BIB*I OEAMBER OF COMMERCE OF AMERICA, NEW

Thr3 ?Ommum. Mr. Pound, will you state your full name for the
Teco
Mr. Pounp. My name is George W. Pound.
The CaarrMAN. What is your business ¢
Mr. Pounp. I am general counsel of the Music Industries Chamber
.of Commerce of America.
. The CHAmMAN. You appear here as an attorney representing those
industries? .
Mr. Pounp. Yes, sif.
The CHAIRMAN. ’Y.ou are not in the business yourself ?
Mr. Pounp. No, sir.
The CaARMAN. Do you want very much time
. Mr. Pounp. Oh, no. I will file a statement of figures and sta-
tistics and make a brief presentation.
The CHAmMAN. Do you advocate taking the sales tax off of
musical instruments ?
Mr. Pounp. Yes, sir.
The CHAIRMAN. And in place of that you think it would be a good
thing to have a uniform tax on all sales of commodities
. PounD, Yes, sir.
The CHAIRMAN, All right, Mr. Pound. You may proceed now with
your statement. ‘ .
Mr. Pounp. Our chamber, gentlemen, is a centralization of every
<lement of the industry in America manufacturing or merchandising
music. It includes the following associations:
' National Piano Manufacturers Association of America.
National Association of Music Merchants.
Committee of Phonograph Manufacturers.
Organ Builders Association of America.
National Music Roll Manufacturers Association.
National Musical Merchandise Association of the United States.
Musical Supply Association of America. - -
Music Publishers Assdciation of the United States.
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Band Instrument Manufacturers Association,

National Association of Talking Machine Jobbers.

National Piano Travelers Association.

National Association of T'iano Tuners. .

We have some 400 factories in America with some 40,000 em.
ployees; some 8.500 merchants with many thousands of employees

We bave circularized and interrogated every member of our in-
dustry, every one of our manufacturers, every source of our sup-
plies, every one of our 8,500 merchants, upon the proposition of a
sales tax bill. We have received only one objection in all those
inquiries. .

e CHAIRMAN. Mr. Pound, is not a large part of the gro ition
& desire on the part of certain groups and trades to get rid of luxury
taxes, so celled, and sales taxes and put it on some nebulous prop-
ositioh about which they do not know much and do not care whether
it works out or not? eir chief interest is to get the tax divested
from their own interest?

Mr. Pounp. I hardly think so, Senator. '

The CrarruAN. That is my obeervation. ‘

Mr. Pounp. I think it is & broader proposition than that.

The CHAIRMAN. You say you cunvassed 40,000 people. How
many of them know anything about it ? .

lSonator Smoor. He said 8,500 merchants. He did not say em-
oyees.
P e CHAIRMAN. Well, take the 8,500 merchants. How mapy of
them know anything about it $ '

Mr. Pounp. They know about it very thoroughly. We have sub-
mitted all plans of taxation that have been Rroposed and have gone
very thoroughly into the question. Mr, Chairman, we do believe
that the tax should be taken off music. It has'been taken off music
in practically every other country. Canada took it off. France
has taken it off. Music is not a luxury. )

Every or%enization that has gone into this question has come to the
view that these excise taxes should be done away with. The Cham-
ber of Commerce of the United States at its Atlantic City meeting
voted in every group to rescind their former action and take away the
excise taxes; the American Bankers’ Association likewise.

The CHA1RMAN. Do you know how much money would he lost to
the Government if the excise taxes were abolished

Mr. Pounp. Yes; about $13,000,000, I believe.

Senator Smoor. On music you mean? )
t,hMr. Pounp. On all excise taxes on music, including every tax on

© music.

Sgnator McCumBER. Do you know how much it is on all the excise
tax

Mr. Pounp. $800,000,000. .

The CHAIRMAN. You have no conception of how much the Govern-
ment would lose? Have you any idea how much the sales tax would
give to the Government { . ) )

Mr. Pounp. Yes; our examination showed that this tax would

bring about $2,000,000,000. I think that is the generally accepted

The CratrMAN. That is a higher figure than has ever been given
before to this committee. : '
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Mr. Pounp. No; it was given here the other day at a billion and
a half or two billion, and the estimates run to three billion.

The CHAIRMAN. Is that all you have to say, Mr. Pound ?

Mr. Pounp, On_ this question, Senator Penrose, as an illustration,
take the lumber that we use in our industry. As one of your con-
stituents told you, the price was increased $8 a thousand feet on that
lumber, and in reply to why that was done we were told that that
was to cover the excess profits. They could not figu. e it; they did
not know. We would prefer a tax that we can absolutely and
definitely compute. Ours is a specialised industry. We these
gods under deferred payment. I will submit figures showing that

e present tax of 5 per cent on the cash payments upon our produc-
tion per month is more than we actually receive in a majority of
. those cases from the public. It is the poor people who buy our
. instrumonts, not the wealthy people.

s GENERAL C »
. BRIEF OF GEORGE W ngl’ona iy n%%lgl ? INDUSTRIES ORAMBE

The music industry, comprising the turers ol pianos, o players, phono-
graphs, organs, band instruments, musicfills and records, sheet masic, muscial
marchundise and allied trades, and representing a inanufacturing and mgmﬁanduing
turnover in excess of a billion dollars annually, respectfull presenis to the Committee
on Finance the ambjoined :m%umunt upon the questions ol sales taxes, *

We favor the «nactinent of a uniform tax on all sales of commoditied, wares, and
merchandise and the repeal of the apecific salos or so-called war-time enciee taxes
imposed at high rates on a fow commndities only. 8ill 8, 202, introduced by Senator
Smoocxand now before your committee, conforms to thess pr‘nciplos of tax revision,

Wo 4re not unmindful of the gigantic problem now before Co: of providing
enough revenue for the needs of thie Nation and at the same time f lifting, if possible,
some of the burdens of tuxation which weigh heavily upon buriness, retarding its
recovery, and at the same time greatly increase the cont of living of our people. The
question of elimination aud revixdon of certain taxes is inse ty tied up with that
of the adoptiun of a sales tax, as a sales tax is the best it not the only method of raising
the revenue without disastrous effects on husiness and an especially heavy
tax burden on vonsumers,

RXCESS-PROFITS TAX SHOULD BE REPERALED,

It :i)pem to be generlly agreed that the excees-profits tax must be ¢liminated
not only he~ause it proved to be dificult of administration, din:riminatory, and
conducive tu excessive *‘loading” of prices, extra ce of business management,
and hostility between taxpayers and the Government, but alen, becaure its produc-
tivity has already greatly decreased and its future yleld is vory uncertain.

SURTAXRS SROULD BB REVISED,

The or rates of individual income surtaxes have proved to be confiscatory, with
the result that the individuals subject to them have placed their funds in tax-exempt
ties instend busin The

deo
ment has besn greatly retarded. Therefore, we believe the surtax rates should
revised, 80 as to eliminate such conversion of investments from taxable to tax-exempt
.securities, Burtax rates in excess of about 30 per cent will cause a general transfer of
- funds to tax-exempt securities and defeat own purposs,

WARTIME RXCISE TAXES VIOLATE PRINCIFLES OF mmpn'm FAIRNESS IN TAXATION.

The revenus acts of 1917 and 1018 created consumption or sales taxes on about 30
classes of manulactured products selected hurriedly without any evidence the,
selection was based upon any definite principle of taxation or economics. ]
taxes impose an additional and discriminatory tax on & limited number of industries
and violate the principle of “equal taxation for all.” These taxes were justified at
the tims only by the emergency and the imperstive need for additional
revenue from whatever source obtainable. They were understood to be emergency
taxes, to be repealed after the war. : .
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BXCISE TAXEN WILL NOT YTELD EXPECTED RREVENUE,

Not only would continuance of these war-time excise taxes violate the essential
aﬂnciplu of justice and fairness in taxation, but they would fail in many instances

continue to yield the expocted revenue. Few industries in normal times, and
certainly not all thos: now subject to excise taxes, can maintain volume of sales and
2 reasonable profit when subject to an additional tax burden of from & to 10 per cent,
To the extent that these taxes curtail industry they curtail the source of the very
revenue which they are supposed to yield, and also decrease the revenue from the
income taxes of those industries,

The depremsing effects of the Canadian excise or “luxury"” taxes became 80 evident
that the ian Government was compelled to abolish them. The repeal has met
with general public approval. It is reported that & number of o?‘m“ have already
l:umed or are planning to resume production largely as a result of the repeal of these

x“. .

COMMODITIES ARE IMPROPERLY SELECTED FOR EXCISES,

Several of the commodities now subject to excise taxee do not meet the test which
advocates of excise taxes themselves advance, while hundreds of commodities con-
forming to such a test are not so taxed. The tax committee of the National Industrial

Conference the foromost advocate of a continuance of excise taxes,
states: “The pnlfmhm test of the availability of a commodity for such a tax is
whether its use is s0 widespread and general and its distribution so well established

that neither will be substantially curtailed by the imposition of & tax and the tax
will be normally on to the consumer in its exact amount.’”’ It has always been
gonenll{ unde also that excise taxes are applicable only to commodities of
relatively quick consumption and constant use.

As illustrative of how some of the commodities now subject to excise taxes conform
to these tests, the products of the music industry may be cited. Musical instruments
puﬁculaﬂ&phno- and phon , which are the most im t, are pumlnmi
usually with the expectation of lasting a lifetime. They are in the nature of invest-
ments, being an essential part of the home, and y mxge s relatively

"thoopurchmr. The retailer almost never s cash sale and in
the great majority of cases the initial payment scarcely offsets the tax which has been
advanced to the Government months gnviouoly by the manufacturer. In normal

y the ﬂnﬂumymont for two, three, and often
b instrument is not infre-

clearly the disastrous effects of an excise tax, which drains the
cash resources of the industry in the initial stages of every sale:

Analysis of piano and phonograph sales, 1914 and 1920,
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Analysis of piano and phonograph sales, 1914 and 1920—(ontinued,

PHONOGRATHS.
Per cent of Peg cent of
total number. tota) num
i | 4 1 | 4
safes). n‘es). ‘es)
Cash recejved at time of sale: Eh time between dates of !
Less than 2} percent of price..] 74 24 and ﬂuol payment: |
Less than § per cent of 3+ 24 uuth 1 year 604
Less than 10 per cent of price 134 | 24 to2 yeu's ! ‘
Less than | cent MU+ | 2+ )to? years
Less than 23 per cent of price 0+ N 3toé
25 percent and over...oeeeneo. R4 N+ 4 yearsand over

CURTAILNENT OF ALLEGED LUXURIES BY TAXATION IS INDEFENSIBLE.

Excise taxes have been defended at times on the gmundo that they are usually
imposed on Jux which can stand them without curuilment, or whose curtail-
ment does not deprive the public of any which is essential to its welfara or
which is even desirable. From a tax oundpo t .uch 8 theory is indefensible, for

s tax which curtails the taxable source ive of the desirability of curtail-’

ment, defeats its only real purpose, nameiy, that of obtaining revenue. As a method
of curtailing alleged luxuries it is sufficient to point out that Government curtail-
ment of induotries which are Im-mful to neither public health or morals, and indirect
Government regulation of the buying habits of the people, are contrary to the true
American conception of the rights of the individual and the function of govern-
ment. Furthemore, if such were not the case excise taxes could be defended as
lux ns only if -;‘:plied to all luxuriea and to luxuries only. Such is
decidodly not the case with the present excise taxes.

The ex exci-e taxes tax the motor truck, but not the horse-drawn vehicle doing
the same thay tax the fur coat of the farmer and lumberman which he can
scarcely do witi:out. but not a cloth coat which for many uses is less desirable; and
the tax the pian the child to obtain its proper musical education,

e band imtmment wi which he may later earn living, but not the toy
with which he amuses himpelf.

It is impossible to develop & satisfactory s{oum of excise taxes on so-called lux-
uries, because it is impossible to determine what is or what is not a luxury., Almost
an commodity can be used either as a luxury or as an essential. What olten appoar

luxury uses of commodities pmve upon investigation to he essential, and many

usea commonly thought of as euen m frequently not eaenml at all. The expe-
rience of the Government with its ty and raw material regulations proved con-
luuivelv that oven in wa.r time it im ble to clluify lndumiu into luxury or
ustries a8 to their relativo essen-

tiality can at?ut be only cmdo an bj t to innummble exceptions,

,  MUSICAL INSTRUMENTS ARE NOT LUXURIES.
Even though it were either just or possible to tax luxnrm in & proper manner,
musical instruments and many other commodities now subject to high exciss taxce
should not be so taxed, as they are not luxurlea. Musical Instruments constitute
the means whereby thousands of persons earn their living and ara essontial to religious
worship and indispensable to many forms of public life. Music is being used as a
means of improving morale, promoting efficiency, and decreasing industrial unrest.
Mudc is the most potent, u veml and cheapest factor in muking life worth IM
tinct as nﬂ mere existence possible; and in these days of advanced ci
nt?.mmnj yhnot 'mwe h lud port nityto j
enjo who never any o u enjoy
ite decsde K:-d & far more thopchild cation,
l\:‘l;ich ises it ohould be, it education is to ful iu one gmt function—pnpumion for

The idea that music is & luxury which only the overrefined can relish is upidly
disappearing. The few that still hold to it luva had the tremendous
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u ‘liftix;'g’:power of music brought home to them through the ‘nmnition of music
where they may have least looked for it, namely, by our great military and naval
leaders. Though these serious men referred in their commendation of ‘music prin-
cipally to the simpler types of it—to the songs of a soldierly and patriotic character—

t even these simpler types serve as mpping-otonu toward music of hifher snd

est order. Their—and the Government's—recognition of the spiritual influence
of music is an additional confirmation of the view of it which has been held and force-
fully expressed by every. :rmt J)hilooopher from the earliest times tn the present day.
at Plato has ssid of music has never becn controverted, nor even questioned,

by serious minde and by the greatest educators of the world s history. namely:

“*Music is & moral luw. It gives a soul to the universe, wings to the mind. flight
to the imagination. a charm to sadnew, gaiety and life to everything else. It is the
essence of order and leads to all that ir good. just. and besutiful, of which it ia the
invirible, hut neverthelest dazzling. paseionate, and eternal formn.”

The typical piano or phonograph is not the expensive eoncert grand or the phono-

ph de luxe. On the contrary, the great bulk of these products ‘f.o futo humble
omes where they become the most potent factor in keeping the home together.
especiully when the children grow old enough to he sllured by outside attractions
unlees there is o pleasant home life. A discriminatory tax on music is a blow at the
honie at education.

From the hest information available to us it appears that the Government must
raise our annual revenue of approximately $4.000.000,000: and that existing taxes
minuas thore which we helieve should he aholished or decreased, and with expected
increases in customs duties will raise an annual revenue of from $2.000,000,000 to
$2,500,000,000. If these eatimates are correct the great problem is that of raising
from' $1,500,000,000 to $2,000,000.000 annually by new taxes. After a very carefu
study of the suhject we are convinced that a uniform tax of 1 per cent on the sales
of all commodities is the hest, and in fact. the only feasible method of raising the
required revenue.

MERITS OF COMMODITY SALKS TAN.

The merits of a sales tax on commodities are. ‘
(1) It is simple to administer by the Government, and easy to compute and pay
y the business concern.
(2) It ie definite, and the exact amount which the tax adds to the cost of doing
usiness is known at the tine of the transaction. which is not true of profits tuxes.
(3) 1t avoida the nocexity of making s huge increase in thgomrimnt on income tax
rate, Such increases would add materially to the evil of prite *‘loading ™ a: a means
of insuring against & profits tax which can not he anticipated. An increase in o
rofits tax causes much more than an equivalent increase in ‘‘loasding.” An increare
n profit: taxes would also add tn the enormous difficulties which husiness fa~e: under
the necewity of pmvid‘i:g large sums of money a» tax payments which, even though
they have heen collected from customers, are often tied up in the form of acrounts
receivable, raw materials, and merchandise.

(4) It avoids the neresity of expanding the preent discriminatory excire taxes,
and in effort subrtitutes & low rate and just sales tax on all huriness for a epecial high
rate and,discriminatory sale: tax on a few burine:res, .

(5) It carries out the principle of ‘*equal taxation for all.”” Ax Prof, E. R. A,
Seligman has eaid: **Finally, we must, I think, all I'e agreed a: to the impurtance of
ethical implications of a system of taxation. Werhould * * * demand equality
and we must demand equality from two point= of view: we must demand that kin
of equality which is inherent in the uniiormity among difforent member- of the ame
clas who pay the tax. If it i impo:ed on the huxine'+ man, it must he uniform
am.ng all busine«s men; if it i+ levie.l upon the ctinsumers, it ought tv he uniform
among all consumeors, The other aspe-~t of thit ethira) principle of taxation iz that
the equﬂit,\" must he predizated al:o a« among the different classe: in the

‘enmmitnity,’

ARGUMENTS AGAINST COMMODITY SALER TAX ARE NOT WELL ZOUNDED.
E t which has been b t net the commodity eales tax can he
e S eatty, Cuicl of thstatpimants srer ity
(1) The tax vrll be “loufod." A 1 per cent tax which adds a definite amount to
the cost of doing business which is known ex;ctlx st the time of each transaction
does not have nearly the inducement for “‘loading” that there would be with its only

alternative, an increasa of ahout 50 per ««nt or more in profits taxcs, the amount of
which can not be auticipated. ‘ ' '
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(2) The self-contained business would have an advan The ding of &
1 per cent sales tax would seldom amount to more than 3 per cent.” 'In the piano
and phonograph industry it would seldom, if ever, exceed 2} per cent, as shown by &
very careful inv. tion. Anleudmuguotipucennoanin ted business
is negligible. ermore, such an advantage is far less than that which would
result from an increase in proﬁu taxes sufficient to yield the same revenue, because
of the inevitable ‘‘loading” which would accompany it.

(.8‘; The amount of revenue which such a tax wouid produce can not be calculated
in advance. It is equally difScult, if not more #0, to anticipate the yield of increased
profits taxes and expended excise taxes. Groes sales in general vary less than either
net profits ﬁ‘. ‘3;‘) eesee or sales of & few specified commodities on which is imposed
s exc . .

(4) Where the tax is not shifted it becomes & tax on gross income. Such a small
tax would practically always be . Every business man knows that & uniform '
increase in the cost of doing bu-ineoofonlz 1 per cent would be shifted, at least in

b
the long run, If not shifted, it is still ble to 10 per cent specific sales tates

now or .
. (8) To the extent that it is shifted, it adds to the tax burden of the consunier. This
is the most appealing and at the sume time the most fallacioun of all arguments against
the sales tax. ‘No thinking pereon, certainly no business man, will deny that in the
long run practically all taxes are paid by the consumer. Espocially is this true of
the corporation income ot profits tax. Furthermore, the consumer pays the tax plus
“loading” charges. A commodity sales tax will cost the consumer far loss than an
increase in profits taxes sufficient to yield the same revenue. In other words, busines
taxes ave paid by the consumer whether they be sales or profits taxas; but in the case-
of the sales tax the consumer pays directly and immediately the exact sum of the tax,
while in the case of & profits tax the consumer pays indirectly but ultimately much

more than the amount of the tax.
The adoption of a commodity sales tax will materially relieve the consumer of his

present tax burden.
The tax hurden on the people of this countrghmuat necossarily be heavy for years
to come. and everyone must cheerfully bear his just share. However, no revised
tem of taxation will be successful except it conforms to the mci&l: of “equality
taxation,” and relieve the consumer of paying much more Government
ultimately receives. :

STATEMENT OF u@}.’ W. 00& OHRAIBMAN TAXATION COMMITTER
or BOSTON OF COMMEROER.

Mr. Cox. I am chairman of the taxation committee of the Boston
Chamber of Commerce and I have been sent down here as chairman
of & delegation to put the Boston Chamber of Commerce on record in
the matter of taxation now pending before this committee.

Senator WaLsi. You are omitting the t distinotion that you
are & brother of the governor of usetts.

Mr. Cox. The taxation committee of the chamber. of commerce
was requested by the chamber to make a study of Federal taxation
matters. It did so at some length and made a report to the directors
of the chamber, and the directors saw fit to have a referendum taken
of all its members.

In that oonnection I wish to say that the Boston Chamber:of
Commerce consists of about 7,300 members, and, rather unusual jn
the case of a chamber of commerce, it does not comprise simply
merchants and manufacturers in the oommuni“tx alone, but it takes
in the professional men and all people interested in industry. Some
of its members are leaders of organised labor.

In that referendum the questions that were asked were as to
whether the members favored the abolition of the excess-profits tax
on corporations, and the vote was 2,232 yes and 99 no. -

" On the quéstion as to whether the chamber favored the abolition
gfostho present surtaxés on individuals, the vote was 2,085 yes and
no.
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Senator SMMoNs. Was that vote on the total abolition of the
surtax §

Mr. Cox. The abolition of the present surtax.

Senator SnamoNs. I mean -’ the present surtax; the elimination
of the present surtax?

Mr. Cox. That would not be a fair mtarpnetmon of that vote,
aslwnllex lain in & moment.

prosgoamon that the committee reported was thnt the present

surtaxes should be abolished and that in plwe thereo there should
be taxes levied at such a rate as would eral flow of
capital into ordinary business chmnels' tlnt u. &ﬁ% the point
should be fixed at which the surtaxes should be productive.

We believe that tho point of productivity has been
that the higher surtaxes have dried up and thst. they are not only
dried up but on account of the h‘f er rate they have driven the
money to nontaxables and out usiness channels and

e also placed a great hardship upon usmeu and raised interest
ntes and so forth.

Sonator Snumons. I supposed that was what ou meant; and
without that explanation it might have gone in and been misleading.

Mr.Cox. Thank you,Senat-or Iintended to make that explanation,

On the general question as to whether the chamber of commerce
would favor the principle of a sales tax the vote was overwh
2,201 yes and 120 no.

We divided that question to get an expression of the members
sim ly as to.what general form of sales tax they would favor; an

e the committee's report was in favor of a general sales tax at [
unitorm rate, that was sustained by the vote of the chamber, which
was 1,235 in favor of it. But as to the alternative uestion, as to
whether the tax should be at different rates and on different kinds of
business, there were 850 votes in favor of that proposition.

So, in all fairness to the members of our chamber, I submit the full
story to this committee.

Senator WaLsa. What information did you send out with the
referendum vote on this question {

Mr, Cox. The directors of the chamber prepared a pmphlot
whioh ocontained a:Euments in favor of the sales tax o,nd
ments in oppositlon to the sales tax, and the report of the cham
of commerce committee on taxation.

Senator Smamons. Let me ask you a question right there.

Mr. Cox. If I may be permitted, I would like to leave those with
this committee.

Senator Smamons. You say you had arguments on both sides

e o Smceme. Wers th t agaiost the sales tax

oNs. Were the argumen o sales
pared l&xoome one who was opposed to the sales tax pre-

Senutor Warsn. You say there was also s reoommendation of the
ootllhmg:o onY taxation of the chamber?t '
L] x.
Senstor JONES. Are you going to insert the articles sent out as
well as &xur interrogatories and the replies !
so that the oommttee will have the full story in so
fuuthepointwhmhthoohamberwishutomakohconoemed and

63408—22——9
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the attitude that was adopted. Of course we will allow the committee
to make use of that. . i
Senator McCumBER. Did your organization or some subcommittee
of it make a careful investigation of the whole subject of sales tax ?
Mr. Cox. Itdid.
Senator McCumBeR. And you speak for that organization
Mr. Cox. I do.
Senator MoCumBER. And you represent its views and have an
e&; to lgmen:“ on %ho questéion of a.tturnoverttsx? .
. Cox. Personally, I am no 0 present any arguinen|
in favor of the turnover tax oxooft ‘g.o i‘:lgl stated in the recommenda-
tions of the committee of which 1 was chairman, which recommenda-
tions I am leaving with the committee. .
. . Senator Suoor. Make that a part of the record so that we will
have it at this point.
Mr Mtot'}tmn ER. Yga. It should be inserted with such data
an anations as you deem necessary.
(The papers referre{i to are as follows:)

BosToN CHAMBER OF COMMERCE,

BALLOT POR MAIL VOTE ON REPEAL OF EXCESS-PROFITS TAX AND HIUHER SURTAXES
ON INDIVIDUALS, AND THE SUBSTITUTION THEREPOR OF A SALEN TAX,

To the Board of Directors of the Boston Chamber of Commerce:

Having in mind the facts and arguments contained in the psmphlet received with
this ballot, 1 vote on the questions submitted in this referendum of the chamber as

follows:
Mark X to indicate vote.
1. Are you in favor of: . Yes. No.
(«) The abolition-of the excess-profits tax on corporations? o | w
(b) The abolition of the present surtax on individuals? 2085 § 903

2, Do you believe in the general principle of s sales tax in some form? |
3. Forthe pm l:\fi auihblo distribution, do you believe that the

sales tax shoul Check oae only.
(a) At a uniform rate on all sales? 'na
b) Atdifferent rates in different kinds of business, . y. manu- - '
@ wholesalers, and retailers? s | 8% |
Ballots received after April 4, 1021, will not be counted.
Member's Signature — ———,
Address y—— —aen,

RF.JFERENDUM ON REPEAL OF EXOCESS-PROFITS TAX AND HIGHER
3%11}‘&13‘%30{& }ICNDIVIDUALS AND THE SUBSTITUTION THEREFOR

To the Members of the Boston Chamber of Commerce:

At a recent meeting the board of directors voted to refer to the members of the
chamber for & vote thereon by mail the questions stated below. In accordance with
the provisions of Article V1I, section 12, of the by-laws these questions are accom-

, the arguments in favor of, and in oposition to, the proposal contained in the
questions submitted. .

In order to be counted, ballots must be received at the office of the secretary on
or before April 4, 1921. . ‘

The printed ballot form must be used. .

If the members desira tn make & fuller statement of thelr views, thoy should do so
in 8 separate letter ucco::nrnying the ballot, , s

- 'By order of the board of directors, ‘ o
Jaugs A, MoKiBBEN, Secretary.
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No attempt has been made in this referendum to cover the entire field of Federal
tax revision. The repeal of the excess-profits tax and of the higher surtaxes on indi-
viduals and the lev ?hd a sales tax in some form in lieu of these are the proposals
which will receive the most prominence in the imponding consideration at Wash-

ington, and accordingly the questions in thia referendum have been limited to these
importaut proposals,
QUESTIONS TO BE VOTED UPON,

1. Are vou in favor of—-
(n) The aholition of the excess-profits tax on corporations?
() The abolition of the present surtaxes on individuals?
Do you believe in the general pﬁnmlo ofa ules tax in some form?
For the purpose of equitahle dis bution, you helieve that the sales tax
ahould be levied:
(a) At a uniform rate on all sales
(d) At di¥erent rates in different kinda of business; e. g., manufacturers, whole-
. salers, and retailers?

AsouLrTioN or THE Exoxss-Prorrrs Tax.
ARGUMENTS IN FAVOR.

The excess- ﬂuuuhouldbubolhhodboomn
1. 'l‘ho loaded on the consumer.
2. T A otgn:ihulg:—mm payer knows !,vihat he th‘ltguy
X s0 complicated uires
.ﬂ.,.....m""‘“ e g, oo Vit s xpon

4. Itis p.mi thousands of and th
presie ot PR ko uumm g eollo e oyees and tho
. It is oonduclve to excessive I ot claims for Mund, mdit,

ent, under changed
It obstructs dovolopmtnt of natural resources as well u a&b
Clriul hesitates @ enter new fields bocause fearful of their im uxu.
The De; entoflmﬁeotdnluthuzs.zweontonhocuto necessaries
ioduotob oss taxes. This causes high prices.
lthheﬂmamonoxm—mammlnﬁotho eoltofptoductionotupom

AIGUIINTI IN OPPOSITION.

that the excess-profits tax law in its present form '

While almost everyone agrees
should be re itdmmtblhwmmhxudmomomnlwuhould
de . If the principal revenues of the Government are to be derived from
income taxes on corporations and individuals, the taxes must n xbo uated,
dneuﬂothxstanhmﬁcienttopmdueo revenue would beintolerably
burdensome upon tho eu pvupom :3 individuals. of

co?ouaom rorﬁon net income, without regard
to its relation to the in m:sgn from which it was dorivod it'would be out of

tho uuﬁon. tnd the onl income is
oty n ocordance with me to invested capital
chh h tho plo bohind tho t excoss-profits tax, although the
name should bo eut de as rates sho more uall&
Inssmuch as 't hwo their in capital determined

uyomtinthoooumofthomditotthoiuxeeupmﬁbuxrotumonhoputfw
years, the difficulties of administration would be largely overcome. ,

ABOLITION OF THE SURTAXES,

ARGUMENTS IN FAVOR.

Surtaxes on individual incomes should be abolished because:
l Al applied to income earned by endeavor and risk, surtaxes are lubjoct to the

u excces profits taxes. (See above.)
2. App income they are avoided lugely by investment of capital
in ux-exempt securitics,
3. They are largely evaded 'fﬂ inventment in ri-el .0 mnipuhted,
that income js * bonow ds are recei thm “dum
The abolitivn oxcen vfmnu tax, without the uon ot the cum:a
would toming that are:able, -t

_ incorpmﬁo,undthooa po-ibl .outolbudno-.
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ARGUMENTS IN OPPOSITION.

Un!e-mednuic tobomndeinounyutmof!‘odeulhntionitwinbo

amount of revenue from the uution of individusl

It incomo tnxeuu to be retained agonoe of the ghr:n sources of revenue,

thoy lhould be gradusted, as it is genenally t wzes dtould be sg“
tioned in accordance with’ ability to pay md an income tax at & uniform

more severely on those with moderate es than upon the wealthy, who have

more left to live upon even after the ent of heavy surtaxes. The Jrlncipd

argument uudmt the present oumuo is that thoy drive Jarge investors out of produc-

tive indumy and ge them to invest in txo exempt bonds. This diﬁculti'ncould

bo owxcome that corporations should be su toa
'ie rehﬁon of net income to invested el\pi;i:'lct .ad gd dividends on
h mmmomnhould not be subject to surtaxes as income in the hands of the
individual stockholder. With such a system of taxation it would be possible to get
the benefit of individual surtaxes without their evil effects.

SusstTTUTION OF A Sarks Tax.
ARGUMBNTS IN FAVOR.

. It is determinable in amount,

2 1t will pmduce an amount of money that the Government cun rely on—aondé:s
to vary directly in ?ordo to the population. Variances d :
R T e L —

excess 0 e, and the ‘“ .
by successive sales is loss than 2} per cent instead of 23 per cent, as under thopre:gnt

tax laws
4, Itbi'z‘ not expensive to the taxpayer, the labor of computation and reporting heing
tisinexpensive to the Government. 'l‘lmnono now epent by the Govornment

in collection snd ulmlnhmuon (estimated by the ue Department to be over
ms,oooooo) d be saved.
mpﬂshuinoﬂoctmtin ,mincomomh supposed to do—
i”‘munly, plm:o t&?. !m:!:ﬁnﬁo&m mﬁ"ﬁ n proportion to the ability to pay. Itisalso
n
TR e e T et et I boeapeition becauss the dishonest

hxpa%m nowsblotocuthhpdcu.eouldnotcutbolowthohonmm yer,
he purposes of the presen m‘d rates on 0 Are ACCOMP! as well
under a sales tax. It is a fact thomuofthnnllto—dooomunmmmy

e 3o vl sl e th g e B 1 sy ache
0
Whm,ummmmo.myn" ponderyhodou

work for what he
'°3.1mh:om.mh&nauudum dmtinmohx.ud
are casily defined, o. g E cept possibly upon the
R T e e S——
by those toit, more [~ X 'Y , 8t & 1 per cent rate,
1.1 Z owdhulmlmﬁon" mﬁumm industries and

o0 specially taxed.
Rrenottaxed, The Osnadian and French laws exempt them from even

o light sales tax.
%xmmmmw of taxation. A sales tax law has been in force in
g:t Philippines since 1908 without tion except from Americans who m

they can not compete with the whomnotmbjocttothnmtb
tax laws, lchubminmlncnuls & year with no evidence that the
m-uuhcmmundthm m-!lmhvobmdudtuhuxpme
0

14, ltmummpbymutduﬂhlinﬁddnmmmdndmmtdtho

pressnt tax law.
18, In brief, it is & simple, equitable, easily paid tax, in sharp contrest to the
complex, unjt'ut uﬁwimomo' puorl .

ARGUNMENTS IN OPPOSITION.

Tho tax on aalos must be oth the scller or ucer on the
wThe sl ooy b ik e s o
adqnthoul mhﬂmdﬁ.hmhxnmuwm‘ommm
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receipts for a tax on net income. Whatever inequalities may be found in ‘t’h:lrmt
system of income taxation would be trivial compared with those which d arise
under a tax on gross receipts, which, in some lines of business activity, are tweanty or
more times the net income and in o‘lma, such as the practice of law, are but a small
fraction greater than thé net income, so thet of two persons of equal net income one
might pay twenty times as great & tax as the other, If, however, the tax is paid by
the buyer or consumer, as is genenl‘l‘y contended by the advocates of the sales tax
will be the case, the tax is equally indefensible. That the burden of taxation should
bes goﬂionod in sccordance with ability to pay haslong been the principle ?wslling
in country, apd to reverse the principle and to apportion the burden of taxation
in accordance with the neceasities of the taxpayer would be unsound in economic
principle, unjust in practical application, and ‘ound to arouse resentment in the
community as s whole,

Furthermore, the administration of the general sales tax would not be as simple
ss its advocates would have us believe. Already. it is to exempt from
its wﬁcm sales ';x'Bon the various exchanges. Doubtless other tra fons_of
similar character d require like trestment to avoid the complete extinction
of essential occupations, and, once the field of exceptions and qualifications is entered
upon, nd end can be forescen. Narrow distinctions can be readily ined between
tnnucttlons ‘:‘liich wouldae taxable asd those ;rhicmuld i:o tlid m:!:k %ﬁt be
a8 confusion amon; ers and as congestion eIn enue
Degt“rtmont ashas oxhtgd i?:ﬁ; pest fow ;553- under the present system.

Tae Lzvy or THE Sarzs Tax ar Ao Untroru RaTe oN AL Sares,

One of the strongest arguments in favor of the sales tax has been its simplicity,
this simplicity upon the application of such a tax in & uniform flat ra levﬁr.
If & tax scheme provided for s uated rate levy, different rates belng:p licable
to di.lerent types of bunine-‘m would result in injecting into the new ufwudou
the very complexity which militated againat the success of our present scheme.
of taxation, the difference, if any, being merely one of degree. - The administration
of a graduated rate sales tax would necessarily be very complicated-and would
vent the scrapping of much of the collection machinery which would be ble
under & fiat-rate tax. Moreover, it would be very difficult to frame & law conceived
in such specific terms that every business in the country would fit easily and naturally
in one of the rate classes established in the atatute. The door would still be open
both for honest dispute and attempted evasion, ‘

The argument fora uated rate law seems to be predicated on the supposition that
it is nec for of business to absorb the tax in its cost of doing husiness,
If this were the case, and retail businesscs were taxed at 1 per cent, it is argued that it
would be necessary to make the rates for certain manufacturers, johbers, and whole-
salers mttorhllgma. This, of course, would impair the productivity of the tax very
considerably. But the argument is based on o false premise. It would be to the
interest of such businesses to pass the tax on ss such, as has been very clearly shown in
s statement issued by Mr. Meyer D. Rothachild, chairman of the Business Men's Na-
tional Tax Committee, in answer to the recommendations contained in the tentative
report of the tax committee of the National Industrial Conference Board. In con-
nection with the above argument, Mr. Rothschild said:

“Finally, it is to the interest of all producers of and dealers in raw materials, and of

manufacturers and wholesalers, to pass along a small definite sales or tumover tax.

" They can not pretend that the tax which their.m obliged to p:{ the Government is
greater than its actual amount, and, as there is no investment of capital or outlay of
money involved before they make a sale J)u is the case where they buy goods increased
cost by duty or heavy excise taxes), the obvious and convenient method will be to
the small turnover tax at the bottom of the bill. The wholesale buyer imme-
diately includes this tax in his cost, and, adding other costs and expenses, he arrives
at his selling , and then in turn he adds the turnover tax to each salo as it is made.

“The retailer has & different problem. His overhead expenses are genenally very
substantial, sometimes ranging as high as 30 per cent. This overhead fluctuates some-
what, increasing as rents, salarics, and other fixed expenses rise, but often decreasing
in percentage by reason of increased turnover. .

““‘Under a small general gross or turnover tax, the retailor will naturslly figure
this tax as part of his overhead expense and will not be obliged to take any more notice
this tax than he takes of his rent, saliries, heat, power, or other general expense.

tluﬁncﬁu to-dwwitbnrrd to some of the heavy excisa taxan imposed by
of 1912, and would undoubtedly be the practice of clear headed merchants
Y mnnl' gross sales or turnover tax,’*

éE’
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. THE Lavy or THE Sanzs TAX AT Dx‘rﬁum Rarzs 1N Durrerent KiNps or

- Busingss.
" Inthe of distribution one or more intermediaries may be n Gener-
aﬂymﬂz?-ointemedhrydounotexhtunluthomioeh is an
economic necessity. Usually this intermediate service between the originol

ducer and the hﬁuhpoﬁotmod at a small gross charge and at a small expense.
Ataxofl per cent at retail, which would represent a small fraction of the cost of
ting usiness and be a small fraction of the gross profit necessarily inci-
dont to andling Y rouil husiness, would in many cases, if :K“l‘ied at the same rate,
be a much larger charge upon the intermediate transaction thh total cost of the
intermediate service. Many of these lervi for hundllng merchsndho are performed
at & cost ranging from ono-quarur ol mﬁ" cent to 2 per
If a tax of 1 per cent should nuequiuhleuunux. trr ¥
ut«: f:; an intomodmfolmnnctton necmrily connotctod ﬁit dhth ba fon whlrl:
cost from one-quarter o cent'u o cent would make the Governmen
mmycwapammw ﬁm’rm&hw handley, in which partnerhip the
' Government might receive uverd times the revenue in connection with the service
that the merchant, hroker, or factor would receive. This would tax the consuming
ruhlic unjustly. It would also have the effect of making the tax paid by certain
rodomhg this service many times ter than it is undor the
oxcen- phn. n suich a case it would be & tax which could not stand, because
it would be in essence inaquitable. Therefore, uniess the sales tax were to l:e applied
at some single of the transaction, 80 that but s single tax would agply to & ein-
le article of merchandise, it would seem to be necesary to & pplz‘a di erent rate of
fsnﬁon to the different types of buoinen which bore a relation usiness pro-
portioned to the service performed by the distributor. A tax upon s concern which
charged no-quarm of 1 per cent of the value of merchandise for cervices or a flat
rate of, ny. onooh;ll cent per pound gross charge for services must be taken into con-
sideration in pgon.lonmnt of & tax, as compared with a business in which the
lddiﬁontocootu olmhﬂademyumﬁomszucentwlmpormt.
or even more,

Rerort or T™oE COMMITTEE ON TAXATION REGARDING PROPOSED REVISION OF THR
- Feprral Tax Laws,

FrBrUARY 14, 1021,

Tn the executive commitiee and board of directors:

The committee on taxation has examined tho vu!ouo pmpnula for changes in Fed-
eral taxation and submits the following re e chamber

The committee recommends that the (o owing l’odonl taxes from the revenue act
gy L —

X X on
2. Present surtaxes on individuals.
3. Thouxwmnmdwmmmﬂiﬁuudonimmm :

sdmissiona and dues.
oxciu tsxu cotminod in Title IX.

7. Trxhl k taxes,

LOWER SURTAXES ON INDIVIDUALS.

As to the present surtaxes on individuals, it is the consensus of opinion among
whohuvutudiedthe question that these taxes at present are so high that the
limlt of rmductivlty of mch & tax has been passed; that persons subject to such taxa-
tion m nveoﬁng &?l in nonttxsble muritieo to the detriment of the welfare
ty. We believe that these surtaxes should be

litnited to int whm ital woul tted to flow into ordinary business
channels, W‘ﬁt this poi:t‘ra we do not at mrt to detemine, as it should be fixed
by the law making power upon evidence submitted to it.

GENERAL SALES TAX RECOMMENDED,

As to the other taxes which we recommend be abolished, there seems to be ag‘eneul
consanann of opinion that they are inoquitabla and diucﬂminatory, uncertain

incidence and in their yield, difficult to administer, and burdensome to the taxpayer.
Some are mpoblo of exact computation, and in’ many instances impose a greater



SALES TAX—PROPONENTS, 1386

expense upon the taxpayer to compile an accurate return than to pay the tax. Asa
substitute for theae tgxz: when ogolhhed. the committee rocomg:e{ldn the tax on
gross sales, otherwiso called the general turnover tax.

We are committed to the tax on gross sales, or the general turnover tax, because
we hclieve that this is the only source from which needed revenues can be derived
without nnkimho present intolerable situation worse than it now is. We are also
committed to tax because:

1, It has the t advantage of a low rate applied to the widest possible base,
making slight de n ble and making it acceptable to the taxpayer.

2. It will be highly productive, yielding, according to very conservative estimates
made by those opposed to it, more two billion dollars a year, at a 1 per cent rate.

3. It will test by practical experiment the compartive merits of income and sales

taxes.

4. Itth witl:xbo pd«inﬁrobb;bg by deh.‘}u: tl1Im:m.hly. t‘}ml_ lcllistribn i the burden
u 0 throughout the and will probab pased on
urt‘i)lnnamy wp:oﬂy?nmeu and so paid by them in minute inltgllmonz varying with

5. It is etirely practical and has operated successfully in other countries.

6. It will be comparatively simple and inexpensive to administer and will remove
discrimination now operating against particular industries and commodities specially

taxed.
p‘l. Ittwui;lbopc-odontothecommervithlonproﬁmﬂnguddiﬁouthmmtho
resent taxes.

We do not believe it wise to commit ourselves at this time to all the details that
must be worked out in regard to this general sales tax. So far as we are advised,
no tax law has ever been perfect any more than any other human law. We believe
in the principle of this sales tax and urge that the authorities shall draft such
a law and put it into operation. We reserve our rights to criticize any feature of such
;g:o law and to advocate such changes as from time to time are deemed to be

and necessary. This would be our position after such a law became operative,
when we shall have had the benefit of experience under it.

PUBLIC BXPANDITURES SHOULD BB LIMITED.

Any system of taxation may become unbearable if too much is demanded of the
uxpnjm; public oxmditum should, therefore, be kept within the limit of reason-
sble demand upon TONOUICES.

Respectfully submitted. )

Guy W. Cox, Chairman, Fuzpzric E. Moone,
Henry Hzrrrox Bownp, Panure Nicmors,

Rossrr H. Horr, Omanrzs F. Rowixy,
Gronar B. Jounson, F. R, Oannzots StamLz,
Witiax J. MoDoNaLp, Commilttes on Tozation,

Meessrs, Nichols and Stesle dissent, and submit attached minority report.

’

Mivorrry Rarorr or Couurrree oN TAXZATION.

)
The undersigned do not approve of the adoption of the sales or turnover tax,
whether confined to the -:ﬁ of commodiﬂ‘?:‘r oxundm the gross receipts
ofo:::rﬁormdbudmnorprouow activity, as a substitute for all other forms of
Federal taxation upon business, or as the pal means of raising revenue for the
United States Government.

The objections to the sales tax are numerous and weighty and have been set forth
atle vy many of the leading authorities on taxation but may be briefly restated
as follows: The tax must necessarily be borne either by the seller or producer on the .
one hand, or by the buyer and consumer on the other. If the former is the case we
are substituting a tax on gross receipts for a tax on net income, Whatever inequalities
may be found in the present system of income taxation would be trivial compared with
those which would arise under a tax on gross receipts, which, in some lines of business
activity, ave twenty or more timee the net income and in o such as the practice
of law, are but a small fraction greater than the net income, so tht, of two persons of
equal net income, one might pay twenty times as great a tax as the other. 1If, how-
ever, the tax is paid by the buyer or consumer, as is generally contended by the advo-
-cates of the sales tax will be the case, the tax is oquﬂlgreindefemiblo. That the burden
of taxation should be apportioned in accordance with ability to ly has long been the
principle prevailing in country, and to reverse the ple and to apportion
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the burden of taxation in accordance with the necessities of the taxpayer would be
in economic principle, unjust in practical application, and bound to arouse
resentment in the community as s whole.

Furthermore, the administration o!thoiunenluluux would not be as simple as
its advocates would have us believe, A mgﬂft is pr:md to exempt from its
0 on sales upon the various exchanges. btless transactions of similar

ter would require like treatment to avoid the complete extinction of essential

occupations, and, once the fleld of exceptions and qual or.s is entered upon, no

be foreseen. Narrow distinctions can be readily imagined between transac-

tions which would be taxable and those which would not, and there might be as great

confusion among uxgml and as great in the Internal Revenue Depart-
ment a8 has existed post few years under the present

We believe there is no in Federal taxation and that a certain amount of .
sunual vexation over F udhx:etumhg:no!tluineviublo ce which we
must pay for the Great War. Our best hope is to take what is in the present
system and gradually improve upon it in detail, dilcudi:g the unreasonable and
oppressive features of the present law and building up on the remainder o just and
-squitable system founded primarily on the principle that taxes should be apportioned
in agrordance with ability to pay but recognizing the practical limitations upon that
glnclplo which render futile attempts to reach by taxation an unreasonable share of
nd: incom' g:m indi:;idml or corporation. We accordingly recommend the

of system:

(1) Individua! income t,s'x to be imposed substantially as at present, except that
the surtax is not to exceed 40 per cent; and dividends from stock in corpors-
tions which themselves pay an income tax are not to be subject either to the normal
tax or surtax except as provided in paragraph 4.

- (2) te income tax to be im with a surtax graded in proportion to the
relation between income and inv. capital; the increaso in ratee to be gradual and
the hi rate not to exceed 40 per cent.

(3) kholders of small ooz:nﬁons to be allowed by unanimous vote to be
taxed on all income earned by the corporation, whether distributed or undistrit.uted.

(&)’ Dividends on stock in & corporativn which jteelf pays & tax on its income not
to be subject to the regular income tax but to be subject to a fixed exciee not in excess
of 10 per cent of the income as a tax on the privilege of receiving income from a busi-
ness srdmpﬁn without pouom:i:nhbmty for its debts and other advantages

organization.
(5) Repeal of excess-profits tax, capital-stock tax, and such other of the present
excise taxes as cause annoyance and expenses in collection out of proportion
to the revenue received.

The reasons in favor of the fi ina system are as follows: As already stated, the
modern conception s that taxes e be apportioned in accordance with ability to
ptir and it is now noofnl:od that e proportionate tax is not graded in accordance with
ab; Ihy to p: v, since, for example, & person with an income of 100,000 is much more
abletopayu axof 16 cent on such income than a person with an income of $10,
and consequently an income tax with rates increasing proportionately to the amount
of the income is more nearly cirmmoned to ability to Ey. It can not be expected
that the graded income tax wi given up as long as the present conception on the
proper measure of taxation persists. Nevertheless, for practical reasons, the surtax
should not be at too high a rate, since a rate above 30 per cent defcats its own ends
m:dther driving the taxpayer out of the country or necessitating investment of all

funds in Aontaxable securitics and his retirement from active business. The
rate of surtax should accordingly not exceed 40 per cent.

'orporations should be taxed as far as poseible in the same manner as individuals,

but for obvious reasons it is not cable to tax corporations upon their income upon

» acale graded solely in to the te net income without regard to the
relation of the net income to invosted capital, and bo(irond all doubt, in theory at
least, grading of income taxes u ons should Le based upon the relation
of net income to invested capital. e -difficulties of sa y determi

thopwiodo(high!‘odenluntion;butinmfact,ofunutenomomox and diffi.
culty, substantially all existing corporations have had their invested capital deter-
mino&brpurpoouoimﬁonunder the excess-profits tax, and it would be & matter
of comparatively small difficulty to keep track of the changes in invested capital
mﬁngﬁommtoxou. It would seem wasteful in the extreme to throw into the
discard results of all thia lshar and expense when the result has been to cstablish, ag
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nurlyumybodono,tbuiﬂorhnﬁon which is most consistent with sound eco-
nomic theoty, to start upon some whololg pew and untried method for which
peither th e yers nor tho Federal authorities have had any preptmion The
violent on in the excess.profits tax and the v :?‘l;lgh rate of tax upon com-
paratively msll amounts of income should be avoid surtax should pro-
coad bygndudotopamdthchighatnuohouldnotexeudlor:r

With respect tosmall corporations, the stockholdersof which are rsons actively
engaged in the business, there has boen great difficulty in differentiating between the
return on invested capital and the return from the personal activities of the stock-
holders,and in manymvoinjwlcehubundon . In the case of such corpora-
tiomthuﬁockhol&lm .guxo‘:b:.ﬂchtbyhun&nim vototocloeﬂohvnho
corporate fiction disregard taxed ¢ sAme mAanner as & p-rtn
" mmawmumamm el
whether distributed or not.

Onoolthowiholthopmnhymmhuboon bocﬁonoﬂnoomotodmblo
taxation when the dividsndodeurpon yingsliggh oxeeu-pmﬂh tax hsvoboon
received by individuslu mbjoet a offect of subjecting in oomo
from money invuud business en surtax has

eg: tal in new en cnd drive all wnlthy

ymtoinvounenu hx-oxompt securities, to the great detriment ot the public
’l‘{ and checking the extension of existing business

mhnonuonwhy noomoﬁom.buine-whetherin todor

be taxed twice, and it would be accordingly both just and wise to exempt the
dividondc of tions which themselves pay an incomo ux. from liability to the
lurincomo x.cithcthomnulhxorm:: ers of corporations
nhould g Mﬂa gl of rocoivin lneomo hom » bminell
thoutpmnnll ility.nd ththoo kholder has and w'tl;i&h

are not enjoyed by & member .ceoun of this privilege
holders in corporations -hmld y . ﬁxod ux on their dividends not ucoedins 10

per cen

ThorouonMﬁmﬁg&or@dd&ommumhdumtm;nd
of some of the special lnhxavbiehemn in collection out
of % the reve muon""?f." k ta

ptgpwtion the revenue received requ capital-stock tax
:oui.cunwhvomquiul bdnto':andupon tax on divi-
onds were
Itis thuthenmuederlvodfmmth ingnyatemm t be some-
what less tho pmant revenue act furnishes, if coupled with a carefully

drawn tariff act it would probably be luﬂlcientfor the purpose if the affairs of the

Government are economically administered. It is, moreover, belisved that such &

amm would furnish the mximum revenue that can be produced without tho lovy
uxuocomicnll injurious and unsound, and this fact demonstrates the vital

neceasity of a drutic retrenchment in ;ovmmenul expenditure. If, however, the

&mnt rate of expenditure is to continue, it will be necessary to sup lement
0 system with some form of tax of the same general character as the

tax and which may be either & tax on gross recei uor.tuoncommptlon In

lu- a tax on bank deposits, intended as & convenient moeans of taxing
fm' dmﬂpdon, is not without some merit if leviod at & mﬂlcimtlv
nuunocto the use of banking facilities. 8o, also, & tax on

sales, to be collected from the pnmhuor might be effectivo both to raise tho nocu-
sary revenue and to impress upon the public at the need of redu
mental ex; tgemen without ubing the resantment which the pmpooed shifting ol tho
entire bu Bon the consumer woul ‘hntod

Perhape the most duin le method of raising additional revenue, however,
would be h & careful revision of the existing special taxes, involving an increase
in the rate of tho estate tax and the stamp duties md the levy of excise taxes on the
halo. and in some instances the use, of articles which are not essential to comfortable

But, as already stated, what is needed s, a reduction in Government
expenditures u’;d ncond. the MMA{ impmveﬁqo:tt'ond development of the
system of taxation which we now have.
Relpoctfully submitted.
Priue Nicmovs,
F. R, On:mm SrazLe,



188 INTERNAL REVENUE,

Rarorr or Tas GovaaNiNe Boarp or Tz Rerait Traoz Boarp oN ThR TA:Aﬁou
Rzroar or THE NatioNaL Rerann Day Goops AsSSOCIATION.

' Janvany 17, 1981,
To (he executive commities and doard of directors: .

Atsugwhlmﬁudtho board of the retail trade board on Frids,
January 14, 1021, the on of the National Retail Goo&Amdsﬁoyl{
e e pinion ol o e e Lo oy
X n
revision of the Federal tax laws. prose
'(l;l;o mhimm:lwn wltichmuhllom: t.) ot to be
ncome from manual or mental ¢ salaries, wages, bonuses, etc.
taxed at a9 a rate oo income from business or investments. .
(5) Income from business to be taxed on the business itself and to be subject
to no further tax when

(¢) All other income, including te from eales of hlmh&tobonudut
higher rate than income from , and in etill degree than income from
manual or mental effort.

(d) The elimination of the excess ;wofits tax; surtaxes on individuals; taxes on
o . 3 .‘:f;mth% al stock ;

the
) A uniform exemption to all businesses and an increase in the exemptions to

Several of the members of the governing board are members of the National Retail
Dry Goods Association and will vote in favor of this plan on the referendum ssat out

Tt was aleo voted that this expression of the board be forwarded to the
president and board of d&ommm

.' ;m‘. 'JMM'.FOM,o .
&%“?Mm.&ws GoupE.Dn{m{

., Conrad s
Albert ¥. Fiint, Victor A. Heath, Arthur ©. O. Hill, B. John'
e R B A irsi, Jobo B Caciinen.

Senator Suoor. You say there are laboring men belonging to the

chamber of commerce f
. Cox.'Yes, sir. )
Senator SMoor. Were they in favor of the sales tax?
Mr. Cox. They ware. We believe in the Australian ballot in
usetts, and while I could not divulge the names of the mem-

bers who voted one way or the other, I know, as a matter of fact,
that some of the labor members were in favor of the sales tax, be-
cause one of the members of my committee who is present here this
morning has a letter from a member of the chamber who is on the
executive council of a labor union. .

Senator Warsm. Of course, the overwhelming membership is
business, professional men, and educators?

Mr. Cox. I think that is true, Senator.

Senator Smamong. :You say that you know that some laboring
men belonging to your organization were in favor of the sales tax.
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You do not mean to lead the committee to believe that the majority
of the laboring men are in favor of the sales tax, do you?
Mr. Cox.’ I do not know whether they are.or not.
Senator Suoor. 1 have some resolutions, I will say to the Senator,
from labor organisations which are in favor of it.
. Senator WALsH. A good many of them are labor leaders, Mr. Cox ¢
Mr. Cox. They are.

STATEMENT OF CHARLES F. BACON, CEAIRMAN TAXATION OOM-
MITTER OF THE MASSACHEUSETTS RETAIL MERCEANTS' ASSO-
OCIATION, BOSTON, MASS.

Senator McCuunzr. Will you give your name in full?

Mr. BaooN. Charles F. Bacon, Chundler & Co., Boston.

Senator WaLsu. They are a dry goods concern?

Mr. BacoN. Yes, sir.

Senator McCuwser. Whom do {{ou represent {

Mr. Bacon. I represent the usetts Retail Merchants’
Association. I am also on the same committee with Mr. Cox, from
the chamber of commerce.

Senator McCuupzr. We will be very glad to hear from you now'
on the subject.

Mr. Bacon. I have been very much interested in %to get
some figures that would show where taxation begins an 0 pays
the taxes. I know that merchants now have to devote about one-
half their time to the excess-profits tax and the surtax.

I am not sure that I can thismtterw:tthowsylh.ve
worked it out. A lawyer could do this much better than a merchant.
I wanted to find out where we landed. And I discovered that there
is only one class of money in this country that pa taxes; that is
the money of. trade. I hark back to the good old word “trade.”
We have a great many chambers of commerce and other high-
::::llding names for business, but after all it is simply a matter of

e

- When the excess-profits tax was first planned out and I learned
that capital was to be taxed, I wond how it would be done. I
ﬁgund the matter out in the ordinary way—the only way a mer-
chant.can do. I took a suit of clothes and started with the wool—
$5 worth. After all the different processes were finished, the suit
sold for $50. If it had been ripped apart, all that could be seen in
it was the original $5 worth of wool. There was some profit, prac-
tically $10, and the other $35 went for labor. .

Trade consists of three things—raw material, transportation, and
money. .

Senator WaLsn. And profit? ) .

Mr. BaconN. No: I mean money to go into business with. One
huas to have money to start with. One has to have transportation,
raw material, and money to do business. I thought how disastrous
it would be if any one of these three should be taken away.
figured that trade, all told, amounted to about $100,000,000,000. I
believe the census report shows that we have 6,400,000 farms, and
some one has estimated that the farmer makes about $1,500 out of
his farm. This would give a production’ of raw material of about
$10,000,000,000. The next figure was the total amount of new
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material produced in this country in & year, which I estimated to be
about $100,000,000,000. Out of that $100,000,000,000 I tried to
figure, after raw material, every move that was made in connection
with the raw material until it was finally sold. There were only two
features to add. One was profit and the other wages or salaries. I
do not call it wages, because everyone thinks about the hard-working
man who only Sgeta small wagdej:‘.) I prefer to class this item as salaries
and wages. Seventy-five billion dollars has to be paid for salaries
and wages, $7,500,000,000 for interest on capital, $2,500,000,000 for
upkeep and roglacement, and then, uk% the $10,000,000,000 for
raw material, it amounts to $05,000,000,000, which trade has to pay
before it gets & profit of $5,000,000,000.

I am in trade, 50 I know a little about it. It has to pay every
penny on the capital invested. I have heard the capital of this
country estimated at about $300,000,000,000. I think it is about.
$150,000,000,000, or something like that. That surely must be paid
for, use & houss does not earn anything of itself; a store does
not earn anything of itself; railroads do not earn m{:‘nin%oof them-
selves. They are all capital assets. Capital assets have to be sup-

rted by trade year b{ym. Altogether it takes about 5 par cent of
l,15:)1.,:)30,000,000, which amounts to about $7,500,000,000—all paid

y trade. '

. There is another zhinge:hich does not come in the way of produc-
tion, and that is the upkeep. That amounts to about $2,500,000,000
which has to be paid by trade, leaving a profit of about $5,000,000,000
to trade, as stated above. .

Now, when it comes to this great excess-profits and surtax business,
it means that that is to come out of this $5,000,000,000 profit on
trade, leaving trade ‘with a profit of only $2,500,000,000, or prac-
tically broke. Trade must have money, but the Government is
u.ldggoit all away from trade. In the first place it took $25,000,-
000,000. That had to come from trade. It could not come from
railroad ties; it could not come from capital assets, brick and mortar,
houses, roads, locomotives, or steamboats, or anything of that kind.
It had to come out of the actual earnings. ..

Taking the various kinds of business eompm%otudo, there is
somewhere in the neighborhood of $50,000,000, used. I am
q‘e:ting at the enormous amount of interest one has to pay nowadays.

enty-five billion dollars were owned by the people in trade. '3
Government, took $25,000,000,000 for war bonds. Trade had to
. borrow it bdck at 8 per cent. Formerly it onlg)pnd 8 per cent on

$25,000,000,000. Now it pays 8 per cent on $50,000,000,000.
Senator JONES. Aooordinito your theory, the retail merchants of
the country are paying all the taxes! .

Mr. Baoon. Oh, no; they are not the only people who paf. There
are all sorts of men in trade. The.whole thing is trade. It started
from very little and has grown to enormous proportions. It is the
exchange of commodities that £ayo. all expenses. I would like to
know how any other expense is paid. Trade is the only creative
e o Y 00 long, T wish you would tell me, beosuse I

am r s u wo me, use
do not know just how to ex;:& it brieg;. .
Senator WaTsoN. You are doing very well, Go right along.
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Mr. Baoon. The that merchants were put to was enormo
because when that $25,000,000,000 was taken away it was dmnui
from trade. The h.dtoborrothbwkandpaﬁsl)areent, and 8

oant on 850,000.000,000 is 84,00{)6000,000 N e s
are really paying oen bacm
to-sty in tfho market oonynp.oommonp:r}dm article like 005
worth of sheets, the price is about duoble what it was a few yem
ago In 1014 tim oould buy 1,000 sheets for $1, To-d {
luve to p&y 82,000, pay 8 per cent, which would be §

'ﬁ,:" 6 per ocent.
om,inthovn of interest is rot clou
$4,000,000 000 If the 81,000,000,000 which is 080
into consideration it amounts to about $3,000, ,000. When tho
Government took® $25,000,000,000 away, nt wn enough; but
thoninsdditionxttooﬂforhxu&&ger all the money
made. I do not understand why does not show that tho Gov-
emmenttookdltheouh because & man in business never
has all his money in cash. Partdxtuuodu in stock on hand, and
‘ﬁ;lugepntumwoounhmw The Government
the money of trade practically bankru ts trade.
Tlmuwhere prices coms in. first we knew, wehad
a great flood of money, due to the Federal Reserve bank loans.
were not so very dunng the first part of the war, but then cmo
sae enormous amount of speculation; and where in the world the money
for apecuhtwn is & mystery, unless it came from the
Fedeul reserve banks, because they an abundance of money, and
tensibl twutobeloanedtotudo, but it also went to the specu-
htor 'ﬁm took control away from trade. Prices went up nearly 100
per cent, and they have not yet come down.
h"Se%n‘ia.t.ot- Wazson. The farmer has gone back to prewar prices, has
not
Mr, Bacon. I think thefnmmmdh‘dpeolomtheSouth,the
West,theNorth andthelﬁddloWest an idea that they were
oees-profita tax from capital, but they did not.
tookmfrom tndo, und trade almost came to utmds , due to

the intercst rates and in to get even with goouhuon.
'l‘udgnever ut the prices up where are. If a man

what he is to pay for them and
whom they be sold. The tor, as a rule, does not get mto

hen he does he puts the prices where he pleases has no
t b:hty,hohubuthtﬂomonoytontu%mth and is an ex-
ent borrower.
¢ reoently uw s letter from & man in the business who d:d
not think he per cent sales tax, and the same e
reudmthoBostonEmm tt.hsnhooomumgﬁonofmprm 1 0
was 9,000,000,000 po It was worth about 8 cents a pound.
was sold for 20 oents s pound and an indirect tax of abont 31,000,
000,000 was oollected on it from 100 000,000 people. That is more
than the grocery business would pay in five years'with a sales tax.
baSemmtor WarsoN. What is your solution of the problem, if all this
. Mr. BaocoN. The money that belongs to trade must be allowed to
get back into trade.
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Senator WaTsoN. What is the ?

Mr. BacoN. That is about as far as I have gone. It is too hig a
problem to go much beyond that. One can not conduct business
without money, and when the money is taken from trade, the men
in trade are handicapped. There are plenty of people in this country,
plertltiYi.lc;f workmen, plenty of transportation and plenty of raw
materials.

Senator WaLsn. Mr. Bacon, you seem to account for the present
unfortunate and bad condition in business by saying it is the taking
of money away from trade. I thought it was the fact that the con-
numnﬁ class stopped buying and that that was responsible for
a lot of the trouble.

Mr. BacoN. That is only one of the results. The responsibility

* there is very plain. There is not a statisticiin or an economist who
does not know that the government must let trade alone if they
want a prosperous country. This assumption is based on the fact
that the whole trade together—the manufacturer, the farmer,
and the seller. The seller has to have a profit.

Senator JoNEs. From what source would you raise money to run
the Government 1

Mr. BaooN. I do not know:; I can onl&,o it out this way, and I
may be entirely mistaken, but if $75,000,000,000, out of $100,000,-
000,000 are pnid for salaries and wages, it is obvious that the people
who receive these salaries and wages must buy about 75 per cent of
everything that is bought.

Senator Suoor. As [ understand you, you think that the excess
profits tax ought to be repealed.

ﬂm;. BaooN. I do; I do not think it ever should have been put into

effect.

Senator SMoor. Then you believe that the surtaxes on incomes
ought to be abolished, so that it will not pay men of mammoth
incomes to invest in tax-exempt securities, rather than to put that
money into business, with business so greatly needing it !

Mr. Baoox. I do not think people in this country put their mone
into old jars; they keep it active. There are & hun ways in whic
one can spend money as soon as it is earned. There is no h
of money. It goes right back in the lar channel of circulation,
and if there is a profit it is generally for the development of our

oountry. . .

Senator 8u00r. That does not answer my question.

: ?Mr. Bacon. Possibly I did not get the question right. What was
t A
Senator Suoor. From your remarks I was trying to get down to
just what your position was in relation to the existing revenue laws.

i"int, ou {elievo that the excess-profits tax ought to be repealed !

Mr. Bacon. I do helieve that it onght to be repealed. I think the
idea was when the excess-profits tax was instituted that it was to be
guknn Srom capital, but I do not think it hit capital at all. It only

it trade. .

Senator Suoot. Have you any suggestions to make to the com-
mittee as to what kind of a tax you think the business interests or the
trade of the country would favor? What kind of a tax do you favor{

Mr, Bacon. I do not know how the average man would figure it,
but this is the way I would figure it. At present there is an indirect
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tax of 2 per cent on raw material and on salaries and wages, and I do
not believe many people know it. I was just wondering how much
tax you paid on that suit, Senator Watson,

Senator WatsoN. I do not know.

Mr. BacoN. It is a pretty nice looking suit.

Senator WaTsON, you.

Mr. Bacon. I think {ou paid about $9 tax on it. It did not bother
you very much, did it

Seaptor WarsoN. I would rather you would not ask me that
question.

Mr. Bacon. That is an indirect tax, Senator. There is & tax of
about 2 per cent on commodities; then there is a tax of about 13§
mr oent on c:gnta.l, and a tax of about 50 per cent on trade. Taking

ueﬁuiltoge er, they are in the same boat. Each man has to make
a pro :

think eventually the sales tax would be the solution. I do not
see how any other tax could bring about the desired results. I be-
lieve the sales tax is sure to come.

What the merchants wish is to have some method of taxation
which is definite and certain, and the sooner some plan of this kind is
devised, the better it will be. I do not know how soon a sales tax

SALES TAX—PROPONENTS,

could be put through,
Senator Sramons. Would you suggest the abolition of other taxes,
except & sales tax? ’

Mr. Bacon. I do not think that could be done now. But I believe

the blggest thing before the whole country at present is the tax
~ proposition. I would recommend putting a tax on all profits. That
would be called an income tax, would it not?

Senator Suoor. Yes, . .

Mr. BacoNn. If the tax business has to be postponed for one year, or
two years, or whatever length of time it may be, I would recommend
a sales tax. If this can not be done, give the merchant something

definite to figure on. Tax him 15 per cent. .

S:;mor Suo0T. You mean a normal tax on all his gains of 15 per
cen

Mr. Bacon. Yes; and let it go at that.

Sensgor WarLsn. And a uated income ¥

Mr. BaocoN. If 18 per cent is not enough, I think the majority
would rather pay 20 per cent and know just what the amount would

. be than to have the uncertainty which exists at the present time,
4 gep;t;)r Suoor. The business of the country wants something
efini

Mr. Bacon. It certainly does. It wants something right to the
point, so it can know where it stands.

Senator McCumBer. When the merchunt has that 15 per cent he
knows just how much more to put on to the price of his goods to sell
b BaeryY dear sir, the merchant in selling goods never f

r. BAcoN. My dear sir, the merchant in sellin 8 never fi 8
ang:hing but whzt he pays for the goods. e gure
nator Suoort. Certainly.

Mr. Bacoxn. If you men around this table were selling juckknives
at a dollar apiece and one was inclined to he a “tight wad,” and said
to himself, 1 am going to try and get $2,” the result would be that
he would not sell it.
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Senator McCuuszr. There seems to be a dlﬂ'ereneo of opnmon as
to whether it is competition or whether it is what the trade will bear.
I think some of us are inclined to believe that the prices are fixed by
what the trade will hear—

Senator WaATsoN. That is whon the dummd exceeds the su pply.

Senaoor MoCuupEr. After all sell a thing for just whut you

t. I think statistics will sinow that people—unless it be within
the st year—who have sold goods have sold them for enough
hngl‘:iet:&mes and made enough more profit to take care of the excess-

ro X
P Mr. BacoxN, In our own business it would be absolutely impossible
to do that. In thoﬁntplaeoweoonldnotputwperoontontotho

. y not, because you have already
reached the limit of tha “ﬁmty of ublic to buy.
Mr. BAoou. Thoy are s fnu
Senator M reason.

MrBAoouS tion ut prices up so that were

foroodtos goeuh mepriyp muﬁclg”vs:n
ctorMvauus.Andthomonuthattho oaulohial;n

Senator McLzaN. We have already Where

is competition the man that roduoutho tooncrolsthoprioe
The o nha.vetooomotohuprieedt desire to do business.
The excess-profits tax can not be tmmely. We have
Hoﬁguroonwhutyoucmgetforyour It does not make
m“mtw%mmu ter demand than supply the

a MOOT [ su
ing to get what grod PPy Bey

the
BAoox And with zlzs,ooo,ooo,otgo go‘i.:ig;nfor the p‘mwi.ill‘% of
reoceiving those 68.0F Wages uy
the goodl E:w peop y

Senator WarsoN. How about tho farmer, the miner, the manu-
facturer, the transporter, the jobber, all being deflated and the

re only kee %‘ p war pnees, is that so?

Mr.BAooxIn therd r we had s meeting of some
bankers. It was a uuil trade m , and the ers were
amased at the fact that we hsd roduoed our prices. They thought
we were keeping dpnou u our sholven full of
Howtx'nanthu txinkwotnrnthoutochinouru lish
men

Senator Wavrsa. Four or five!

Mr. BaooN. Ten. In the last four months our entire stock has
turned three and & half times. Wecmnotkooph:ﬁrthmg. In the
month of January we turned our stocks one an a

WatsoN. Does that answer the question as to whether or
not you have reduced prices, or whether or nor there is any sort of
arrangement by which prices are kept high
. MrmBnAg It was sll done at replacement prices. We have

o o

t.or WarTson. Ig it only 3 quemon of re l rice ¢

. Mr. BAOON. Roplmment values, mnrgod down
3ooordmgto tmpndforthelutpurchm Thathutobe

one.
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There is another thing that has to be considered, and that is, the
style feature. If a merchant keeps his too fong they are not
worth very much. A last year’s straw hat would not sell for very
much this year.

ESTIMATE OF TRADE.

TOtA] rRA0. cceeeeenrnsenenentnenrnrecncensnsesssnsnsnsncnsnres $100, 000, 000, 000
Tota) dishursements of trade:

Raw material....oeeereereerceneeceerenennes $10, 000, 000, 000

Salaries and wages.....cccveeveiicinrnsnnee 77, 500,000,000

‘l":g'l‘itt‘l .................................... 7, 500, 000, 000

esesencscacsscssrasassasscsssescscass 0, 000,000,000
- 100, 000, 000, 000

It would be rather & serious matter to jeo z0 the above salary and wage returns,
the capital return, and the distrihution of raw material, by so taxing the profit on
trade as to put it out of business—rather suicidal,

TAXES,
Rawmatorial......coveveinieinnianracecenonansnss $10, 000, 000, 000
08, WOREM. .couvoeneoeccersecrssvorsscsesssses 17, 500,000,000
Excise tax and customs, 2percent.......c.vveviiivencrocnonnes $1, 750, 000, 000
Transportation,
All paid by trade hefore trade can have a profit,
Return of capital......coeevveiiecicicrcrccnceencss 7, 500,000,000
Income tax, 138 perCent..cccceienincececioiessisionscsnaracne 1, 000, 000, 000
All dividends and interest on all stoc

bonds dealt in by the stock exchange; al
interest paid to all hanks; all rent paid on
ct‘iul assetn; all State taxes—in fact, the
npkeeprand intercet of all capital aseets.
All paid by trade before trade makes any profit.
PrOft ON tPRAC. e evueerrensrnnernsersoncansnsanses 5, 000, 000, 000
Excess profit and income tax, 50 percent......ccocveeirecresnss 2, 500, 000, 000

After trade has succearfully met an obligation of $95,000.000,000.

Trade is dpuctically ruined by this tax, whileitis doubtful whether those earning
salaries and wages would know there was any such a8 & 2 per cent tax, .
Note.—It is rather interesting to find that trade is the most complex and at the
same time one of the simplest self-governing bodies in the d.

And it is marvelous to see how, in 1914 and 1915, before the war, without very ma%
jolts, it was able to pay & return on approximsteiy $150,000,000,000 worth of capi
assets, transport, and move the manufacture of $10,000,000,000 worth of raw material;
to finance and produce in ita various courses, the raw material, transportation, manufac-
turing, wholesaling, and retailing, a volume of successful business which resulted in
the payment of more than $77,500,000,000 in salaries. But it did, and it is & mar-
velous fact that out of this it only asked a mﬁton%arcontmt. or in other words,
it handled this money oarning feature of the entire United States successfully,
what it cost the Federal Government of the United States to run its portion.

Norz.—The various proc from raw material through the manufacturing stages,
jobber, wholesaler, and retailer, would require what is ognonlly known as a turnover
of $200,000,000,000 to produce the above $100,000,000,000,

STATEMENT OF FELIX VORENBERG, REPRESENTING THE MASS-
ACHUSETTS RETAIL MERCHANTW' ASSOCIATION AND THS
RETAIL TRADE BOARD OF BOSTON.

Mr. VorenBERaG. I represent, Mr. Chairman and gentlemen, the
Massachusetts Rotail Merchants’ Association and the Retail Trade
Board of Boston. The Retail Trade Board is a subsidiary organiza-
tion of the Chamber of Commerce of Boston, consisting entirely,
however, of merchants. I have come here with the gentlemen
preceding me for the purpose of laying before you first of all the
sentiments existing in our part of the country, which exist to the

534082110

’
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degree that I have on file correspondence from labor leaders, pro-
fessional men, business organizations, and others all decidedly on
record as wanting to do away with the excess profits tax——

- Senator JonEs. Will you please tell us the reasons why they want
to do away with the excess-profits tax{

Mr. VorenBErG. Yes. May I come to it as we go along?

Senator JoNEs. Surely.

Mr. VoreNBERG. (continuing). And the reduction of the higher
surtaxes.

The same organisations and individuals that I have just referred
to are strongly in favor of substituting therefor (realizing that the'
ocountry is in need of a certain amount of money), as the most simple
fax long.the inke of what is proposed by the National Retel Dry
ong the lines o is y ational Re
‘Goods Association P

Senator WatsoN. Are they the same as provided in Senator
Smoot’s billt Are you familiar with its provisionst

Mr. VorenNBERG. I am familiar with some parts. I do not think it
is just the same. I would rather stick to my own, if I may.

nator Suoor. The principle is the same. .
smMr.tf'Vousuno. The foundation is the same, is it not, Senator
00

Senator Snoor. Yes; the foundation is the same.

Mr. VorexBera. The answer that we have received—I say,”‘ we”
with reference to the delegation that I represent here in Washington—
in consulting public men seems to be almost wholly along the line
of—“I do not know that we need a sales tax; but if we do need a
sales tax I do not think it is politically & good thing to do just now.”

And then of course it usually winds up with the old argument,
which is a little bit overworked by this time, that a sales tax would be
nothing more nor less than a shift of the burden from the rich man
to the poor man.

Itisa iar thing that one hears so much about the rich man and
more still about the poor man but very little about what might be
considered perhaps the strongest member of the population, namely,
the middle man, that great big class which probably consists of any-
where from 75 to 85 per cent of our entire population. Yet one

hears of an individual who talks as a representative of the
middle class, the middle class which consists Probably of you and,
myself, of bankers and business men, of employers and employees
and professional men. The principal a ent that is usually put
forward memagogues when talking of sales tax is that it merely
means a shifting of the tax from the rich man to the poor man.

Let us analyze it and see just how that would work out.

Senator Snemons. You think that anybody that makes that-argu-
g Ty ————

. VORENBERG. ) 8 ) yes. n't you

Senator Srumons. No; I mot. y ‘y . y

. Mr. VoransERG. The fact that taxes of all kinds, with the excep-
tion of possibly the inheritance tax, are handed, in the last analysis,
to the consumer, who may be poor or rich or may belong to the mid-
dle class of people, I think bears out the statement that after all
there is no such as a taxation, outside of the inheritance tax,
that is not borne by all of us. ,
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When evolxlt.hing is said and done, why should not the taxes be
sssumed by all of us in proportion to our means; and why is it not
erfectly reasonable that you and I and everybody else, in propor-
on to our means and in proportion to our axpeos.ituru. shall pay
some part of the Government'’s needs for the maintenance of the
Gpt;omm." ent, for the purpose of getting all of the benefits that come
with i

Senator Jonms. Are not those two terms contradiotory—in pro-
portion to our means and in proportion to our expenditures

Mrdt:h‘mt ERG. g:gth?w:l ol‘imeoygt:d ,,because I take it for
gran s man no ve means.

d Semh t?r Jonzs. A man usually does not live up to his means,
oes he

Mr. VorexaeraG. By “means” I would not want you to understun:!
that I mean that he ought to live up to every cent that he earns.

Senator JonEs. Is there not a vast difference between paying the
Government’s burden according to your means and paying it
according to your expenditures . _

. Mr. VorenBERG. There would not be from the viewpoint of people
living within their means. If I have an income of $5,000 and spend
$3,000 I would consider myself living within my means.

. Sqttuatl(ln" Jones. About the fellow who is e $1,000 and spend-

i

Mr. Vorensrra. He still lives within his means.

A consumption tax is a tax which could be borne casily by anyone
. in this country in comparison to his income.

Senator Rexp. I would like to interject a question here. I want
to make a preliminary statement so that the question will be as plain
as I can makeit. . - .

The citizen gets from the Government protection in his life, his
liberty and his property, and the Government exacts from him two

ings: One, financial support, and the other is the support of his
body in time of war. Here are two individuals. One of them is
merely a laboring man earning $1.50 or $2 a day, supporting a wife
and four or five children. The other man is a capitalist owning a vast
number of industries; and he has a wife and five children. e Gov-
ernment can call on either one of them for military service. In that
respect they are on an equahr‘:x; but the Government protects one of
these men in fifty or a hundred or maybe five hundred dollars’ worth
of household goods. It prowects the other one in all his vast fortune,
with his property perhaps scattered in 8 or 10 States. For that pro-
tection the (jovernment maintains police forces, constabulary, fire de-
partments, soldiers.

Do you think that the man who has only a small income and who
spends it all, who renders the full mili service, and who gets pro-
tection only on the little tiny bit of s that he has ought to pay
taxes on the same basis as the man who has all those instrumentalities
of government constantly exercised for his benefit { .
o ok VorenBERG. No; it could not be, and, as a'matter of fact, it

no i
. Senator Reep. The tax that you advocate falls with exact equality
in this sense, that the poor man, if the tax’'is 5 per cent, pays 5 per
cent out of his meager earnings ugon everything that he uses, and he
consumes his entire income, so that he pays 5 per cent on his entire



148 INTERNAL REVENUE.

income. The other man pays 5 per cent on what he expends, which,

of course, we will assume, 18 & much larger amount. Nevertheless,

he only pays it on a part, for his income far exceeds his expenditures
for his necessities. :

Do {(,m think that is equitable or fair?

Mr. VorenBeErG. That would not be equitable nor fair if it were so.
Senator Rexp. Is not that just exactly where your tax comes out t
Mr. Vorexnera. Will you allow me to answer?

Se:liator Rexp. y. That is why I am asking you the
uestion, .

1 Mr. VorENBERG. You have overlooked the fact that the other man °

whom you have pictured with considerable resources has to pay,

resideaé\is ulest tax, as t&e ot&;r onelhu, (3 n:meogme t?, ':f'
ax, and a great many other taxes. I am nots g here for the
elimination of all taxe{

' Senator ReExp. No. I know-he has to pay some of these other

taxes; but here is'a cular tax for the man who gets really no

protection from the Government at all except the mere protection
of his life, and this particular tax is put on an exact equality with that
of the man who has a large income and who enjoys further protection.
Mr. VoreNsERG. In proportion to the exgenle, of course.
Senator JoNES. Are you not proposing these sales taxes for the
pumoae of taking off some of these other taxes?

. VORENBERG. No; I am proposing it for the purpose of reduc-
ing the hiﬁ}mr surtax and eliminating the excess profits tax and sub-
stituting thercfore the sales tax, not as an additional tax, merely, but
as a tax which has the one great big thing in its favor of being at lenst
understood and making 1:r¥owb e for the Government to collect
without spending a la¥ge part of the amount eollected for the expense

of oollocnnf it. . . . .

Senator JoNEs. In this connection do you desire to discuss the
reasons why excess-profits taxes should be repealed ?

Mr. VorENBERG. Yes: I would be very glad to.

Senator McCuupER. Lot me suggest to the committee that we
are in the habit of adjoining at 1 o’clock. This witness comes from
a distance and wants to get away, and the committee will adjourn
as soon as we get through with this witness. I hope he will be
allowed to close his testimony as soon as possible.

Mr. Vorensrra. I shall not take more than perhaps 15 minutes.

To come back to your question, Senator, the reason for business
+ men wanting to do away with the excess-profits tax is best illus-
trated by the statement made recently by the Secretary of the
Treasury in which he referred to the fact that $16,000,000,000 were
invested in untaxable securitics. That $16,000,000,000 or at least
a very large share of it—— o

Senator JoNes. I can understad how that argument might be
used to reduce surtaxes, but can you explain how that argument
could be used to eliminate excess-profits taxes

Mr. VoreNBERG. Perhaps if you want that first I will be very
glad to give it.

The excess-profits tax in the main is objectionable because it
taxes at a time when one does not know what the tax ma{ be——

Senator JoNEs. If he is sure that the tax will not apply unless
he makes an excess profit, unless he makes, we will say, more than
8 per cent on his business, why should he be concerned about it ?

.
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Mr. VorENBERG. Because at a time when he is sugpoaed to have
made Qr:pamtions for it he does not know how much that tax will
amount to. ~

Senator JoNes. Why should he be concerned about it if he knows
that he has got to make his 8 per cent on his invested capital before
he has to pay any of it? .

Mr. VorenseRa. I do not think business men usually are satisfied
to make 8 per cent on their invested capital.

Let us take a concrete case. Let us take a case of a retail mer-
chant—since we are talking on behalf of the retail merchants—who
sells & million dollars’ worth of merchandise and his capital was
$200,000, [Eight per cent on $200,000 would be 816,000, after taking
all the risks and paying all the expenses, tokinﬁm of the estab-
lishment, which is neither large nor small, but still has considerable
T oo e that there is & good deal in what

ator JoNES. I grant you that there is & o

havo just said if you are fn s line of business that ought not my%t;

ted to 8 per cent. I :ﬁree with you about that. But assuming
that there is a reasonable allowance for a profit—and anything below
the reasonable allowance it seems to me ought to be exempted—
when you get l;oayond a reasonable allowance and it is what can
prorr?;y be an excess profit, why should there not be a tax
:g A t;‘:x y; should there be any concern rcgarding the amount of

8

Mr. VoreNBERG. I do not think it is so much the.amount of it as
the fact that he has to engage counsel in order to becomo & law-abiding

citizen. :

S:;mtor Suoor. No one can tell whether he can make the 8 per
cen

Mr. VorENBERG. Of course not. '

Senator Suoor. No busineess man can tell whether he can make 8

r cent, and he has to take into consideration every cost attached

1t.

Senator JoNES. When he knows that the excess ?roﬁts tax will not
cost him a cent unless he does make his 8 per cent

Senator SxooT. But he does not even know whether he is going to
make the 8 per cent. He may not make anything.

Senatcr CALDER. Then, agein, in the effort to make 8 per cent, he
mﬁrnot make any money at all

. VoRENBERG. That is very true. )

Senator CALDER. And there is the return influence on that. A
man says, ‘I have got to make an unusual struggle to make a profit
this year;” and then he makes a loss, and he 18 dmcourag:g from
increasing his business. If a man makes 8 per cent and has it all
invested in bricks and mortar, in the development of his business or
in stock on his shelves, if he does make any profit he has to go to
borrow the money———- o . :

Mr. VoreNBERG. You are quite na}at. Aside from all that, the
{rinoiple objection of busingss men all over the country—I do not

hink I am overestimating when I say all over the country—is the
faott tl:at one has to go to a great deal of trouble in order to make
out returns. .

Senator JoNEs. What is there in making out a return that has
caused trouble ? oo .

Mr, VorenBeRrG. The complication of the return itself,
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Senator JoNEs. Has not that eomplication arisen almost entirely
from the ascertainment of the invested capital ? .

Mr. VorenBERrG. No; I am not prepared to say that. The com-
plication has come from the fact that not only is there a number of
questions in the return referring to the invested capital but a number
of other questions that you will have to answer. I am sure you
fent,lemen are familiar with the returns—I mean as they are made out.

know that it is impossible for me to understand the return.

Senator JoNes. It has been my information that the great objection
to the excess-profits tax arises from the fact that it 1s upon
invested capital and that it is difficult to ascertain invested capital. -
- Mr. VorenBzra. I should say that is part of it.

Senator Jonzs. Is not that ci f
Mr. Vorenazra, No. I really %?n&d Qm it is. I think the

rinci of it is that, it as a whole, as business men
%ﬂdpﬂewp'f: not as a lawyer would view it, it is impossible for me
to make out a statement unless I the service of some attorney

or expert and in some cases both. ¢ is the general impression,
without going into the details of it.

Senator SimoNs. Is it your opinion that this excess-profits tax is -
absorbed by the ux?oyer or passed on to the consumer?
them. VorexBEra. It is my opinion that it is partly passed on to

consumer.
Senator StunoNs. To what extent
Mr. VorzNaero. That is a pretty difficult question to answer.
Senator SiuMuons. I mean, your approximate estimate in per-

Mr. VorenBERaG. I would not try to answer that, because it depends
entirely upon the conditions, the part of the country one lives in, the
business one is engaged in, whether it is large or small, whether it is
wholesale or retail, manufacturing, ete. I would not m&o.an attempt
to answer that, except that I am reasonably sure that it is absorbed
to quite an extent——

tor Snamons. That it is not absorbed §

Mr. VorensEra. That it is not absorbed by the dealer. I mean
it is passed on to the ultimate consumer.

Senator Jonzs. When you say a good part of the excess-profits
tax is not absorbed by the dealer, when the dealer is enough
for his commodity to return to him an ordinary profit, is it not a fact
that when he has provided for the ordinary profit and more
) t’orhiagoodmoutobringhinunexeeuproﬁtheislminfhe price

oololdy upon the price which the traffic will bear, and if traffio

would bear it, would he not charge it whether he had to pay any
excess-profits tax or not? .

Mr. VorzNBERG. No; because competition would ate that.

:  Senator Jonzs. If competition tes it, then why should the
factor of excess-profits tax enter int6 it? Competition fixes the price
then, and not the excess-profits tax. .

Mr. VoreNBERG. Yes; but oomromim is subject to the excess-
profits tax no matter where or what the commodity may be.

Senator Jones. Why does a dealer fi excess-profits taxes in
the face of competition? In the face of competition would he not
be willing to accept the ordinary returns upon his dealings, his in-
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vestment, and not extend into that realm where there would be an
excess profit ?

Mr. VoreNBERG. You mean that he would be satisfied in making
a smaller profit. rather than to get into the class of excess profitst

Senator JoNxs. If competition comes into play, if the law of sup-
sly and demand is operating, if competition is the controlling factor,

oes he take into consideration the excess-profits tax {

Mr. VorENBERG. Does the individual dealer, you mean?

Senator Jones. I mean the dealer.

Mr. VorenBERG. I do not know—yes; I think he does.

Senator Smoor. Every dealer would, of course.

Senator McCuuBEn. shead, ndw, and finish your statement,

please.

Mr. VorENBERG. In view of the facts about the cost of the turn-
over tax to the consumer, as com with the cost of the present
tax, ‘‘no party would be so foolish as to put a sales tax on the backs
of the American geoplo.” I am quoting now from a .
It means very little when, as a matter of fact, w-du{ many of our
American workers have not that with which to pu myt{ing on
their backs; and a Igrut many American workers, to the extent of
anywhere between four and five million to-day, are seriously in need
of not only sometlﬁng to put on their backs, but what is infinitely
more mgorunt, s job.

Wh it that all these e are idle? I maintain that the
conditions with reference to the excess-profits.tax and with reference
to the surtax which, as I alluded to a minute ago, has made it possible
- for $16,000,000,000 to be invested in untaxable securities, have
taken, if not that entire amount, at least a ] part of that out of
circulation for the of promoting industry.

Senator Jonzs. ose poo;;le did not buy: those tax-exempt
securities, who would hold them .

Mr. VorenpEra. Exactly the same people that held them before
this impossible tax was put in operation.

Senator Smoor. And the price would be the same as other bonds ¢

Mr. VorenBERG. Exactly, along the same line. I think you will

with me that city bonds or State bonds bore 4 per cent, and
they found a very ready market. There was never any difficulty in
selling'State or city securities. In fact, they were sold at premiums,

Senator Jones. Ought not that rate to be reduced now, if all of
this money of the very wealthy is going into those securities and there
is » great demand for them? ht not the interest rate to be
reduced? But on the other hand, is it not s fact that the interest
rate on those securities is rising very materially {

Mr. VorENBERG, Yes.

Senator SMooT. The Government fixes the rate now, does it not

Mr. VorexBERG. The Government is entirely responsible for that
part of it, of course. If the Federal Reserve Board. insists ugon
charging to its own member banks 6 per cent—I think it is a little
more—how could one expect that cities and States that are in need of
money could get along with less than that?

Senator Sniaons. Do you know. a State that does not exempt its
own bonds from State taxation i .

Mr. VorensrRG. Any particular State?
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Senator Snamons. Yes. i

Mr. Vorenszra. No. .

Senator Samons. Is not that the universal rule in this country ?

Mr. Vorenazra. I think it is. I am reasonably sure it is.

Senator Simmons. ‘The (Government is not right now issuing any
additional bonds, but the States are issuing enormous quantities for
road construction aud alf sorts of internal improvements: and even
if the Government should stop issuing nontaxable bonds the States
would continue. probably, to issue them—not taxable by the State, at
least—and the same condition would exist.

Mr. VorexBERG. As a matter of fact, I wanted to refer to one
illustration which shows that one week of unemployment costs the
worker what he would p:‘yinfor a sales tax of 1 per cent in the entire
year. One week's wage taking the ave man that is earning $25 a
week—the loss of one weck’s wage would be on a par with what he
probably would have to pay in a sales tax for his supplies for an entire
year if was a turnover tax of 1 per cent. )

But it is more than that. Is there any doubt in the minds of the
gentlemen here but what he is paynr:f to-day more invisible tax, as it
might be called, than he would pay if there. was a 1 per cent sales tax,
levied upon all commodities

If you follow up the report of the Department of Justice of the
United States about a yecar ago during the time it tried very hard to
to find out something about retailers profitecring, when they said
tl:;n that it cost about 23.2 per cent charged off from one turn to the
other——

Senator JoNes. Is it your p to suggest that if we put on
this sales tax it would eliminate the profiteerst

Mr. VorenBERG. Profiteers can not be eliminated if they feel like
wanting to be profiteers. But you could eliminate a great deal of
additional cost. You could reduce the cost of taxation to 3} per
oe.xtlﬁ, as ;t would probably figure out, or even 4 per cent, as compared
wl .

%‘ il

Senator Jones. I do not agree with you that the present taxes are
responsible for that 23§ per cent on the consumers. I believe that
the trade as it is stufrepent carried on would that much just
the same, whether the sales tax were put on or no pgnt on. At the
f{:‘mt time in this country the trade is carried on by all

¢ the traffic will bear, anyhow.

Mr. VorenBErG. If that were so—snd I do not want to disagree
with you—if it were so, if your statement is correct, that they would
- charge just exactly the same as they have been charging, then I can

not see why the so-called poor man, or the man that earns a limited
salary, should complain, because he is in exactly the same position.
If you are not going to chsr%: any more, if he is going to pay exactly

same, irrespective of whether we have the sales or an excess-
profits tax, then certainly your argument could be disposed of with
reference to the poor man.

Senator Jonxs. I think the sales tax would come from those who
are not reaping the big profits, just the same as it would come from
those who are.

Mr. VoreNBERG. The sales tax would come probably from all
sources, as it ought to, and it ought to be absorbed b{m sources.

The fact is, gentlemén, that the part of the country that I represent
desires a sales tax. I am not going to argue at this moment with
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reference to all the reasons why we do not like excess-profits taxes
or surtaxes in the higher brackets, because I take it for granted that
ther:t is not much of an argument for it, as far as I have able to
ascertain.

I confine myself %rincipully ‘to a substitute therefor; because it is
easy to suggest to the Government to do away with taxes; but that,
without any further suggestion to limit the evil, would be a useless

rocedure.
P Therefore we believe that a sales tax offers all the merits of a tax
in substitution of those that we would like to eliminate; and the
most important of its merits, or one of the most important, is the
simplicity of the collection of the tax, which, as I am told, would
save the Government between twenty-five and thirt{ millions and
robably wougd save the taxpayers in the vicinity of three or four
es as much,

So that I say a potg:lar vote, in my opinion at least, taken in the

rt of the country that I represent, and even beyond that—because

have spoken on the subject beyond that—would be in favor of a
sales tax or a turnover tax.

Senator McCumser. I think, Mr. Witness, that we are more
interested in knowing the 1:crits or demerits of the tax, rather than
its popularity or unmgularity. At this time what the committee
wants is the facts ring upon its propriety rather than what
somebody who has not studied the question believes about it.

Mr. VorReNBERG. I have been going along those lines. There is
vqrg little to be added. I take 1t that Ig)rou gentlemen. are familiar
with the details of it, such as proposed by the National Retail Dry
Goods Association ?

It seems to me rather the fashion—it ought to be—for you gentle-
men to have business men come here to see you,on a question which
is more or less a business question. I consider the taxation of the
country more or less of a business question, and it seems to me that
their opinion in the matter, while it may not be any better than that
of tho representatives of farmers or the representatives of labor
or representatives of bankers, ought to be at least on a par. .

Senator MoCuMBER. If you say that some man in Chicago believes
that this sales tax is a good thing, it does not he‘lf» out this com-
mittee. The committee 18 seeking information, and you have,been
giving it along that line. But I think there is not much use in taki
up the time of the committee, especially as we want to get throug
(tio-da{, in simply stating how many people believe in it or how many

o no .

What we want to get at is the fact, whether it is a good tax or

whe itisa tax, from who can speak concerning i
h t.hei it is a bad from those wh k ts
ropriety. y

.p . t(:ln:ammn . I have stated it, I think, without going into it

in otail. .

ator WarsH. You might let that statement that you have there:
go into the record. It is connected and without interruption.

Mr. VoreNBERG. I have some newspaper ¢ g? here.

Senator Warsm. I think you can put it in e notes that the
newspapers of Boston are in favor of the sales tax.

Mr. VORENBERG. Yes, sir. )

Senator WaLsa. What have advocated it?

Mr. VorenBERG. The n Post and the Boston Herald.
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Senator WaLsn. The Boston Globe has not advocated it editorially,
but it has made a very thorough investigation of its operations in
Canada, and has written some very able arguments on the subject?

Mr. VoreNBERG. Yes, sir. ,

Senator WaLsH. What is the position of the Herald and the
Transcript
edil(r..:fﬁ)unm. The Herald has merely commented upon it

tonally.

Senator WaLsH. Most of the sentiment in Boston, so far as has

n e?md through the press, is favorable to the sales tax

Mr. VorENBERG. Yes, sir. .

Senator Jones. If I have understood your.{’odtion, your only rea-
son for a reduction of the surtax is because it is driving capital into
tax-exempt securities. How much would you have to reduce those
‘surtaxes in order not to do that?

Mr. VoreNBERG. I imagine that a surtax in its highest brackets
amounting to 25 per cent would probably accomplish it.

Senator Jones. You think that the income taxes extended beyond
25 cent——

. VorenBERG. Up to 25 ger cent. :
25Se>mto:' ;I;)m That the whole income tax should not be beyond

r cen

. VORENBERG. No; I think if the surtax alone were up to 25 per

cent, not exoeodi% per cent.

Senator JoNes. Why does that make any difference between the
normal tax and the surtax? You do not have to ﬁy even a normal
tax on the tax-exempt securities. If we continue :esayment of an
8 per cent normal tax, then would you not have to reduce your sur-
taxes to about 15 or-16 or 17 per cent in the maximum ¢

Mr. Vorensera. No. It would be desirable if the Government
?ould raise its revenues, but we will have to look at both sides of the

Jones. There are good securities to-day selling in the
market—and I mean by that not tax-exempt securitiee—on the basis
of between 6 and 7 per cent.

Mr. VORENBERG. Yes. . .

Senator JoNEs. And there are tax-exempt securities which are
selling in the market as high as 6 per cent, are there nott

Mr. VorENBERG, Yes.

Senator Jonzs. How much would have to reduce your sur-
taxes in order to prevent the capital from %: into tax-exempt
securities? Would you not practically have inate them?

Mr. VoreNBERG. No; because if you reduce the surtaxes not in
.excess of 25 per cent, one would have to pay, including the 8 per cent
normal tax you have just referred to, 33 per cent. .

Senator Jones. If you take away 83 per cent or one-third and
figure the difference between the tax-exempt securities, the market
values of tax-exempt securities and other good securities, you would
not find the difference as much as 33 per cent.

Mr. VorexBERG. Not quite; but it would affect the income of
those in the higher brackets to the extent, plus the desire of doing
their duty to the eountrgeor hetliping to keep the money in circulation
which I .ought to be the duty of people generally, that it would
give them a chance to do that without sacrificing too much.
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RIEF OF FELIX V REPRESENTING RET MER-
» %MI' » TOGRTHER WITR NEWSP. ogm%f:'

Thheoun&yisfucingm&;:oblmwhichmmhvethemﬁmdcﬂih
ciﬁmnndforemonumn% se problems to-day stands the question of taxation
which should be considered in a spirit of fairness and good will and not in & spirit

judice. Where there is such an overwhelming demand for a change in our present
m.ﬁmoomingfmmdlmthhmntrymdwhmtm“tobeakmdm
to substitute such a taxation in part at least, with a tumover tax, arguments against
it are of no great avail, unless they are constructive and mean to propose something

I am not into details with reference to why I favor the turnover tax except to
say that it be productive, equitable, simple, and extremely dificult to evade.

Bemmu.inandwtdmm.mthemnchwmorhdmment;bouc
taking urden from the “‘rich men " and.placing it on the ‘‘poor man.’’ There is
n new, or even interesting, ahout such arguments, which, as everybody knows,
ared ed for the galleries only. One wonders, however, why it is always a question
of the rich or poor man and never once does onehwmythini:cbouttho t manses,
known as tho *‘middle class,” who, after all. represent the real backbone of our country.

Bankém, mmufacmmlt wholesalers, retailers, educators, professional men, employ -
ers, and employees—all of these and many others belong to the “middleman "
clase and almost all of them are desirous of ch the present impossible taxation,
and substitute thereior a turnover tax, or eimplicity tax as it ought to be called.

We hear, in opposition, that the turnover tax will be passed on to the ultimate
consumer. Well, what of it® Is it not a fact that all forms of taxation, with the
exception of the inheritance tax, are added to the cost of commodities and passed on
to the ultimate consumer, and, what in niore, who is the consumer? You and 1, rich
and poor, yvoung snd old. In fact, all citinens are consumers and all citizens should
be willing to pay their share toward the support of the country in which they live.
The urden, however, laid on the consumer is the present form of taxation, which
far exceeds the amount which would fall on him as a result of s 1 per cont turnover
tax. Government experts intimate that by reason of the present tax measures there i
sdded to prices 23.2 per cent while the 1 per cent turnover tax would not be in excess
of 3} percent. in words, the present taxes are six timos as great & burden to the
consumer as the proposed turnover tax.

In view of these facts about the cost of a turnover tax to the consumer, as compared
with the cost of the prosent tax, such a statement as that made by one of our C
men not so long ago, that “no.prty would be m foolish as to put a sales tax on the
backs of the American people” means very little when, as a matter of fact, to-da
many of our American workers have not that with which to put anything on r
backs. Millione of workers now out of employment, because the present taxes have
diverted funds from industry, would be resmployed if a turnover tax were substituted.
When one week of unemployment costs the worker as much as he would pay fora 1
per cent sales tax for a whole year, it is not difficult to assertain which he prefers.

Preaident Harding, in his address to (,'nngru, aaid that the demand is not for the
“ghifting” but for the “lifting” of the tax burden. That is a sentiment to which all
of us choerfully subscribe, but sentiment. though well expressed, will not and does not
pay thé bills.” How can Republican leaders expect to hold the confidence of the
country it th:‘v fail to eliminate unpopular forms of taxation and do not replace them
with means of supplying the Government with adequate revenues?

Many other countries have tried a sales tax and have found it sat , while
we have found our system of taxation decidedly unsatisfactory. Why not, then, try
& tax system that has heen successful in other countries?

A popular vote, in my opinion, will result in legislation for a xales tax or turnover
tax, uns if we are not ready to pass such legisiation to-day, as a permanent measure,
then at least we ought to pams it as a tem v tax. The result would mean a return
of mperity and the employment of millions who are now idle.

finances of the country t to he fairly well understood by business men

who have financial problems of their own and who by their very oxperience in matters
to finance are well equipped to advise. Therefore is it not noteworthy

that we find business men to-day all over the country interested in removing the
excess profits tax and part of the surtaxes and substituting the sules tax, because they
have realized the deadening influence of the present t.xes on the industries of the

country.

Wh‘;ynhould they, therefore, not exert themeelves in favor of Luis pro taxation
-which they find to he the only possible solution to this problem? taxation of
the rountry is a business question. Why not therefore, for once at lexst, accept the
business men’s sugyestion, if not as a permancnt cure, then at leust on trial? Why
not listen to the business man on business affairs?
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The turnover tax which we advocate, will give the country all the revenue it nveds,
and give its citizens the privilege of heing taxpayers without the feeling of heing
burdened a« they do to-duy. .

So far no mu-gml suggestions have heen mude to satisfy those in favor of a tumover
tax, and until sumwthing better is sugrested, let us assist in the endeavor to make the
tax situation fit the needn of the country, ’

In ronclusion, let me «ay that I know vou will consider this vital question proe
foundly, because upon your recommendation and upon your votes depends the wel-
fare of our farmers and our workors and the pmsperity of the conntry.

The principal reasons assigned are political reasons.  Why must political reasone
stund in the way of constructivo legislution? I know there are men in Congress who
will have the courage of their convictions, and who know but what the passing of &
tax as wo dosire may Le the building of a strunger foundation for the party now in

power.
0 s mostly oppose hacause they do not understand the proposed legislation,
Apc%ur:’ct untionm;?ﬂ! do more to incroase the value of tlula dollar, to incrense
indnstrial activities, to restore confidence than any thing else thi» Government can do.

" SALES TAX BEST PLAN IN NATION—LIGGETT SAYS NETHOD IS EASIEST AND SIMPLEST.

Louis K.Lmrnddmtdmvﬁudmugm.andhuddthomm
n the country, favors a 1 per cent sales tax on all commodities
as & means for meeting the ordinary expenses of the Government.
“Im-tronglyinbvorohnleamﬁorpaygﬁthoordimemotthe(}ov-
unment,bmmiththedmplat,udat‘ most direct way of securing the
pational revenue. I believe in the principle of the income tax, but feel that it
ought to be revised and the rate reduced oge-half,

“ZrFROT ON INCOME TAX.

“A sales tax of 1 cent will not be & burden on anyone, not even on the man
who has to spend the most of his income for tho necessaries of life. The present
system of taxation has increased prices generally, oo that the ordinary man is payi
more for the necessaries of life under the present a than he would be req
to pay under & sales tax. .If a sales tax is adopted, it will be possible to reduce the

whoduludt‘l'lwmax. This will take some of the burden off business
tax more evenly. Lowerpricuwil!malk.nthtthe
living reduced. Any system of that will

;
E
g
g
E
+
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‘“The income tax is just in principle, and I favor it as & means for the war
debt, but the rate is too high. It money out of business chann tends to
ve it into tax-exempt investments. Any that hurts business hurts the
country. A tax of 63 per cent is extortionate. If the tax was cut to 30 per cent I
M.wummtmemdm.fmitwuldbom.mvhﬂommmm
willing to pay their fair of the tax burden, they do not feel that 63 cent
under the profits tax is a fair share of the burden. It is a good deal like ng your
own burden and helping the other fellow to carry his at tho same time. With that
men are to avoid it if they can because it is an unfair division. That is

‘ s

why ! beliave if the heavy schedules of the income tax are reduced the receipts from
it will increase. It will take money out of tax-exempt investments and put it back
in the ordinary channels of trade. Just at present we need a change of that kind.”

{Boston Post, Apr. 1, 1921.]

SALES LEVY PAVORED BY LABOR MAN—CONVENIENT TAX FOR WORKFRS, DECLAREN
E. A. JOHNSON,

E. A, Johnson, secretary of the United Ruilding Trades Council, and a well-known
figure in lahor c{mles, believes the proposed sales tax will be tho easiest tax for the

working man to R
pey ‘“EABIEST WAY OUT.

*If wages are going to be reduced all along the line, 1 can readily see why new taxes
will be necessary, The average of workmen in the huilding trades is £1,400 a
., 1f this wage is to be redu:x’trom 10 to 26 per cent there will not he much
neome left to tax.
** As the easiest way out of the difficulty I feel that a cales tax offers a solution. The
inary workman pays his income tax out of hiy last week's pay. A sale: tax is
based on a pay-as-you-go policy, which is & very good nﬁuﬂic{ for the average man. I
believe in it. I feel that it will 1'e particularly convenient for workmen in the bhuild-
ing trades who are not regularly employed. The tax will e paid in small amounts
from time to time instead of in & lump sum. .

““FAIRER THAN LUXURY TAX.

**Just at prerent we have s luxury tax which i+ impased on certain articles which
are clawed as luxuries. Personally I feel that a eales tax would l.e hetter if more
money is needed. Then everything sold would l:e taxed. That reemsa certainly
‘ﬁ:’ Everyvhody would have to hear an equal share of the burden in making pir-
c w.

*“There in a sales tax in Canada. I was up there since the tax went into effect and
found everybody matisfied. (On many things the dealer pays the tax in Canada. For
instance, & certain well-known laxative, which sells for 25 cents in Cansds, with &
2-cent tax stamp on it, sells for 27 cents here. In Canada the tax is paid by the desler.,
Well-known brands of shirta which sell at & fixed price in the United States are selling
at thoume price.in Canads under a sales tax.

“MERCHANTS WILL ABSORB 1AX.

| feel that owing to the fixed price of cortain articles and to the customs of trade,
merchants will abaorb the sales tax in many instances, thus relioving the consumerof 8
part of the tax burden. This will he possible only in case the sales tax is low enough
not to he o burden on anybody whether he is a merchant or not.

““‘Workmen helieve in the principle of the income tax, but many of them feel that
the Governmeut is too muchina hur?' paying the war debt. If pavment of the debt
was extended over a greater number of years, the present generation would be relieved
of a great desl of taxation, Future generations will profit just as much as the present,
if not more in consequence of the war, and they should bear a fair share of the war
burden, If the Government was notin such a hurry to pay this great debt, it would be
possible to reduco the prosent rate and to allow higher exemptions.

“Under the income tax the State allows un exemption of $250 for ench child and
ths Nation $200. Many workmen feel that such un allowance should be doubled.
1f 8500 wus allowed for each child, workingmen would have no serious grievance

the me tax.
. “While 1 beheve in oxemptions under the income tax, I do not favor any exemp-
tions under a sales tax. A sales tax in order to be effective should he very low, suy
1 per cent, and it should he levied on every sale, No one should he exempt. There
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is 1o good reasnn why one man should puy a tax in purchasing a pound of and
another man should not. lfallmoblzgodtopw tax all will be e . The
wowent distinctions are made, dissatisfaction begive.”

(Boston Post, Apr. 2, 1031.)

CALLS SALES TAX FAIR AND SIMPLE—PRESIDENT DRISNOLL, OF THE CENTRAL LABOR
UNION, ALSO PAVORS CRANORES IN INCUOME TAX LAW.

Jeremiah Driscoll, president of the Boston Central Labor Union, regords the mles
tax a fair method of raising the natirnal revenue.

‘It seoms to e that a sales tax is & fair as any method of raising taxes. None of
us have any hankering to he taxed, but many of us are dissatisfied with the methods
pow used und would like to see some improvement

 AGAINST EXEMPTIONS,

¢ ilieve that with a ales tax some adjustments can be made in the income tax
that .31l help to make the present system more acreptable to everybody.
< *If we must raise additional muney to pay for the war, I favor a sales tax of 1 per

cent {or uvervbody. There has been some talk about exemxi:ting small deslers whoee

business amounts to less than £3,000. I see no reason for it. The small merchunt
will charge the tax to the consumersnyway, and the Government is entitled to the tax
and ought to have it,

“If everybody hau to pay it, then there will be less temptation to try and evade it.
Besides, if a:lbody is exempted, the donr will be wide open to othere to attempt it
and in the e mbodywﬁlmttogythehx. If every has to yit.tlu.twitf
be the end of it and everbody will be satisfied since nohody is beinyg fuvored.

*‘Besides, s sales tax in a convenient tax to pay. A littleof it iz puid every duy, 80

that it is l"ndly noticed. For the uvon? man who works for a week!y wage this
me of paying is the least troublesome A man who has a young, prowing

thod his taxes
famly, tl\s? can eat all that he is able to earn, fuols the income tux pretty hard when
he has to iﬂ:‘the tax in lump sume qucrterly. It would interfere less with household
economy ws allowed to pay it as hhe went along,

Y3AYS TAX IN SIMPLE,

N Another thing about the sales tax is that it is easily collecied. That is one of
the troubles with the income tax. It requires a lot of financial experts to handle
it for the Government. Anaclckmld the sales tax. No experts would
be nq‘t:'hd. either by the in
tax is in eich instance. Nothing coul m

s ii:-nncu.‘ ?h:ﬁ:t B is :exd th i uired income o wt.wlli ii':
man Y e or no
pan s Theh o P 1 i e e o k1L
store will have to collect the tax for the Government, and stores are easier to find
than people who owe an income tax.

“Personally, it seems to me that & sales tax has everything to commend it and
nothing to condemn it. excer.t that it is & tax. Some men never want (o gcy taxes
anyway, ln:t the majority of people are willing tn bear their fair share of the burden of

vernment,
go“] am informed that the sales tax is workinz sstisfactorily in (‘anada and in France.
There it no reason why it should not work just as eatisfactorily here. If it is as low
as 1 per cent it will be no great hardship to anyone, and it will produce plenty of
revenue,

“Many workingmen fecl, and I agree with them, that to tax a ringle man on an
income of $1,000 is unjust. If the sales tax is adopted, the income tax ought to be
adjusted eo that it will be more liberal with the wof'kingmsn. A man who gets
$5,000 & year is in a much better position to pay an income tax than & man who gets

only $1.000,
‘“‘PLAWS IN INCOME TAX.

“The Government ought to be more liberal with men who have children. The
Government allows only $200 for a child. Any good mother who is rearing & house-
ful of children will tell that she will more during the year on any one of
her children than she spend on hersell. DBesides, it & man is trying to educate
his children and send them through achool, $200 is & mere drop in the bucket
toward their maintenance, At least ought to be allowed for each child. That
smount will be spent easily on boys and girls in high school. .
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*1{ the sales tax goes through, C‘ongress ought to revise the income tax and make
it more liheral for the poor man as well ss for the rich man. Thev are talking about
eliminating the excess-profits tax and surtaxes. Well. while they are doing this
for the rich man they ought to ease up a hit on the poor man also, who is trying to
live like & white man and to give his bovs and girls a chance at an education.

“With evervhody contributing their share under a sales tax, the income tax can
be adjusted easily. sllowine exemptions of $2 000 or $3.000 to single persons and
£5.000 to married personsand $500 each forchildren, If there chanver aremade and the
excess profita tax and the surtaxes are removed. I helieve that just a« much money
can he raised under the income tax hy increasing the tax on incomes over $3.000.
I underntand this is part of the m of revision. | hope the rales tax will make
it possible to frame & more liberal income tax that will ease the poor man’s hmlen
as well as the rich man’s,

{Boston Post, Friday, Mar, 25, 1921.]
APPROVES DUAL TAXATION PLAN.

James Duncan, vice president of the American Federation of Labor, and the man
whom organized labor wanted as its re tative in President Harding’s Cabinet,
favore'a sales tax as & means for i ng the national revenue.

APPROVES BASIC IDEA.

““Taxation is & bit out of mI' line,”” said he, ‘‘but as a taxpayer I n&pona I am
entitled to sn opinion on how should be taxed. There are several varieties of sales
taxes, but I shall confine myself to the idea behind them all, that of collecting the
tax at the time purchases are made. That scems to me as a method f coll

taxes as it is ble to devise. The tax is concealed in purchase price,

should be so unottobesplpmdnblytelt. What & person does not see or feel
will not disturb him & great deal. Therefore a sales tax would be not only easy to
pey and collect but it would be the least disturbing in its effects.

v ONE POSSIBLE OBJECTION.

‘‘ An g part of a national tax system, a sales tax undoubtedly has merit, butiuﬁpem

uestionable to me mhwmuvﬁlworkunmcced:modwdumm dull
ama When the income of the consuming public is and people can not bu
a8 readily as at other times, it is usually just at such times mcommtmec‘
great revenues. That is the only case in which it seems to me it might prove disap-
pointing. Just how far it will work under panicky conditions is & question for éx-
perts to solve and not for ordi citizens.

““There is one thing certain t & sales tax and it is this, it can not under an
circumstances be any more complicated than the preeent tax system. When
presidents, who are supposed to be experts in finance, need the assistance of expert
sccountants in order to make out their tax returns, I think such system is open
to condemnation. I, for one, hope that the present system will be simplified.

’ DISAPPROVES OF EXEMPTIONS,

‘“Exemptions do not ﬁpped very strongly to mo. All should bear their propor-
tionate ;hu'o of mt‘hio pub) c;ﬁdt:ntb Naturally, the n‘c:nbem.:ll "tlslx to (Il?t‘lgl:ul %l::
lug-t u portion o os tax. es
is to be juxﬁd in % with m::m tax, the rich will be greatly relieved
by it and poor undoubtedly have to pay more than they are paying now in
taxes. I know that the wealthy people in this country resorted to a somewhat similar
argument when the income tax was plzrond They claimed that it wonl:l&luo
the unlonofuuﬁononmzl{upontbe ch and that the poor man would be ved
entifely from his just share of the public expense. To be democratic, it is admitted
that such differences should not be made as against one citizen and another. All
should be equal before the law. There should not be one law for the rich man and one
for the poor man. The law should not know either rich or poor. It should know only
citizens who are pledged to uphold it.

BBITER TO HAVE BOTH SYSTEMS.

“And so whatever inequalities a in the two , the income tax and
zat the rich or the poor, T foel'thntmmuﬂiﬁu tand to dis-

tely better to have

appear when both systems are put in operation. I regard it infi
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both systems rather than one. One tends to counteract the defects of the other,
both, working together, strike a just balance, or as near just as we are likely to make
As a nation we have not advanced very far in working out s just system of taxa
1 admit that there is virtue in the income tax as compared with pre
of securing revenue, but the income tax system as now administered is
need of considerable revision to whip it into proper shape. :

“INJURY TO UNDERPAID PRODUCER.

“‘There in one danger in the sales tax that I feel I ought to point out. It is this:
It may work injury to the underpaid producer. In the industrial institutions that
have been handed down to uts through our civilization there are many underpaid pro-
ducers, men who are giving m service to an institution, but who are paid less for
their contribution to the fin product than another simply necause thoy do not
happen tn ho the son of the proprietor, who is paid an enormous sum usually for that
reasnn alone. But as no system of taxation yemh perfect and as this is the
greatest democracy on earth, I beliove thatin ce with the democratic princi-
ploon which the Y:nblich founded, it would be unwise to make distinctions hetween
. citizens before the law. The law knows no distinctions of persons. That is a fine
pd“x;ﬁple and we should never do anything to leesen its farce and vigor in the com-
m 8
“Ap{n from the general taxes we all pay, I think that the income tax is fair and
equitable. It has g:en tried out in other countries as well as here. The heaviest
part of theincome tax falls upon those best able to bearit. and as they quite frequently
secure incomes through combinations which when °fﬁnmd to the genersal laws of our
country are somewhat shady they should not comp! about bearing their mathe-
m,‘tih .hutldthteh“:fa he h great SenatorsasJohnJ. Ingalls, of Kansag, and
recently as the when suc enatorsasJohnJ. , 0
James G, Blni{o. of Mdg:. were in th%nitod States Senate it was publiciy stated
on the floor of that dignified Chamber in one of the greatest speeches that Senator
Inﬁ:lrl:overdelivend that no man in the United States had ever made a million
dollars honestly. Yet at the present time we s of men with hundreds of millions
at their command with less stress and wonder than Senator Ingalls expressed his
opinion, and that was not so long ago. According to the conditions and m
now in vogue which permit such enormous accumutation of wealth, it seems question.
able if any method of taxation could be more equitable than the present method of
the Fedoral income tax.

“1 have an ides that a sales tax, y spesking, can be made to supplement
anincome tax in such a way that the uﬁmnmvﬂlo:gglgmonuohtho ational
Govemmentm&l y, more easily, sand more eq ly than any single system

of taxation could do.”
{Washington Herald, Mar. 13, 1931.)
SELECTIONS FROM OUR MAIL BAG—TAXATION OF LAND,

To the Editor of the Herald:

Do your readers know that many husiness men are urging a bill—the Ralston-Nolan
bill—now before Congress, which mym to put uugon upon land, whero it would
seem tobelong? Somewhere near half the wealth of the couutr{ (say, $100,000,000,000)
resides in land—in tillable ground and pasturage, in forests, in mines, and oil wells
in the site values of towns. This vast wealth (or, more accurately, the source
wealth) was dreated without man’slabor. No man deserves the rent to be drawn from
it,-as if he had made any contribution to human welfare by building a fence around
it. Itsmoney value arises merely from the presence and the needs of human society.
If an intelligent community were -etthm.ug national housekeeping, they would be
sure to allow no private ownership in t nd of property; but they would expect
everyone who needed to use any of it to pay a rental for its use into the fund for the
common expenses. Neither would anyone be so foolish as to fence off for himself
T s & oo b1 eur water supply and compelled the rest to pay them {

u; a few held our water su and com ] v them for ev
dropl::fpozr drinking water, sl_\oulg wye not cry out against thenlnn as doing us crﬁ
injustice? Why is it not so with private landlordism over the land of a nation? Do
you readers not see that a public rental upon all the lind, which any of us are now

. privileged to hold, is the fairest of taxes? If individ or corporations, having
somehow got hold of land, for which they have no Fhr:sent use, should giva this up
what harm would it do? If we found in due time that we could raise all our taxes
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from the rental of the lands and other natural resources of the country, and could
thus relieve everyone from meddlesome and inquisitional public burdens, could any
of us justly complain because the privilege of owning land (which never bad a valid
title) had been withdrawn for the great advantage of all of us? In fine, I can not sce
why a tax upon a &tivilege. which does not permanently belong to anyone, should
worry any excopt the few, who never want to part with a privilefko; whereas almost
every other kind of tax (surely including a ‘‘sales tax’’) scemn likely to annoy and
vex evervone,

Jamarca Prawx, March 22,

[Women's Wear, Mar 22, 1021,

MASSACHUSETTS RETAILERS BEGIN SALES TAX CAMPAIGON—URGE MEMBERS TO BEND
LETTERS TO CONGRESS URGING PASSAGE OF MEASURE PROVIDING FOR LEVY OF

Caarves F. Douie,

SALES AND ABOLITION OF EXCESS-PROFPIT TAX AND SURTAX,

BostoN, March 4.—The Massachusetts Retail Merchants' Association is con-
ducting an active campaign in favor of the sales tax and is urging the members to
write to their Represeniatives in Co asking them to favor the plan and to get
their friende to do likewise. The following letter has been sent to members:

“What are you doing as an individual about the taxation proposition?

“We know from the unanimous vote in favor of the referendum put forward by
the National Retail Dry Goods Association, that the members of the association are
overwhelmingly in favor of: :

“1, A commodity sales tax of about 1 per cent on goods, wares, and merchandise,
on every sale of raw material, sales of manufactured goods, sales at wholesale, etc.,
and sales at retail, .

2, A 10 per cent income tax on husiness profits which will not be taxed further

3. Custom duties, excire taxes, etc.

** Now, we want you and every member of this amociation, as well as every member
of every other association that you can get in touch with, to tell his individual Con-
grersman that he would like to have him vote for the above law.

*‘Jt in a fact that no committee or organization, representation, nor the Ways and
Means Committen of Congress, is going to docide this question. It is the vote of
each and every Representative and Senator in Congress that will enact a new tax
law. Therefore, the most effective results will be obtained by each and every busi-
ness mn telling his individual Congressman that he means business and wants &

es tax.

“We inclose herewith a letter which has been sent to one of our Members of Con-
mand would like to have you write a letter, embodying the same ideas, to your

le:l:“er of (‘c:ngms. We also want you to tell us what you have done and what
res rou get."’

The ollog'e letter to be sent to the Members of Congress waa inclosed, together
with a list of the Massachusctts Senators and Representatives: :

‘“Dear Sir: I understand that the matter of taxes will be one of the first to come
up tl'»gfo:v:'«b‘(i‘ontgreas. As you are my Representative, I wish you to have my views
on this subject. . :

“Business taxes are vexatious problems. I have talked with a lot of fellcw-busi-
ness men, some of large affairs and others of small, and they all want to do away
with the excess profite tax and heavy surtax, and have a sales tax.

**And why not have a simple sales tax of 1 per cent to be paid on the sale of goods,
wares, and merchandise, from the producer to the ronsumer?

“Every one knows there it a constant fluctuation in the values of raw materials
and manufactured goods, and 1 per cent is such a small faction to add to the value
of the raw material, the cost of manufacturing, the value of s at wholesale, and
the value of goods at retail, that it would not cut much of a , and in most cases
would not be added at all. Some claim it would make a difference of from 3 to 4
per cent—average it between nothing and 4 and call it 2. Then if an income tax
of 5 or 10 per cent were put on the ?roﬂta of all business, and let this be the only tax
on the profits of business, I think with reasonable excise and customs taxes the whole
problem of businees taxation would he solved. .

*Of course, there will be thousands of objections, most of which will come from
nonproducers, tax experts. accountants, professors, and theorists,

* Personally, I should like to know that you are in favor of the above tax. Iow-
. ever, if I am in the minority of your constituents, or differ with your own views,
will vou kindly let me know wvherein [ am wrong?”

63408—21—11
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(Women’s Woear, Apr. 12, 1921.)

SALES TAX AND TARIFF MEASURES AMONG THOSE INTRODUCED IN HOUSE—BACHARACH
AND MOTT EACH PROPOSES ONE—EMERGENCY FARM TARIFF IMMIGRATION RESTRIC-
TION, “TRUTH-IN-PABRIC,” PANAMA TOLLS, METRIC S8YSTEM AND OTHER BILLS PUT
BEFORE CONGRESS,

WasninaToN, April 12.—The legislative ¢louds hovering over the Nation since
last election day have burst at last, and a deluge of bills overwhelmed Congress to-day
and yesterday. Taxation and the tariff, the two subjec ts of greatest concern to the
lawmakers and their constituents, received their due share of attention, two separate
sales tax bills being introduced and the emergency agricultural tariff measure also
being placed again before the House.

In addition, the emergency immigration bill that died & pocket veto death at the
last session of Congreas was resuscitated and restored to standing as & live measure;
» ‘‘truth-in-fabric " bill was placed on the votnizr list; and bills simhﬁ:t indirectly
mﬂm American veesels from Panama Canal tolls, abolishing the Railroad Labor

providing for the substitution of the metric system for the preeent system of
. weights and mesrures, and directing the consolidation ef third and fourth class mail
matter were introduced. -

A resolution was aleo adopted suthorizing the Speaker of the House to appoiut &
committee of five to consider the budget {)dnciple in governmental financees.

The two eales tax bills were referred to the Ways and Means Committee, as was
the emergency tariff messure. The ‘‘truth-in-fabric” bill and the one providing
for the abolition of the railroad board were given over to the Interstate ms'f’oreign
Commerce Committee. .

SALES TAX BILLS,

tative Mott's bill is o straight-out sales tax bill, providing a levy of 1 per
ceMnlu and the repeal of the excesa profits tax. It igr:ery oii.g\ﬂn to the mles
tax bill of Senator Smoot of Utah, which was explained in Women's Wear yesterday.
Mr. Bacharach’s bill is more general, and not only would produce new revenus,
ggougboge medium of a sales tax, but would re, some of the existing taxes and
uce others,

{Women's Wear, Ape, 11, 1921}
SAYS TAX PLAN WILL EXEMPT SMALL FARMER.

Hazen J, Burton, of Minnnp% president of the Tax l.eague of America, which

is the enactment of & &alos or turnever tax, announced ‘3' y that
to be introduced at the coming seesion of will de an exem

tion for all those farmers doing a gross annual business of $6,000 or less,

“In the case of those dning a yearly business of less than that sum,” explained Maj.

Henry G. Opl;di{:ko, vice dent, “fmnenwillnotberoquiredtopcysuxon

their while those in the

position of selling $500 worth or move of commandities &
month, be enabled to add the proposed tax of | per cent to each sule and pass it
along, as in the plan of the manufacturer and the merchant.

“ egislation pmrmed by the salee tax advocates, all of whom are united on the
bill now being drawn for Congress, is such that it will commend itself not only to the
farmers of the country but to the busineas interests generally,

“Much in is being shown in all parts of the country in the proposed remedy
of the sales tax, and esrodn.lly in the successful operation of the present law in the
Philippine lchnda“in he recent legislation along the same lines in Canada and in
France, Among witnesses to appear in Washington in support of the sales-tax
plan will be those familiar with the operation of the present law in the Philippines.”

{Washington Herald, Apr. 14, 1821,)

ABSAILS PRESENT TAXATION SYSTEM—PRO. BULLOCK, OF HARVARD, S8AYS IT CREATES
NATION OF LIARS,

Charles J. Bullock, professor of economics at Harvard University, sssailed the
nt system of taxation in this country in an address delivered last evening at &
inner of the certified public accountants of Massachusetts at the Exchange Club.
He said in part: “The policy of taxation followed by our Government during the
war was such that if the war had not ended when it did the country would have been
broken wide open. It is.a destructive, ruinous, and wicked policy that would have
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killed the Government and financial structure of this country within another year.
Nememd&emmdmﬁdhommmm ther bankrupt en
or in the hands of their banks. It was a case of the survival of the fit.
“Taxation such as that under which we are at present suffering can never
enforced as written, it creates a nation of liars. 'l‘heeffectontlmhchhdm—
in the extremie. The present tax would almost wholly become a tax on honesty
if it is allowed to continde.
“I have never heard any logical objection to a sales tax,” concluded Prof. Bullock;
“ I offer it as the sane and | solution of this country’s greatest problem,’
Attorney Spring and Guy W. Cox, chairman of the taxation committee of the
hclnmt;‘q‘ o‘m commt erce, the other speakers of the evening, expressed themselves in
vor of & ax.

(-]
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{Poat, Ape, 14, 1031.)
FAVORS LEVY ON ALL SALES—PROF, RULLOCK ALSO RAPS PRERENT TAX SYSTEY.

Prof. Charles J. Bullock, head of the department of economics at Harvard Uni-
versity and one of the leading authorities on taxation in the Unitc-l States, came out
in favorof a sales tax for rai:ing the national revenue in an address Lelore the Certified
Puhlic Accountants of Masrachusetts at the Exchange Club last night.

Prof. Bullock stated that he came t» helieve in a sales tax only after considerahle
reluctance and some difficulty in accepting it, but that finally he failed to see any
difficulty in sccepting it. His mind, though, was still open he eaid. .

The professor's remarks were cunfined mure to an attack on the present system of
taxation rather than to any extended m?lment in favor of the sales tax, which was
supported by Guy W. Cox, chairman of the committee on taxation of the Roston
Chamber of Commerce, but opposed by Attorney Samuel Spring, who is regarded as
an expert on certain forms of taxation.

STATEMENT OF O. HUDSON JOENSON LYNN, MASS.,, VICE PRESI-
g!lol;l‘ OF THE MASSACHUSETTS RETAIL DRY GOODS ASSOCIA-

Mr. JornsoN. Gentlemen, I am not here to file any brief. I am
down here with the sales tax men. I did not propose to place these
before you, but the talk this morning has led me to believe

they would be of extreme interest to you, because I do not represent
big business—and, by the way, I will not consume more than five

minutes of your time.
I represent medium-sized business, not the smallest and not the

t. R
ese are a_compilation by one auditor of 71 of the best
_ department stores in New England doing a business from a quarter
! of a million dollars a year, which is a small dopartment store business,
to $3,000,000 a year, which is not a large one. It is, in my judzment.
very representative from all angles of what all business is doing,
because the department store, after all, represents the retail buasinerq
very nearly in its entirety. . .
ese figures are taken for a six-month goraod to January 31, 1920,
and a corresponding geriod to January 31, 1921—that is, the last
six months in 1919 and the last six months in 1920. The six months
end on the last day of January. .
I will say that from those 71 stores 31 of the most profitable and
best organized stores were selected. There were also 35 for which 1.
+have not the figures before me. You are getting a very much mora
serious condition with the 31 represented hore. . .
In that six-month period these stores cach did a business in 1914
of fifteen and a half million dollars, with a profit of 6.9 per cent.
In the corresponding Eerlod in 1920, when they increased the.r
volume to $16,500,000; that is, increased the volume somewhere in
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the neighborhood of $500,000 for the 31 stores—do not confuse this.
That is the total business for 35 stores. In the corresponding period
in 1920 after their taxes were paid they made a net loss of 4.2 per cent.
In 1919 they made a profit of $1,000,002. In 1920 they made a net
loss of $700,000, which is a considerable sgrrgnd. .

These are divided into three groups. The first group consists of
stores doing business from a quarter of a million to a half million;
second, from one-half & million to one and a half millions; and the
third, from one and a half millions to three millions. There is com-
pearatively little difference between them.

In the first group, in 1920, in the period referred to there was just
one store that made money. They made 5 per cent on their business.

In the second group there was just one store, and that includes m
o;vix store—-g’ust one storo that made money. They made one-half
"o r cent.

Inptehe larger groupa there were just two stores that made money,
and they made 3 per cent and 2.3 per cent. .

The reason I bring these ﬁgures is not in advocacy of any particular
plan, but simply to show the retail business at large, that you will
not get any return from your present system of taxation. .

I think, gentlemen, that this does actually represent the retail
condition not only in New England but all over the country. I
want you to take into consideration that these stores from which

are compiled are the very best stbres that you could
select in almost every town in Massachusetts and in neighboring
States in close proximity to Massachusetts. .

The comigilation is made on a very eflicient retail basis by an
suditor with a great deal of experience, and the figures for all stores
are audited by the-same auditor.

Senator JoNES. I take it you did not have to pay any income tax
last year. Your business showed a loss, and you did not have to pay
any income tax?

. JouNsoN. I am not speaking specifically for my own business
here, Senator.

Senator JoNES. I am speaking with reference to the bulk of the
business. The total of the business which you just presented, taking
that business as a whole, would show that it paid no income tax?

Mr. JounsoN. That is true. . ) .

Senator JoNEs. Do you think it would be fair to have those busi-
nesses which are carried on at a loss pay taxes?

Mr. JornsoN. Senator, I am not here to discuss the advantage or
disadvantage of any particular tax. My own thought is, and I want
you to understand it, that I have not had the opportunity, as many
other gentlemen with me have, to go into this tax proposition as thor-
oughly as they have. My own_thought is that the sales tax would
make no difference to us; and I would prefer to pay a sales tax, a
definite one, so that I know I can approximate what my overhead
B enator Jones, Did harge for those goods you sold all

nator JONEs. Did you not ¢ or those ou 80
that you thought the_pzrchaser w:sr‘:illing to pay? y

Mr. JonnsoN. I think that is perhaps a reasonable statement, if
you take into consideration that competition keeps those prices where
they should be. It is not, as your statement unqualified would lead
people to think, that every man that made & profit was necessarily
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a profiteer. Competition in any retail business in any decent sized

htown.h 1:1 keend enough so that when he gets all he can he gets just what
‘ 0 . » .

Senator JoNEs. And in your case, sreokmg’ to you as representi
that large number, they are doing that and cellinzat (3 locgt tng

Mr. JonNsoN. e. '

~ Senator JoNEs. Why should they be compelled to pay a tax when
they are do%busmess at a loss, when there are a great number of
concerns in this country not doing business at a loss and making a
Iuﬁe profit and even an excess prolit
r. JounsoN. There are not many retail concerns, Senator, in tho
country making a large E;Oﬁt or making any profit.

Senator Suoor. You know there is no contention here that Jvou
would have to pay this 1 per cent sales tax. That would be paid by
the person to whom you sell the goods. The Senator keeps insisting
that that would come out of your pocket.

Mr. Jouxson. This 1 per cent tax would be paid by the consumer,
the same as a great deal larger tax is paid to-day, only he does not see
it, and he would not sce this either.

So;mtor Jones. He did not pay it in buying the goods he got from

ou
y Mr. JounsoN. He did not what ?

Scnator JoNes. He did not pay a larger tax in buying the goods he
got from you? . .

Mr. Jolxsox. He paid some tax in 1919.

Senator JoNES. According to your theory, if we add a sales tax,
{l(l)u would bave gotten precisely tho same price for your goods and

e consumer would have paid—— :

Mr. Jonnson. I do not think so.

Senator JoNEs. That is the contention of the Senator from Utah
and I understood that ‘{ou agreed with him. . )

_Mr. Jouxsox. I said competition regulated these prices, and if it
did not, my competitor would have to pay 1 per cent higher, and it
would be reflected here just the same. 1 would not have lost any
more money.

Senator WaLsu. Is one of the chief reasons for the loss in profits
during the past six months of 1920 due to the sudden and sharp
decline in the value of merchandise on hand which compelled you to
sell this same merchandise at a loss?

Mr. JonxsoN. Yes, of course, Senator.

There is another thing that I want to bring before you, a very
important thing from the retailer’s standpoint. He of course is tho
last man that deals with the consumer, and of course he is now and
always will bo charged with mamtaining his prices, because the con-
sumers naturally deal with him and they recognize in the trans-
action nobody else. But this loss here is almost a unanimous loss
by these stores——

Senator Jones. Why did you sell the goods at those prices?

Mr. Jounson. Will you let me answer the Senator first? My con-
tention is that this shows that the merchants of New England and
the stores all over the country have put their merchandise on a re-
placement value. )
t’hSen?ator WatLsH. Rather than the value at which they purchased

em?
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Mr. Jonnsox. There is no question about that. Merchandise
has been sold in every store in this country at less than cost. .

Senator WaLsu. Could Kou give us some estimate of the depreci-
ation in value which you had to charge on the 31st day of January,
1921, by reason of changing the purchase price ! K

Mr. JonnsoN. You ask me a_question, and I can give you the
figures on this, Senator, which I am ver{ glad to do. I will give
you those figures to show you just exactly the amount that those
stores reduced, if you want them. Do not take those figures and say
they reé:resent. a certain percentage of the volume of businese, be-
cause that merchandise has been rapidly turning all the time.

Senator Smoor. We do not have a World War every ycar. '

Mr. Jonyson. I should say not. I do not want you to forget that
this morchandise was turning all tho time. These stores did
. $16,000,000 worth of business and they marked down their merchan-
disc $3,000,000. .

Scnator WaLsn. I am glad to have some evidence presented to the
Senators that somebody besides farmers have suffered by reason of
the unusual conditions that took place last g'ear.

Senator Soor. In other words, if there had been no sudden dro
caused by the war and you had scld the same amount of goods
exact%y, with the same pereentage, you would have made £3,000,000
more

Mr. Jounson. Certainly.

Senator Smoot. That is all there is to it.

Senator JonEs. Why did you sell those goods at those prices? So
as to cure the loss in your business?

Mr. JonunsoN. As lon%:go as the first indication of the depression,
Senator, we did what I believe every pro, ive and every live store
owner did—we took our buyers into conference with us and we told
the huyers—if you understand anything nbout the retail business,
you know that these buyers have certain quotas that they work on,
so much sales, so much profit. It is a mechanical operation with
them, cxcept the selection of the merchandise.  We figure a fair loss
on the merchandise.  Kvery merchant must mark down his merchan-
dise, always. .

We took our buyers into conference with us, as I said, every week,
which I believe is the universal condition, and we told them we
would not hold them responsible for losses. Wao told them that we
would hold any buyer in the organization responsible for merchandise
in our store on a basis of replacement; that is, if we had hosiery that,
for instance, cost $1 we sold it for $1.50. That. is a common proposi-
tion. Suppose that hosicry sold for $12 a dozen and was on our
shelves at $1.50 u_pair. that hosicry was marked down hy the
manufacturer or jobher to 89 a dozen, it is tho common practice that
we scll it for 08 cents a pair. The moment that the agent notified
us of a change from $12 to $9, tho hosiery was marked at $1. We did
not mark it at 81.15 so as to equalize. It was marked at cxactly
what the replacement value was.

There are five department stores in our city. My condition might
reflect the condition of the other department stores. They are not
stores with large cash reserves behind them. They are almost all
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stores that have bheen built up by the energy and effort of some
particular people who have made some money and applied it to
their business. That is the by and large condition. They have
not a great deal of money so that they can afford to take losses over
long periods ‘of time. Thoy must do what amounts to a capacity
business in order to live at all. Their first consideration is not to

t a profit; their first consideration is to get volume. That volume
thoy have got to have or they can not pay their expenses.

So, in this particular instance when the merchandise commenced
to shrink in value, what did the dopartment stores do? You can sce
that in 1920 they hought more stuff than they did in 1919 ——

Sanator Smoot. If you had not undertaken to dis.lmso of your goods
when they were at the very highest stage, you would have had those
goods to-day on your shelves? '

er. Jouxson. I would be in the bankruptey court, or somewhere
else. *

Scenator Warsu. It goes to show, after all, that there is an ab-
normal condition in every business.

Mr. Jouxsox. Yes, sir. .

Senator Joxrs, Just file those papers and make any written ex-
planation which you may care to make. They are very interesting.

Senator WarLst. I waut to file and have inserted in the record this
letter which a spectator has given me, which develops the same
thought oxpressed by the last witness, that there has been a sharp
decline in the retail prices.

v > Wasninaron, D, C.; May 12, 1921,
Hon. Herpxrt O. HooveRr
Secretary of Commerce, Waahinglma, D. C,

Sin: Mr. Franklin S8imon, of Franklin Simon & Co., New York City, ﬁmidom wl
the National Garment Retailers’ Assnciat ion, an organiration of 1,200 retail merchant»
handling women's, missee’, and children's garments throtizhout the country, being
unable to attend the conference to-day with you, has asked me, as executive sec-
retary of the association, to say for him:

1t is his ohservation that retail prices on women's gnrments to-day show a marked
decline over li)ricec of a year ago. It is his opinion, based upon years of experience
that an individual store can not sustain high prices, nor can there be any concerted
action to maintain high levels. He has found that competition and a discritninating
comparison by the shopping public always regulate prices.

As an illustration of the mark downs taken by retailers of garments during the past
vear, he cites from his own store: For the six montha’ period heginning Au:mat 1
and ending January 81, 1921, Franklin 8imon & Co., to meet new price conditions,
had mark downs amounting to $1,367,000, running into diiferent departments,
amounting to from 20 to 43 per cent of sales. For the month of December alone
that firm took reductions of almost one-hall million dollars in order to anticipate
replacement costs,

Very truly,
FRANKRULIN SIMON,

] MENTAL STATENENT OF C. RUDSON JORNSON, LYNN, MASS., VICE PRES]-
"mnm OF THRE MASSACHUSETTS RETAIL DRY GOODS AI.IOOIA‘I‘IOI. 8

The figures presented below were compiled by James Eadie, jr., authorized public
accountant and auditor for 71 department stores in New Eng\mé. They represent
the totals of 35 of the best stores from the standpoint of being most progressive and
profitable from the 71 which he audits, .

Thggom divided into three‘grou&o-—gmup 1 doing a yearly sales volume between
$225,000 and $500,000; group 2 doing & yearly sales volume between $300,000 and
$1,000,000; and group 3 oinga yearly sales volume between $1,000,000and $3,000,000.
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for & six-mopths period from A 1, 1019 to Jlnunz’m, 1926.
which I shall refer to herafter as the 1919 period; and from Aug;it 1, 1620, to January

th period. t figures
showing the condition of retail businesses at the peak of inﬂatioez m::upcmd
with figures taken during the most active time of the deflation.

They are ted for the eration of your committee in order to show the
extent to which retailers in this section of the country have put their high-
stocks on & replacement basis, because the profit and loes column in this
line of business will show the necessity for & different basis of taxation in order that
theee stores will yield something in taxes to cover the needs of the Government.

Sales. Gross inoome, | Gross expense. mﬁ
1920 peyiod
QPOUP Leu.ennenninninninnenncarencnnnes $,012,6R2.29 |  $372,250.96 | $410,900.76 $21,276. 90
Group 2............L Ll S7T,07075 | 1,258,857, 34 | 1,517,138.32 72,057. 31
CGroup ..l . 9,482,646.58 |  2,400,670.08 | 2,534,617, 98 173,010.78
Totaleseeieinniiiiinaniennnnennns 16,500,302.60 |  4,028,506.03 | 4,402,083.00 |  204,333.89
1919 period, ! i
QROMP Leeueeniinirnrenrenernnensannenns . 1,837,883.12 402,827.08 © 356,080, 38 15,620, 51
GROUP 2. .. Lo i iieiaerens i B.318,068.22 [ 1,766,900.8% 1,408,377 47 36, $38. 30
QrouP ... i it iriiniieneneranenn | 9,098,287.81 | 3,117,084.82 . 2,309,450.34 | 140, 483, 53
Tolaleeiaernrrirnrenenienenrensas 15,949,817, 15 ; 5,377,751.75 ¢ 4,071,828.39 | 212,082.40
. i © Net Income ' Department
Net income. ' Tares, before taxes. | i
1920 period : ' ;
GPOUD Liv\iviiiienenienirnrensnncnsaes | 1859,017.80 . $3ILBIR3D 1SR M0.41  $153,H8.36
GEOND 2. oo it ieraarnaenans 134, A3.39 117.869.3¢ ,  1215,667.03 , 438,702, 63
Group .. ..U 13002k T, 1,38 8L 120,900, 92 754,590, 72
Total.eovurrieiiinunnns RN | 170,712.02 328,775, 137,@R38 1,304,7R2.01
1919 period . ] .
GIOP Loviniiiiiniteeieicnenenenenns Conmnne’ 34,450.50 - 2154,073.78 131,942.00
Groap 2.0 00 Leag 72402 A ATA 2R 1 £421,390.90 - 40R:813. 72
GroP3.. ..o . 2668, 031, 75 180,009.50 1 1R40,131. 34 627, 861,97
TOlAlecenrernenrereenrensanennes ¢ 21,002,072.96 332,7M0.46  21,425,204.42  1,168,318.29
t L.osses. 2 Profits.

In the figures shown ahove it is interesting to note that the sales during the defla.
tion period increased and that there was no so-called buyors' strike, and that tho
income from larger sales was less, showiny that retailers in order to maintain a volume
ngccasary to take care of the overhead of their establishments sold merchandise
cheaper.

Th'():eexpenm during that period increased .o dollars and cents and also in per-
centage, hecause the increased volume of rales was not sufficient to take care of the
increased expense. In the increased expense figures $200,000 was represented by
salary increases, showing that although merchandise was decreasing wages increased
with retail astores during the deflation.

The losses and depreciations were only slightly increased, and these losses and
depreciations have no reference to merchandise, but only to fumiture, fixtures, and

lant,
P The fact that the taxes were almost as gréat to the Government in time of loss as in
time of profit is accounted for by the fact that these taxcs are paid during a subse-
quent period from which they are incurred, and are, according to all practical retail
systems, charged into the expenses of the period in which they are paid. It will
mean, of course, that during the next corresponding aix-month period these stores
will pay no taxes to the Government.
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@
’ |
Purchases, | yon Av
. > : p. | Markdown, monthly
invoice value. | I 5 belance.
- e e —_— - \
192 period. X |
GPOUP Lo evevaineniinennenencnnnenss $1,134,731.75  $300,50R 73 §327,167.80 ,  §1,33¢,008.58
GRONP 2eerenronrnninieiiensiranrnsnens 4,038, 9R. 70 | 2,100,434, 78 | 1,005,208.20 ¢ 3,882, R41. T3
APOUP Baeevenenivreiienrerrnenenannss 6,082,877, 50 . 3,065,377.81 | 1,48,34.7 A2, 7.8.32
Totalo s cirinieniniiiannreesnennns | 12,173,508.04 °  6,362,321.32 ' 2,814, 74870, 10,880,574 63
1919 perind, ; i !
GPOMP Leetiiiirininiiniireniiasannenes 1,24,743.00 | 400,001.621  J45,1A.00 1 1, 340,112.18
GROD .o eeeiainenennenanaerasasons 430,730.60 1 2,400,62.72 . AI0,I0LGR | 3,887,070, 87
L O 7,008,005 4.024,53%84 ©  4M3,873.27 0  5,019,700.16
Totale s toererneenrerensanenannses 12,543,470, 14 , 7,127,160.20 ' 1,018,000,06 . J0,RiR, 001, 18

——— v a— —————

In the ahove figures you will note that the purchascs were almost equal in the two
periods, which clearly shows that merchants as well as consumers were on no buying
strike and that manufacturers and jobhers who chose to meet the changed conditions
conld and did acll their merchandise.

The mark downs indicate to what extent merchants met the new conditions, showing
an increase over the corresponding six months of agpmxnmawly $1,%00,000.

The-average monthly balances in these stores—that is, the merchandise that they
had on hand-. amnf'cd duriug the six months' period to be, in the 1920 Qeriod
$10,889,77%.63, and their losses during that complcte period were $2,814,748.789, it
you congider their monthly halances as a fair eriterion, they then reduced their mer-
chandise during that period approximately 28 per cent; and considering that expenses
at that time were increasing, particularly wages as ropresented by department, not
exceutive, salarics, it would secem that the retail merchants had accepted and met the
readjustment period in a very practical manner,

STATEMENT OF MR. CARLOS B. CLARK, REPRESENTING NATIONAL
RETAIL DRY GOODS ASS0C:ATION, NATIONAL ASSOCIATION OF
RETAIL CLOTHIERS, AND CONTROLLER THE J. L. HUDSON CO.,
DETROIT, MICH.

Mr. Cr.ark. Mr. Chairman, T am controller of the J. L. Hudson
Co., a departinent store in Detroit. I am chairman of the taxation
committee of two associations, one the National Retail Dry Goods
Association and the other National Association of Retail Clothiers.

I have nlso been asked to say to this committee that the plan of
revision which our association, the National Retail Dry Goods Asso-
ciation, presents, has the a proval as well of the National Shoe
Retailers’ Associntion and the National Garment Retailers’ Asso-
ciation.

I would like to point out that the membership of the National
Retail Dry Goods Association is about 2,500; that 1,700 of those
stores are doing a business of less than $200,000 a year. The Na-
tional Association of Retail Clothiers has a membership of about
6,000, and one-half of them are rated under $1v,000, and they are
situated in towns of not exceeding 10,000 in population.

The plan which I have the privilcge of presenting has not only
been approved by referendum and by convention votes of these
associations, but it has also been approved by other associations.

The basis of our plan was that there must be raised for a con-
siderable number of ycars an amount of at least’four billions; possi-
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bly more; that the consumer pays all taxes in the end, or a very
great part of them. And in working out our plan, we believe that
we arrive at a plan which would provide for a practical parity in
the proceeds of a profit dollar. . ) )

I would like to say that I myself am simply a plain business man,
and that the members of our taxation committee are simply business
men. We have no lawyers, and we do not claim to bo tax exports
in any way. . .

Last year just about this time the National Retail Dry Goods
Association put out a referendum. That reforendum established by
a largo majority that its members were in favor of tho repeal of the
excess-profits tax, the downward revision of the surtaxes on indi-
vidual income, the establishment of a national budget, the raisin
of individual exemptions and the provision for the revenue whic
. will be lost by the repeal of the excess profits; the downward revision

of the surtaxes, and the raising of exemptions by the imposition of
a turnover or sales tax on all goods, wares, and merchandise.

In thinking of the proposition we divided all income first into three
classcs. The first class, that which comes to an individual as his
wage or salary, derived beeause of his manual or mental effort, and wo
have suggested that on the first $4,000 above cxemptions there shall
be imposed a normal tax of 4 per cent; on the remainder, 8 per cent.
That follows the 1918 law.

We beliove in order to get at the equity which must underlie any
plan of taxation that there must be an increase in individual exemp-
tion, and wo have L)msosod that on the unmarricd man it he raised
;o 50%2,500; on the heud of a fumily, to $5,000; and for children, to

I would like to point out that one great need, to my mind——

Senator SimMoNg (interposing). Does your plan include the aboli-
tion of the surtaxes altogether ¢ -

Mr. CLark. Not altogether, Senator.

Senator Snivons. How high would you carry them?

Mr. Crark. Oursurtax plan is based on what we call the third class
of incomes—that is, incomes from investments, into which, #s wo
believe, there does not enter the clement of manual or mental effort,
that there should be surtaxes according to the 1913 rate, or, starting
with an exemption from surtax of $20,000, imposing a surtax of |
per cent, and for from $20,000 to $30,000 and upward in the scale
8o that all incomes above 8300,000 ure taxed at 6 por cent.

Our next class we have denominated as business income.

Scnator StusoNs, That is a very important matter to my mind,
That will apply, as I understand you, to unearned income ?

Mr. CLarx. What is commonly called “uncarned income,” all
income not directly derived ecither from wages or sularies or from
business investment, '
| bSoen;nor Simyoxs. It would not apply to incomes earned by manual
abor

Mr. CLark. No, sir.

Senator Siumons. Or by intellectual labor?

Mr. Cuark. No, sir. In our thinking upon business income, we
have belioved that it really consists not only of the income derived
from mariual or mental effort, but that there is n plus element of
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investment of money, and because of the plus element of that invest-
ment of money, making it, to a certain degree, as contrasted at lcast
to wages, a sort of an unearned income.

Senator Siumons. Will you Kloaae give an illustration of what
you have in mind as coming within the designation ‘“plus” ?

Mr. CLARk. I mean this, that I at the present time, sir, am working
for a salary for my own particular concern. That would come under,
in our plun, the first class of wage and salary tax.

If I invested a little money in an outside business, with no partic-
ular attention being paid by me to that business, but getting a profit
from it, I believe that that business income should be taxed to me at
& higher rate.

Do I answer the question?

Senator SiMMONS. Yes: that is, I understand you to say that you
would apply the kind of income from that business derived from the
investment, and then your salary you would regard as earned income ¢

Mr. Crark. Yes, sir.

Senator StmMoNs. And would not apply. it to that?

Mr. Cuark. I do not denominato business income entirely as un-
earncd income, but I do beliove there is in it an element of unearned
income which is subjected properly to a slight increase in the amount
of the taxed rates,

Wo have recognized that, which wo believe is a fact, that at presont
there is a discrimination between the forms of business—individual,
partnership, and corporation-—~which makes for extreme complexity
and inequity.  Therefore we have proposed a tax of 10 per cent on
all business, regardless of the form; that that tax should be imposed
on the business itself, and that income from business should be sub-
Jject to no further tax when it is distributed. We have provided

hat there shall be an exemption of $5,000.

I would point out that an individual. as I cited in answer to Sena-
tor Simmons’s (uestion, who received an income above the exemp-
tion, which we propose, would pay the individual rates on that
amount, but that if he got a thousand dollars from an outside busi-
ness investment, all of the tax would be paid on that business, and
when he got it he would got 100 per cent of his protit dollar.

Senator SimmoNs. I do not understand that quite clearly as to
that, part of your income derived from the corporation which is
disconnected altogether from your business,  You would expect the
corllmrntion to {my the total tax?

Mr. CLArk. Yos, sir,

Senator Snyons. And you would not expeet that you would pay
anything upon dividends from that corporation? )

Mr. Carx. That is tho plan which we propose. We believe it
would remove a great deal of the complexity of the gresent law, and
that it would be a great denl more cquitable than the present plan,
o:, din fact, any plan which we so far have had an opportunity to
study. '

Inythe plan which we have drawn up, we have made no particular
effort to definc business. We believe that from the charter of &
corporation there could come a dotermination of what that corpora-
tion’s business was. We believe that possibly from partnership
agreements there could come, or could be arrived at, the exact nature
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of the business. But we recognize that when it comes down to the
individual it would be at least slightly more difficult to determine
when a man was in business, or what that business was.

Senator JoNES. As a practical proposition, do not the charters of
coiforations usually take in everythmg? ,

r. CLARK. I think they do in some States, Senator., I know that
by our own charter we are very clearly confined to our own particular
business, which is that of a department store, and I think that in a
very great many cases that is a fact. It depends very largely, 1
think, on the corporation laws of the State in which the business is
situated, as to the clarity of definition and Solicy of the corporation.

Senator JONES. Of course we are ull familiar with the general rule

to make the charter just as hroad as it can be made, in ordor to let
the concern do any kind of business it may want to do.
. Mr. CLaRrk. I think in spite of that, at Jeast I would suggest,
that the corporation itself, the actual business, the predominate
busjness in which it is cngaged is clearly outlined on the suiface
without very much investigation.

When it comes down to the individual as I said, we admit that
there might be some technical difliculty, perhaps great technical
difficulty, in getting at the income of the individual as derived from
business. But still wo do believe that if it were required in the
individual’s return that he should define his principal occupation,
with the stipulation that he must set up schedules of his various
incomes and their sources and amount, that it would be entirel
within the ability of the inspector to set up and decide whether his
claim as to principal occupation—which, of course, necessarily
would be his business—wuas conclusive,

The third class of income, as we have defined it, is that outside
of these two classes. * It may be termed other income. W think of
it, perhaps, more generally as investment income, and we have con-
tinued the rate which we have suggested as applying properly to busi-
ness income, 10 per cent, to this uncarned or investment income.
We go back to the 1913 rato, und suggest that there should be a
surtax, as 1 tried to explain to Senator Simmons, which, with an
exemption of $20,000, would impose a surtax of 1 per cent from
$20,000 to $50,000, nnd, like the 1913 pate of surtax, slide up in the
scale as the income advanced, so that as it went above the half-million
point there will be imposed a rate of 6 per cent.

Senator SiMMoNs. Why? You must have some reason for making
that exemption so high !

Mr. CLARK. $20,0001?

Senator S1myoNs, Yes.

Mr. Cragrk. I will tell you, Sonator Simmons, I believe this, that
in a very great many cases people realizing that they are gottingi old,
people who are careful in their investments and look forward, -have
gradually put their accumulated savings into this sort of investment,
and I belicve in a great many cases when people live above the pro-
ductive age they are dependent entirely on the money that they get
from investments in bonds, and that to impose or to suggest any
lower exemption would work a hardship on that class of people—old
people, people who are disabled, people who can no longer work,
who have no business investments, who can not possibly get money
in any other way,
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* Senator SmooT. Do very many old people who retire from business
require $20,000 to live on?
r. CLARK. A great many?

Scnator SmooT. Yes.

Mr. CLARk. Senator, ofthand, I could not state with any authority
how many, but I can imagine that there are a great many.

Senator SuooT. That would require more than $20,000 a year for
their wants ?

Mr.CLARK. I am quite definite in the conviction that the provisions
in the act of 1913 of the $20,000 cxemption is equitable and necessary.

Senator SiumoNs. Do you not think that in legislating we ought
to give attention to the general condition and not to the exceptional
condition ?

Mr. CLark. I certainly do.

Senator S1uMoNns. The condition that it uires more than
820.;)00 to live on would he rather an execptional income, would it
not

Mr. CLaRk. Now?

Senator StmMons. Generally,

Mr. CLARK. It might be even now. It is a principle, gentlemen,
that I am advancing.

Senator S1mMoNs, I see a reason in the principle, but I think you
have got your exemption rather too high, except in an excoptional
case,

Mr. CLark. But, Senator, I would like to point out that we do
impose a normal tax of 10 per cont on this kind of income, with no
exemptions’ from a normal tax, merely providing the ‘exemption on
account of the surtax. 1 pmfmse no exemption of $20,000 from a
normal tax rate. Doces that change the situation?

Senator SimMoNs, That does change it. ,

Mr. CLark. That is what we had in mind.' I beliove, after all,
the more it is considered the fairer it is. '

I would like to explain that in our plan, as to individual exemptions,
suppose we had the head of a family whose income was entirely in
this class. He would get the entire amount of exemption, 85,000,
which we propose as individual exempticn, If, however, his exemp-
tion of 85,000 had been used as against the wago or salary income
which he had, he could uppli" to this income only that which remained.

I will illustrate that in this way. if I may: That if a man had an
income from wage and salary for mental or manual effort of $7,500
and $2,500 from this class 3 investments, he would have to apply
the normal tax exemption of 85,000 entirely to the $7,500 from wages;
he will have no exemption as applying on his $2,500 income from
class 3. But if ho had only $2,500 from wages, he would have an
excmption of $2,500 from his wage income, and he would have a
remainder of $2,500 which could be applied against the income derived
from investments. )

We have proposed as to eliminations, first, that theé transportation
tax should be repealed. Our reasons for that are that it would imme-
diately help in the reduction of commodity prices; that it would
encourage shipping and consumption; and I would like to point out
that in a degree at least the long haul of a railroad pays, of course,
necessarily a great deal higher tax in amount than che short haul.
And it is easy to belicve that commodities which are consumed at a
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great distance from the source are, on account of the very inclusion
of a heavier element of tax on transportation, priced a great deal
higher than at the source, and that there is possibly a certain amount
of discrimination against the consumer for that reason.

Senator StMmoNs. And against the producer, too, because if you
make that long haul rate too high the gsrgducer can not find a market.
for his product in his section that is absolutely so.

Senator JoNes. But, in some instances, the transportation rate is
less on the long haul than it is on the short haul.

. CLARK. The rate, Senator, is less, but the amount which will
be taxed is more, and consequently the amount of the tax will be
more. The rate is less, of course, in some cases. '

Senator JoNEs. The sum total is less in many instances, and it
costs a good deal less to send a carload of farming implements from
Chi to California than it does to drop that same carload off in
New Mexico )

Mr. CLark. Yes. But that situation ought not to obtain.

I would like to go back just for one minute to call attention to a
Eoint which I should have emphasized in regard to income from

usiness. In our plan we have proposed, quite arbitrarily, and only
after a great deal of consideration and s great number of calcula-
tions, a plan to control a situation which under the present laws at-
taches to claims for salary which are in effect transfers of profit.
claimed as deductible expense from income-tax returns, which at the
lp)msent. time is placing upon the Bureau of Internal Revenue a great
urden in deciding as to whether such claims are correct,

The point I was trying to raise wes as to the salary allowance
of businesses at the present time which, in fact, really transfer
business profits in very large amounts, and which, as they constitute,
if allowed, deductible ‘expense, there necessarily should be, according
to our minds, put into any pian of tax revision a regulation on this
ver[v point, not leaving it entirely to the interpretation of the Bureau
of Internal Revenue and causing them an immense amount of diffi-
culty in actually arriving at the facts.

e have, therefore, done this: We have set an amount of 20 per
cent as that %eroentage of total protit, plus the wage allowance,
which should be allowed as wage allowance, and that 20 per cent
alone of that amount should be allowed as deductible expense.
I believe that the necessity for somo definite proposition is there.
Otherwise, just as is occurring at the present time, claims for enor-
mous salaries become deductions of expense, and are not taxable to
- the business, 'although, of course, when they get to the individuals
they are taxable at the indiviiual rutes. )

If I may go on, the other eliminations, besides the transportation
tax, which we propose are that on insurance, on alcoholic beyerages,
on admissions, dues, and all the excise taxes contained in Title'I1X.
* Tuey are the excise taxes on sales by manufacturer, producer, im-
po.ter, and sales of what I call the fine arts; the jewelry tax, the
toilet and drug tax. We also beliove the capital-stock tax and the-
special stamp taxes should be eliminated. )

Senator SiMymoNs. Have you considered and made calculations as.
to how much that would reduce the revenues ¢

Mr. CLARK. Yes, sir-—that is, we have tried to do so to the best of
our ability, and for the'last year we understand there was a revenue-
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for something like $900,000,000 in these special taxes. We, of
course, believe in the repeal of excess profits.

Senator StMmons. It would take the whole of the sales tax to fill
the hole mado by the elimination of those taxes, would it not ¢

Mr. Crark, Porsonally, I do not think so, Senator. I am inclined
to believe that the sales tax would raisc infinitely more than
$1,000,000,000. .

Tho CHAIRMAN. “Infinitely more” is a pretty strong term.

Mr. CLark. Yes, it is, Senator.

The CuairMaN. How much do yon think the sales tax would
bring to the Government?

Mr. CLARk. Wo have tried to investigate through the departments
here, through reports of statisticiahs and experts along that line,
and we are pretty nearly convinced that there is anywhere from
$500,000,000,000 to $600,000,000,000 in the sales of goods, wares
and merchandise in_ the United States to-day, and &obmnal(:gowo
believe that a tax of 1 per cent would eeasily raise $2,000,000,000.

Senator SiuymoNs. Have you investigated tho experience of Canada
for a period of about a year sinco that tax went into operation thore{
It is hardly yw.ldm%, according to my understanding, one-third of
what it was expected to yield at the time the tax was levied.

Mr. Crark. I may be wrong in my recollection. I have secn only
one figure as to the actual yield of the manufacturors’ tax in Canada.
As I recall it, it was some $30,000,000 in cight months.

Senator Syoor. I think I have the figures here, if you want to put
them into the record. :

Senator S1uMoNs, It was $38,000,000.

Mr. CLARK. 838,000,000 in eight months.

Senator Sxoor. And that was all they anticipated raising under
the original law, which they have amended. A

Senator SiamoNs. I have seen somewhere in 2 magazine article,
I think, that they had not collected from that tax anything like
what they anticipated at the time it was adcg;ted. .

Mr. CLARrk. I have not seen any of that, Senator, but it seems to
me—-—

Senator StMMONS (interposing). I do not know anvthing about it.

Senator Snoot. The claim was made that the KFrench tax had

roduced as much as was expected, and I can give the reason there-
or. :
Senator Simyons, The article I referred to covered the Canadian
tax. I thought Krobably this witness, who is & very intelligent man
and who has looked very deeply into this question, had investigated
that matter and could give us some information.

Mr. CLARKk. It is only indirectly I have had any opportunity to go
into that, Senator Simmons, but even if it were only 838,000,000, of
course, we havo got to consider that the consumption per capita in
Canada is undoubtedly much less than in the United States, and that
they have perhaps 9,000,000 people where we have at least 110,-
000,000. at would be one point I would want to figure into very
carefully before I made any comparison, .

Senator S1moNs. Their tax is 1 per cent upon some things and
2 per cent upon others ? )

fr. CLARK. Yes, sir. That is another point in the consideration
of the suggestion of any turnover tax on all sales of all goods, wares,
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fuid merchandise as contrasted with this Canadian tax on the manu-
acturer. '

I have said we proposed to repeal that excess-profits tax. We
also, as I have already outlined, proposed a downward revision of
the surtaxes. That brings up the (question as to the comparability
of the procecds in the profit dollar resulting from investments in
tax-exempt sccurities with that from taxable sccuritics, and I think
that before we arrive at a plan of tax revision which is going to pro-
duce the results which must be produced—that is, the nccessary
revenue—that there must be a close parity between the net pro-
cecds that an investor gets from investments in business and in-
vestments in tax-exempt securities. -

It I may illustrate my point, I understand at the present time
from the Treasury Department that there is approximately an
_ amount equal to 31 per cent of business profits paid to the Gov-

ernment. I think you will agree that it is very rarely that a busi-
ness invostment yields more than 10 per cent. If it is true that
there is being taken from that 10 per cent of business investment
31 per cent, there would be left only a net proceeds of 6.9 per cent.
I understand there are tax-exempt securities-on the market at the
present time, or at least in existence, that pay almost 6 per cent,
and I believe when you take into consideration that in the case
which I illustrate, which I beliove fairly typical of actual conditions,
there is a difference of only 0.9 of 1 per cent in the amount which
any invostor will get, there is no particular incentive to him to
make the investment in business which is so badly needed at the
present time. An increase of 0.9 of 1 per cent, with all the con-
tingent possibilities of impairinent of his invested capitul and tax-
exempt securities, which are the “ Rock of Gibraltar” investment,
they stand no chance, or a very rare chance.

The business investment is an ontirely different thing. I believe,
thercfore, there must be between the net proceeds to the investor the
thing that I prefaced as close parity botween tho proceeds of the
profit dollar, and in this particular case you have got to provide for
a buffer between the amount of money that the man will get from
tax-exempt securities and taxable sccuritics of anywhere from 3
to 5 per cont. That, I believe, is a principle which could be demon-
strated without question. A

I would like to point out another thing: Wo are too prone——I think
the entire country is too prone to regard any grinciple of tax revision
which is advanced in comparison with tho 1918 act, which was en-
acted to produce an abnormal revenue—absolutely nocessary to be
produced—and enacted in an abnormal time. I belicve that instead
of considering the immenso decrease which some plans have proposed
from that act, and from its rates, we ought to go back, if possible, to
& normal period which will closcly approximato the normal period
either in which we are now or in which we expect to proceed as
quickly as rossible. And if you do that, and if you will take, after I
have completed, the plan which we have proposed, you will see and
get, I think, the proper ground for comparison and realize the im-
menso increase in rates which is proposed by our plan and has been
proposed by other plans. In other words, the thing I am trying to
emphasize i1s to forget comparisons with the 1918 act and to think
of what it was in the normal period, say, of 1913.
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As a substitution for these eliminations, the repeals we havé sug-
gested, I am going to advance one rather unique idea. I will not lny

articular stress on it, although we believe entirely in its principle.

rom the figures of the Treasury Department we have studied, the
Burcau of Internal Revenue m[‘)‘orts, rticularly in 1018, we believe
that in the smaller incomes, where there should have been millions
of returns—the incomes of $1,000 to $2,000, there was only, as I
recall it, something like 1,672,000, and it came into our minds that
there should he a provision in any tax rlnn not for determination by
the taxpayer as to whether he had taxable income in his own opinion,
but an actual determination of it: and, in looking around, studying
the cntire proposition, we reached this conclusion, that if it were
possible for everybody —all residents of the United States, citizens or
alien—to pay a small tax, a small income tax, it would produce sufli-
cient rovenue to more than pa.]f the entire expense of the Bureau of
Internal Revenue, .nd it would also have a policing effect, in that it
would require a return of everyone 21 years of age who possessed
taxable income, which would bring in all of this income whieh is not
now being reported.

So we havo in this plan proposed that the person who, by reason of
the fact that he does not possess an income above exemption, pays
no tax under the present law should pu{ an income tax of $3.

- The CiairMAN. Do I understand you have made a printed report ¢

Mr. CLark., We have a tax plan which was submitted, Mr. Chair-
man, to our association.

The ?llAlRMAN. Has that been sent to the members of the com-
mittec '

Mr. CLARK. I am not certain of it, Mr. Chairman.

The Cuairmax. If it has not been done, I suggest that you have
coqios of it sent, if it is in print. ) )

Mr, CLawk. Itisin print. May I ask how many copies are desired §

The CuairMax. You may send a couple of hundred copies to the
committee for distribution to the Members of the Scnate and the
comninittee.

Mr. Crark. The principle that we had in mind was that there
should be removed from any plan of tax revision the right of self-
determination as to taxable incomes. and we are not particularly
stressing this particular tax of $3, if that cffect could be brought
about in some other way.

Senator Simymons. Do I understand that under your proposition
every person should pay a tax of $5? )

Mr. CLAark. Every person 21 years of age who possesses an inde-
pendent income; not if they have no independent income,

Scnator SiMmoNs. Could you not define what you mean by *‘inde-
pendent income ' ? R )

Mr. Crark. I mean by that income which is not given them by
somehody else—that they are not dependents on somebody else;
they uctually go out and carn it, or they have investments from which
they receivo it. )

It scems rather beyond our understanding that a single man to-day
reccives an exemption of $1,000. If he gets an’ income of $999, he
enjoys all the privileges, all the opportunities, all the protection of

this Government; he pays no tax. .\ man who gets $1,100 enjoys

63403—21——12
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- no greater protection, no better opportunity, and receives no geot.er
benefit, but he pays the tax; and 1t is on the principle that the de-
termination of obligation should not rest entirely upon an arbitrary
exemption of income. ) .

Of course, the greater amount of our substitution of income to the

_ Government rests with our proposal that there shall be levied a tax

on all sales on all goods, wares, and merchandise. We do not believe
that it should be laid on any special class or dealer, either manufac-
turer or retailer, because, although we are absolutely committed to
the principle that all taxes are ultimately paid by the consumar, yet
there are difficulties of administration and of collection which no one
can forecast. In other words, to go into the levying of a sales tax
in this country is to go into no man’s land, with dificulties which can
not always be anucx?sted.

. We beliove the rate should be at 1 per cent, with a Yossible wer
given to the commissioner not to increaseit beyond the 1 per cent rate,

ut that, if it raised an amount in excess of the needs of the Govern-
ment in addition to the other taxes which we leave in, that he have
the authority to lower it.

Wo can not believe in all the objections which have been raised
because of what are called “self-integrated concerns’” what I think
of as consecutive operations. Those concerns are to-day in business,
and their small competitors are in business, They are both bearing
8 tax burden which is greatlg in excess, we believe, of the tax burden
which would be imposed under our plan. They are both prospcrinF.
Analysis as to why they prosper and have continued to prosper would
establish that the small business in some way gives a service which
the big business never can give. I know that in our own city we are
a large store; but we have small comfet-itors and they prosper; they
do business; they always will; and I believe that if under all the
systems of taxation in existence these smaller concerns, in compe-
tition with these larger concerns, have continued in business, the
small element of the 1 per cent tax applied to them both can not dif-
ferentiate against the small one.

We believe that the tax should be assessed absolutely on the seller,
with no obligation at all to collect from the consumer. It should be
collected .?on the amount of sales, either at the end of one month
and turned in during tho following month, or the return might be
made quarterly. )

In our plan we have not ‘Yroposed any exemption to busifiess,
although we can recognize, and agree, with the principle that because
of difficulties of administration the smaller business should be ex-
empted to a certain amount—perhaps, as has been proposed, up to
an amount of $6,000 a year. '

Senator Snntons. You said awhile ago that we ought to remit
the 1918 taxes and the principle upon which it was levied, and

rocced upon the theory of normal conditions. That tax was
evied under very abnormal conditions, but with respect to the taxa-
tion, I look upon the present situation as more abnormal than the
situation that existed then, because then the whole country was, as
in normal times, on the same price basis. In normal times low
rices obtained, but they obtained all along the line. In 1919 a
igh price basis obtained, but it obtained all along the line. Now,
we have got another style of abnormality, if I may use that word.
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. .
We have the condition of a ] part of the people of this country—
a large part of the business of this country—upon a basis of prices
almost below the cost of production, while a large part of the busi-
ness of the country is upon a basis of prices almost as high as those
which obtained during the war.

With that condition existing, have we not got to consider abnormal
conditions in levying the tax now just as we had then? These
abnormal conditions are just as potential in determining what is
Lusf: ant(lll equitable in taxation as the abnormal conditions existing

uring the war.

Mr. Crark. Senator, I believe that the present plan of taxation
is helping to continue that condition. I believe that to continue
to base taxation on che abnormal ‘period that we have just passed
through would be to delay the coming of the normal period.

Senator Siusons. But can you levy your tax equitably without
considoring those conditions, especially if the proposed substitute
is .goinﬁ' to bear more heavily upon the class that is getting low
prices than on the class that is getting high prices?

Mr, CLark. That must, of course, considered, but it would
first have to be admitted that were truo. Personally, I can not
believe it is quite true.
.. 1 would like now to briefly sum up that our total plan results,
if thought of as a whole, would produce from income taxes und cusoms
receipts one-half of the revenue necessary; from the turnover or sales
tax it would produce the other half; and that under the plan of pay-
ing into the Treasury each month or each quarter.the turnover or

es tax thore would result a steady flow of revenue which is badly
needed, and which would remove at least in part the necessity of
issuing short-term certificates of indebtedness. )

Ssn:’xt?or Gerry. How much rovenue do you consider will be
neede ]

Mr. CLaRk. I think I have been working on the ieneml policy
that there would be needed $4,000,000,000, although, personally,
I thirk it may be—in fact, I am quite certain it will be more.

Senator SiMyoNs. You calculated that the removal of these un-
necessary taxes you speak of would amount to $900,000,000 ¢

Mr. CLARK. Yes. sir.

Senator Siumons. How much have you estimated would be lost
by the repeal of the excess profits tax, and by the climination of
surtaxes to the extent which your plan proposes$

Mr. CLARK. Senator, in conference and long-continued consulta-
tions with such authorities as we could get at in the Treasury Depart-
ment and the Bureau of Internal Revenue, I would say this, that
keeping the income tax as we have planned, with a small surtax on
unearned income, with customs receipts of at least $330,000,000,
and also keeping in, of course, the tobacco and drug regulatory
taxes, there would be produced a revenue from such sources of about
$2,200,000,000, making it neccssary to raise $1.800,000,000 by a turn-
over tax, or about half and half.

Senator SimyoNs. In other words, you think there would be left
only about $2,000,000,000?

Mr. CLARK. Yes, sir.

Senator SiMMoNs. And then the other. two billion you propose
to get, as you say
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Mr. CLARK. Practically that. The equity contained in our plan
as a whole scems to be quite apparent. e believe that, contrary
to the generally accepted theory, it will not result

Senator SiMMONS (interposing). Just before you leave that:
It is admitted that the sales tax is a consumption tax? ,

Mr. CLARK. Yes, sir,

Senator SimMoNs. What per cent of these retained taxes, of which
you say gvou would get the other $2,000,000,000, would he consump-
tion tax

Mr. CrLARk. You want my personal opinion?

Senator StuMoNs. Yes,

Mr. CLark. Well, I think it is nearly all consumption tax. I
think all taxes in the long run are consumption taxes.

Son;xtor SiMmoNs. Do you think income taxes are consumption
taxes .

" Mr. CLARK. Yes, sir; that is my personal opinion, and I think the
opinion of the association which 1 represent here this morning. The
tax, we believe, is not shifted: we believe it is lifted. We believe
that in the tax content of the sales dollar to-day there are elements
of overhead expense which would be materially reduced by the
absolute certainty of the plan, and that the overhead is very largel
brought about because of the uncertainly which business finds itself
in fixing its budget and basing its prices upon those budgets.

I would like to point out that we tax all business alike. You
have not got to determine whether a business is corporate, individual,
or partnership in form; that we lproposo that all the benefits that
apply to one form of business shall be consolidated and applied to all
forms of business: that we remove the complexity of searching out
the distribution of business income and tax it on the source of that
income. .

I would point out that there is a parity in the amount from wages
and salarics, and that on any kind of income the parity is not seriously
disturbed by the imposition of a small surtax.

We point out, ton, what we absolutely believe, that without increas-
ing exemptions such as we propose there would be an injustice done
to the people of small incomes.  We are absolutely convineed of that,
because when you consider that a man of small income spends a larger
ratio of what he earns for the neeessities of life, he will necessarily
pay indirectly or bear a tax burden which would be much greater in
proportion than that of a man of a higher rate of income.

I would like to point out, also, that just as States taxing buildings,
real estate, all property, on the valoation, and do not inerease the
rate if a building is worth 85,000,000 contrasted with one that is worth
8200,000, that in our plan we have attempted that same equity.
We believe that the man who gets $50,000 should pay ten times to the
Government to support it as the man who gets $5,000, but we do not
believe that he should pay fifteen or twenty times as much,

I would like to draw attention—and I am almost through—to the
simplicity of the plan. The taxpayer will not need any tax experts.
It is a 10 per cent tax if you are in business, and anybody can figure
that. All of the complexity attaching to the excess-profits tax would
be removed.  The taxpayer will not have to wait for years to find
out whether he has discharged his taxes to the Government, and
there would not be, as there is at the present time, according to my
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understanding, possibly a billion dollars of uncollected revenue which
must be brought in at a very great expense.

The Internal Revenue Bureau to-day, as I understand it, has some
twenty and odd departments.  The people in those departments are
trained to do special work, and the work attaches to their own partic-
ular division. They are an inflexible body of employees; they can not
be transferred vory readily to do the complicated work of another
division. Our plan would remove the necessity of having high priced
or comparatively high-priced experts in the Treasury Department,
and the Treasury Department would cease to he the greatest uni-
versity in the world with the greatest number of graduates.

Senator JoNEs. What objections would you have to using stamps
on all of those sales ? . )

Mr. CLARK. Senator, if I might say it bluntly, it will be absolutely
impossible. For instance, we have close to 10,000,000 transactions
a year,-and to attach to cach one of those 10,000,000 transactions a
stamp would result in this, to give you a practical illustration: It
would result in compelling us to employ & great many more people
to handle our output. That would be deductible expense. It would
decrease, according to its amount, the revenue accruing to the
Government. :

But another effect would be that it would slow up, not only in our
store but every store and retail establishment in the country, the
process and the volume of business would fall off.

I wish to speak briefly of the certainty which would attach to
our plan to the Government. To-day there is no certainty in how
much tax will accrue to the Government from the piesent plan.
From such a plan as ours there would be rractical certainty. KFrom
the standpoint of the taxpayer there would be absolute certainty in
contrast with the uncertainty at the present time. He can not figure
with any degree of accuracy; he does not know whether a percentage
of tax at the end of the ycar is going to be 10 or 30 or even higher, and’
must load in for his protection un overhead item which increases, I
believe, at least 8 per cent the tax content in the sales dollar.

Our plan would not interfere with business in any way. All
business will be on the same basis. The elimination of the excise
taxes would, of course, remove a source of income, but we believe
that no business should bear a tax burden superimposed upon the
tax load of business in common, unless that special business bearing
a specinl tax receives a special benefit.

nator JoNES. About that tax business, I do not understand what
business you are engaged in,

Mr. CLArk. I am with J. L. Hudson & Co., Senator, in Detroit,
and it is a department store,

Scnator JoNEs. For all of those sales in that department store do
you not make out a ticket of the sule and send it to the cashier?

Mr. CLark. We cithor make out such u ticket, Senator, or the sale
is recorded without ticket on the cush register. Certainly, there is
separate transaction for each sale: yes, sir.

Senator JoNEs. What would be the extreme burden of simply
putting a stamp on that equal to 1 per cent of the sale?

Mr. CLARrk. In the first pisce, the amount would have to be fixed;
wo would have to leave it to thousands of elerks to put on the right
denomination; in the second place, we can not indiscriminately hand

3
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out such an enormous number of stamps to our people, and the actual
manual labor in doing it, not in one sale, but when you have multi-
plied by the sales necessary to be made, would result, as.I have tried
to explain, in a very great burden.

f? Senator JoNes. Your cashier handles the cash, does he not, and
you trust him with the cash; could you not trust him with the 1 per
cent stamps ¢

Mr. CLARk. Senator, I would like really if you could make a visit
to the cash tube room of a busy department store. You would then
realize that your suggestion, if I may say so, would be difficult, to say
the least. It would slow up the business very, very materially.

Senator JoNEs. I can understand it would in some degree, but
can not understand that it would be an effort which is prohibitive or
which Buts it beyond the pale of consideration.

Mr. Crark. I am quite convinced that it would.

Another thing, is, all people are perfectly willing to pay taxes; they
realize they must pay them. But they do not like to pay them every
day; they do not like to pay taxes on every small transaction they
make, and it would bo impossible, Senator, in small sales—the
thousands and thousands of these sold at 10 or 15 cents and even lesgs
(tihan that to provide stamps. I am quite convinced it could not be

one.

The simplicity of the other proposition of bulking all the sales of
the establishment, whether for $100 or whether 10 cents, and simply
at the end of any business period which might be selected, figuring 1
per cent, and turning it in, is apparent.

Senator Jones. By the use of the stamp method, you would
eliminate any administration charge on the sale of stamps, and would
you not come nearer getting the whole of the tax in that way than
any collective system : .

Mr. Crark. I'think not, Senator. I am quite convinced that the
administration would be simply impossible: I am equally convinced
from my own experience as controller of the J. I.. Hudson Co.

Sem;:lorszuons. You could get stamps of denominations to fit
eve e

Mr{ Crark. I do not see how it could be done, Senator Simmons.

Senator Suoot. There is no intention of doing it in any bill I have
seen drawn. )

Senator McLLEEAN. It has been stated several times to the commit-
tee, and I presume you may have read the statement, that the excess
profits tax, had added something like 20 or more per cent to the retail

rice of goods to the consumer. Have you had your attention called

the reasons why? .

Mr. CLARK. Yes, Senator; I have. If I might take the time to
make the answer in reply to that, Mr. Chairman, I would suy that 1
happened to be, in the fall of 1919, one of the committce of 17 called
by the Department of Justice for the consideration of problems in
the administration of the Lever Act, and in our talk with Mr. How-
ard Figg, who, as you know, was the special assistant to the Attorney
General in dircct charge of the administration of the act, he made the
statement to us that there was in a sales dollar at that time a tax
content of 23.2 cents.  We have used that in our plan. We did not
accept it without consideration.

Senator MCLLEAN.' You are going into that now?

-




SALES TAX—PROPONENTS. 188

Mr. CLARK. Yes. )

Senator McLeAN. Upon what did he base that conclusion ¢

Mr. CLARK. Mr. F'm us, I am quite certain, that he obtained
the figures from the ury Department. I would like to show
that it is a reasonable ﬁgteu-e :

Senator WaLsH. The Senator wants to know upon what basis they
reached that percentage, that this profits tax increased 20 per cent.

Mr. CLARk. Not excess-profits tax, but the entire tax.

Senator MoLeAN. I referred particularly to the effect of the excess-
profits tax and the surincome taxes. .

Senator WaLsu. Your first question only included excess profits

Senator McLEAN. Yes; but I am willing to include surtaxes on
incomes, if you please, which we propose to lower, and it is proposed
that we eliminate entirely the excess-profits tax.

I understand that it is your view that that tax will not be shifted !

Mr. CLARK. Yes, sir. . .

Senator McLEAN. In a way that will raise prices to the consumer

Mr. CLark. I believe it will reduce prices to the consumer.

Senator McLEAN. And you gave a few rcasons, I think, to the
Senator. But it seems to me that is the crux of this question. It
is a_very important one to me. You can not charge the excess-
profits tax to prices, because if it is a monopoly, of course the
person that controls that monopoly will sell his product for what the
trade will bear, and where there is competition that regulates the
price—that is, the competitors must subject their prices to the man
who produces for the lowest price, . : )

Senator SmooT. Where there is competition everybody is com-
pelled to pay the tax; then it becomes a part of the cost of the goods.

Senator Wavsn. I do not see how an excess-profits tax does.

Senator McLEAN., But it can not be legitimately charged back to
the prices, because they will charge what the trade will bear, and
thﬁ' are not thinking about taxes when they fix prices. '

r. CLARK. Senator, I believe the taxes, irrespective of overhead,
which any dealer must consider in making up his budget of expenses,
goes to boosting his sales price. .

Senator MOLEAN. Your attitude is that when it is a scller's market,
when there is a heavy tax facing the dealers, all the competitors
aut%matically raise their prices whether they can do it legitimately or
not
& ?Ir CLARK. I think they would soon go out of business unless they

l( *

Senator Syoor. Decidedly so. i )

Senator WALsSH. Do you think the excess-profits tax raises prices

Mr. Crark. I do, most decidedly. _ '

Senator WaLsH. And if we eliminate that tax, prices will go down?

Mr. Crark. I think, without any question at all, that if a plan
such as ours could be adopted—— )

Senator WaALsH. Excuse me, but will you answer the straight
question? Do you think the elimination of the excess-profits tax
will result in the reduction of prices? '

Mr. CrArk. Yes.

Senator McLEAN. Why{ X . .

Mr. CLARK. Senator, I would like to go back and explain this
reference to the 23.2 per cent if I could. ™ I must confess I can not
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separate the tax into its elements of normal, excess-profits, and sur-
taxes. Mr. Figg's statement was Lased on the total tax: was not
confined to the influence of excess profits or surtaxes. We satisfied
ourselves in this way, if you can take the estimates of the Treasury
that there were taken from business in the period to which Mr. Figg
was referring from 30 to 40 per cent of profits, and that profits were
about 15 per cent of sales, a simple calculation would show that the
actual tax on all sales to consumers was a little less than 6 per cent.
This is a tax on all processes from raw material down to the con-
sumer, which must be, I believe, pyramided to the same degree as a
sales tax will be pyramided by successive turnovers. :

Mr. Figg's statement was based on the total tax, not confined to
excess profits or the influence of the surtaxes. We satisfied ourselves
in this way. We believe that if you can take the estimates of the
‘Treasury that there is taken from business as a whole somewhere
around 31 per cent of its profit; profits in the period to which Mr.
Figg was referring were about 15 per cent of sales. A simple calcu-
lation, the effect of 31 per cent tax on 15 per cent of sales, would give
us a figure a little less than 6 per cent of actual tax on all sales.
That is the tax on all of the processes from the raw material down,
to the consumer, and it must be, I believe, pyramided, just as a sales
tax will be necessarily pyramided, by the successive turnovers.

I think it is generally accepted that the effect on the ultimate con-
sumer of a 1 per cent tax on all the processes of a limited turnover
is 34 per cent, or three and a half times the rate of the tax. There-
fore it would be proper, having arrived at a tax rate of 6 per cent on
sales by the calculation to which I have referred, to multiply that
tax rate by 34, which would give 21 per cent, or 21 cents as a tax
content, )

I mention that as a process, right or wrong, to which we applied
ourselves in verifying Mr. Figlg’s ures.

Senator McLraN, That is largely theoretical. Let me ask you a
practicul question. You are running a department store ?

Mr. CLark. Yes, sir.

Senator McLEAN. I suppose you are making money; you paid the
excess-profits tax /

Mr. Cark. We have; yes, sir,

Senator McLeax, You have paid the excess-profits tax. But sup-
pose we climinated the excess-profits tax; how will it affect your
prices if this turnover tax is substituted ¢

Mr. Crarg. Ix it proper for me to ask what would be substituted ¢

Scnator McLEaN. The turnover tax.

Mr. CLark. Just the turnover tax?

Senntor McLEAN. Yes,

Mr. CLark. [ believe it would immediately eliminate all 'incer-
tainty in our figures as to what our prices would bhe, and it would
reduce an clement in overhead which we regard and, [ believe, il
business regards at the %msont time as the first item of overhead.
At any tim3 that an establishment, unless they have n monopoly, as

you suggest. finds that they can reduce their overhead, they will
necessanily reduce the prices to their consumers.

Senator, I would like to point out that we have this situation, and
everybody in the country has this situation-—the absolute necessity
of keeping up our volume. Our expense is not going down. [t is
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remaining constant. Its ﬁercentage to our business is increasing
hecause our business in dollars and cents is a great deal less in most
cases.

Senator Symoor. Mr. Clark, in arriving at the price at which you
sell your goods you take into consideration, do you not, the city,
county, and State taxes?

Mr. CLARK. Absolutely.

Senator Smoor. If you did not you would not know what profits
you were makingt

Mr. CLARK. Senator, if we did not we could not make any money.
We could not exist,

Senator SyooT. You also, at the sgme time, take into consideration
the taxes imposed by the Government, or what you think they will he ¢

Mr. CLARK, Absolutely; yes, sir. '

Senator Syo0T. And the same result would follow if you did not?

Mr. CLARK. Absolutely.

Senator SmooT. Is it possible for you to see how a tax imposed by
the Government or by the State or by a county or a city does not
affect the retail price of goods? -

Mr. CLARK. No, sir. Such a situation would be absolutely beyond
my comprehension,

Senator Smoot. Is it possible for any busin¢ss man to say that
those taxes do not affect the price of goods?

Senator Warsn. We are all agreed about that, except as to the
oxcesa-profits tax. I can not see how that can be an clement to be
taken into consideration in establishing prices. -

Senator Sxvor. If a business has been making an overhead charge
of a certain amount, a certain percentage upon their line of goods to
bo charged as a part of the cost of the goods, when an excess-profits
tax is {:ut on, they are not onlg going to figure what they expect it to
be but they are going to be absolutely sure to put enough on. That
is what they have done and that is what all business men will do.

Senator WarLsi. You paid the excess-profits tax a fow years ago?

Mr. CLArk. Yes, sir.

Senator WaLskH. How much less would you have sold yvour goods
for if there had not been an excess-profits tax ¢

Mr. CLArk. Scnator, I would rather not speak in detail as to our
excess-profit tax last vear, but it was so much less than the amount
which we =et up in our budget at the beginning of the yenr that our
oxpense figure, the foundation on which we based our volume and
our prices, was really greater than necessary from the beginning of
the venr up to the time that the break in the market eame Inte in
the fall,  QOur actual tax was hardly more than a third of what wo
estimatad it would be because of the lossex which we had to take in
the last three months of our business, . ’

In other words, Senator, our tax was a little bit more than one-
third of what we had estimated.

Senator WarLsn. Were vour profits more than you estimated ?

Mr.CLArk. Weo made no operating profit, although we mado some
profit contingent upon the operation of our sales department,

Senator McLEAN. You have competition in your business ?

Mr, CLARK. Yes, sir.

Senator McLrayN. Fierce competition?

Mr. CLark. Yeos, sir.



186 - INTERNAL REVENUE.

Senator McLEAN. Does not that regulate your prices? ‘

Mr. CLARE. It does reg\ellute our prices, certainly, sir; but that is
one of the very reasons, Senator, if I may be allowed to say so, why
we are trying to cut down our expense. The minute we can'cut down
our expense we can cut our prices under our competitors, who may
not be able to cut down.

Senator McLEAN. Very true; but if you have a competitor who
can sell for a price lower than yours, you have to come to his price
or go out of the market ?

Mr. CrLark. Yes, sir: unless we can offer something in addition to
mere merchandise~-some service, o

Senator MoLEAN. Some other incentive. But competition con-
trols your prices ?

Mr. CLaRK. Almost altogether, I think.

't Senator MoLEAN. That is what I supposed, no matter what the
axes are.

I wish that some man engaged in business where there is conipe-
tition would give to the committee a statement of what he proposes
to do in the event that wo remove this excess-profits tux.

Senator WaLsu. Exactly, Senator. That is very important.

Senator McLEAN. That is the point that is important to me.

Senator SMoor. [t is just the same as any other tax. :

Mr. Cuarx. May I continue, Senator, in the discussion of your
question and ﬁive simply mly; own personal idea

I spoke of the volume we had a year ago, which was hased on prices
at least 33} per cent above the present. That means that in order
to maintain that volume to-day we have got to sell a great deal
more--—-

Senator McLLEAN, I know; but here is a man who does not make
over 5 per cent. e does not have any excess-profits tax to pay at
all. You are in competition with him. You huve got to meet his
price, have you not ¢ .

Mr. CLARK. Yes: to a certain degree.

Senator Smoot. But is there 2 man doing the same class of business
that he is doing who is not going to take into consideration the
same tax? ,

Senator McLEeAN. Ile does not have to, because he does not pay
it. He has no excess-profits tax to pay. .

Senator SmMooT. He does not know whether he will or not. He
could not tell whether he would or not when he begins with the 1st
day of Janpary of the taxable year. If he does not have it the other
man will not have it.

Mr. CLARk. The point I wanted to make was that in our endeavor
to get volume this year we have got to materially increase the volume
considercd as units. You may rest assured concerning the fierce
competition of which you speak that in our own case, and I believe
in all stores in all large cities, and. I believe, too, that it will apply to
the smaller stores, because they are in competition with the mail-
order houses so tiercely, that every bit of cxpense we can cut out will
be cut out and tho consumer will imnedintely get the benefit of it.

The CaairMaN. Is that all, Mr. Clark ¢

Mr. CLark. Thank you, Mr. Chairman, 1 upf)roointc your courtesy.

Senator Joxgs. I would like to follow up the line of examination
that the Senator froin Connecticut was engaged in.
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Is there not a very marked difference in fixing the price of your
goods with respect to a definite, fixed cost charge and a contingent
charge based upon the profits? I can sec how your State and county
taxes would be figured in and how a sales tax would be figured in as
a definite part of your cost, but is not that decidedly different from a
tax which is only contingent upon the amount of profit which you
are making?

Mr. CLARK. Yes, Senator, it is contingent in this way, that because
it is contingent and because it is uncertain it will be figured in at a
rate which may be greatly in excess of the amount that the Govern-
ment will get. ‘

Senator JoNEs. Just a moment, Take the case of a monopoly
article. Do you figure in your contingent tax on fixing the price of
the monopoly article ¢

Mr. CLARK. You mean a monopoly article which we handlo ?

Senator JONES. Yes. .

Mr. Crark. I would like if I could—I am taking a great deal of
time—to show, Scnator, that the first consideration in the planning
of business is its expense. Into that must go all the elements that can
be thought of and anticipated, but there is no particular effort made
in a retuil business such as ours to so fix individual prices that there
is u profit on each one of them. The effort is made to bring about
& profit on the total of a department’s sales, Of course, profit must
cover expense, including the tax puyable to the Government, but it
is rarely figured out on the individual sale or the sale of individual
1items, .

Senator JoNES. But you have to fix a price on cach individual
sale to bring about the ultimate result of the whole business, it seems
to me. So what are the factors entering into the fixing of a price on
a monoPoly article ? ) . .

Mr. CrArk. This overhead expense in general is applied to the
business in total and not applied to the individunl sale because it may
be the sale of an article which is a very small part of the merchandise
sold in any particular department. There are lots of those cases,
Senator, where we sell at an absolute loss. )

lSo.n;ntor JoNES. What fixes the price of the article that you sell at
a loss

Mr. Crark. Generally the monopoly tells us what we must sell it
at, or they will not supply it to us any further.

Senator JoxEs. If the monopoly tells you the price that you have
got to sell it at, how would an excess-profits tax figure in the fixing
of that price? .

' Mli CLark. Not at all in regard to the sale by us of that particular
article,

Senator Sxoor. But it would in the whole business {

Mr. CLark. On the whole business, Senator. .

Senator JONES. Are there not a great many articles where the
monopoly tixes the price and whero you sell at a profit ?

Mr. CLARK. Yes, sir. There are some manufacturers who recog-
nize that we have an oxpense in doing business and that we are
entitled to a certain profit. )

Scnator JoNEs. And the excess-profits tax in that case would
nri%?be figured in as n factor in the lixing of the price at which you
se
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Mr. CLARk. We have no control of that, Senator.

Senator SMooT. You know what those articles are and fyou know
what profits you are going to make at the beginning of the year
when you make up your budget?

Mr. CLARK. Yes, sir, :

Senator Syoor. And if you did not you would not know where
you were going to land ?

Mr. CLarx. We may carry a good substitute for that and get our
profits from the substitute,

Senator JoNEs. Is not the same thing true with reference to all
other monopolwt»icles? .

Mr. CLark. Where the price is fixed by the monopoly; yes, sir.

Senator JoxEs. Where the price is fixed by the monopoly. Sup-

ose you have an absolute monopoly on the sale of an article. What
-factors would enter into the fixing of that pricet

Mr. CLark. The price of similar articles made by other concerns
would almost neccessarily determine it.

Senator JONES. Assuming you were the monopolist yourself and
selling the article, what factors would enter into the fixing of the
price of that article ] . .

Mr. CLark. We might have a monopoly on some particular brand
of some particular thing, like some kind of toilet water: but there are
so many others that we would have to make our price in conformity
with the prices of all the others.

Senator JoNES. Then that would be upon the theory that there is
competition even in monopoly articles, would it not ?

r. CLark. I think there is an element of competition even in
monopoly articles; yes, sir. )

Senator JoNes. That competition arises from this fact, does it not,
that there is a point at which they would cease to use the monopoly
article if you charge more; and is not that the factor which you take
into consideration in fixing the price of the monopoly article, rather
than any excesss profits tax on it?

Mr. CLARK. There is certainly the fact that if you charge too much
for a mono‘)oly article the people will not buy it if they can get
something else. .

Senator JoNEs. Or, in other words, as the Senator from Connecticut
expressed it, you charge all that the traffic will bear?

Senator McLeaN. All that the trade will bear.

Senator Sisyons. I think the witness has Leen talking all the
time since you have heen examining him with reference to the second
sale of a monopoly article, while you were trying to direct his attention
to the first trade.

Senator Joxes. It is quite true that what [ was getting nt was the
first sule of & monopoly article,

Senator StmvoNns. Take the United States Steel Corporation, an
absolute trust—— . -

Mr. CLArK. And produces something that nobody else ever did pro-
duce? Of course [ do not know cexactly how they would look at that.,

Senator McLEAN. Suppose you made an article which was the only
one of its kind in the world and no one else was permitted to make it.
You would charge all that the teade would hear, would you not ?

Mr. Crark. 'l'imt does not exist,
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Senator McLEAN. You say you have potential competition which
regulates the price——

Mr. CLARK. Questions like these, theoretical, academic questions,
may arise, but when it comes down to the practical administration
of a business such as our own——

Senator McLeAN. I would like to know how the Treasury expert
estimated the increase in price caused by the excess-profits tax.

Mr. Crarvk. He made no such estimate as that, Senator. Ie
simply dealt with the whole tax content. He did not attribute it to
the excess-profits tax, He attributed it to the entire tax.

Senator McLrax. T thought T had seen it stated in the papers
that the excess-profits tax caused an increase in price of something
like 20 per cent. ’

Mr. Crark. There is a statement on this subject, Mr. Chairman,
in our plan.

Senator McLeay. I think this enters into the fixing of prices,
When taxes are high and you have a seller's market, every retailer
automatically, if I may use that word, is tempted to boost his prices,
and when the “going is good,” they doit. 1t may be possible that
that clement raises the prices much higher thun they would bo under
a turnlm'or tax; and that is the point that 1 would like to have dis-
cussed.

Mr, Carg. If that could be demonstrated offhand, Senator, it
would he very interesting,

Senator MeLuAN. You would lower your prices?

Mr. Cragg. The economie pressure would foree us to, even if we
did not want to, .

Senator MeLeax, T wish vou would tell us just how much vou
think vou could afford to lower your prices in the event you were
relieved of the excess-profits tax.

Mr. Crark, 1 believe that this plan would change that 23.2 per
cent to not much more than 16 per cent, and that there would be. a
resulting universal veduetion of overhend expense which, by the very
pressure of competition and the very necessity of increasing at the
present time our volume of unit turnover, would compel us and com-
pel evervone else to reduce prices.

Senator Syoor. Senator MelLean, T think the statement es to the
23 per cent is as follows-—that 23 per cent now added (o the cost of
goods can be greatly reduced by the sules tax through the elimination
of not anly the excess-profits tax but the taxes that ean he repealed
if # general sales tax is put in operation,

Senator Joxes. Mr. \"imoss. suppuse you have a patented article.
We will take a patent safety razor, for instance.  Assume that you
are the manufucturer of that patented safety razor.  What factors
would enter into the fixing of the price¢

Mr. Crark, The cost of its production, the cost of its distribution,
and the profit which [ thought I was entitled to in my investment, the

rice of other safety razors: and if [ were introducing it undoubtedly
would be content to make prolit a minor consideration for a cer-
tain part of the period of introduction. X

Senator Joxks, Then the uncertain factor there would be the
amount of profit which you thought you were entitled to make,
would it not ¢ .
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Mr. Crark. I think that would be governed entirely or in lali]ge-
part by my own personal feeling and my own personal need of profit,
and the certainty with which I calculated my expenses.

I would like to point out, Senator, that the objection in the present
tax, to my mind, at least, is its element of uncertainty. You can
not anticipate it. o

hSen;ttor JoNEes. There is no element of uncertainty about it, is -
there

Mr. CLArk. Let me illustrate. I will say this—

Senator JonNESs. There is an element of uncertainty as to amount
but not as to percentage.

Mr. CLARKk. Oh, yes; because the more money you make the more
you pay.

Segat-or JonEs. The percentage is fixed, is it not?

Mr. CLARK. Yes; the rates are fixed, but the percentage to profit
is variable. You may figure in advance on making a certain amount
of money, and it increases and your rate is increased, and it increases
not only on that amount but on what you had already been figur-

on.

nator JONES. But if you only make your fixed amount of profit
the amount which your conscience or business judgment would
prompt you to make—I do not say that in an offensive sense at all—
you know what your tax will-be, do you not?

Mr. CLARK. Senator, we were in business last year to make money.

Senator Joxes. All business men are.

Mr. CLark. We did not make money through the operation of our
sales departments. .

Scnator JoNEs. You did not pay any excess profits tax, then?

Mr. CLARk. In our anticipation of expense therc was an element
of profits tax which we expocted to pay which did not materinlize
to the extent we had oxpected. That is the point I am continually
trying to make—that there is such an uncertainty in the present
taxes; that there is a holding of overhead not only by the retailer
but right bhack to the very {)mduction, every process, turnover, and
operation down to the distributor and the consumer, which increases
puices even though the consumer pays no direct tax. This uncer-
lt,ain element of overhiead, which I believe is 8 to 10 per cent, increases

is cost.

Senator JoNes. You are continually bearing in mind your total
business. I am trying to get at the factors that enter into the fixing
of the price of a monopoly article such as a safety razor. You say
that you take into consideration how much profit you think you
ought to make. That profit which yvou think yvou nught to make
would be dependent upon the further condition as to how much you
could charge for it and bring it into general use, would it not?

Mr. CLark. Yes; bevond question, .

Scnator Joxes. Is not that the thing—how much you can charge
for it and still bring it into general use? Or, in other words, is not
that back to the samo propoesition advanced by the Senator from
Connecticut, that as to such articles you fix your price by charging
what the trade will bear? .

Mr. CLark. That undoubtedly enters into it, Senator; but a busi-
ness man who is a business man and who does things in a business-
like way really conducts his business somewhat along the line I have




SALES TAX—PROPONENTS, 3191

[ ] N
spoken of. He bases it upon his expense and he builds his profit
from the expense.

Senator JoNES. The excess profits tax is not a fixed expense, is it {

Mr. CLark. That is the trouble with it, Senator; it is not & fixed
expense because it is so uncertain in its rate.

nator JONES. Take a commodity where there is competition.
Do you not think that in your competitive price, taking into con-
sideration what people charge for that article, whether they pay an
excess profits tax or not, you have to compete with the fellow who
does not pay the excess profits tax ?

Mr. CLARK. We do in certain lines and for limited periods, but we
would not continue in a nonprofit campaign extending over any
particular length of time. We would get out of that particular line
of business. :

Senator JoNEs. There is a profit, even if there is no excess profit,
is there not ?

Mr. CLark. No, sir.

Senator JoNEs. There may be an exemption.

Mr. CLaARk. Certainly we sell sometimes articles that we make no
profit on; but of course we can not and it would not be economically
possible for us to continue indefinitely to make no profit at all.

Senator JoNES. But you can carry on a business in this country
under the present law and make a profit without paying any excess-
profits tax, can you not ?

Mr. Crark. Yes: but the consumer will pay moro for what he buys
from us than we believe he should. .

Senator JoNes. I must confess that I can not understand that
proposition.

Senator McLEAN. Do you think the surtax on incomes has any
effect on prices ?

Mr. CLark. I think it would be admitted that,where an individual
is in business the individual surtax would. I think there is no
question that it has an influence on rents, and I think that influence
is very largely the sume with veference to an excess-profits tax.

Senator McLeax. T am inclined to agree with you, but I would
like some of the witnesses who pretend to be experts in this matter
to enlighten the committee as to what the effect is going to be if the
surtax and excess profits tax are removed or reduced.

Mr.-CLark. As I have stated abovo, I am not a tax expert, but I
would say that if I did not believe—and I think I can spenk for
my two associations and those others whom [ represent---that our
plan of tax revision would bring about a lowering of prices to the
consumer I would not advocate it. i

Senator McLeaN. I do not question that in the least. Possibly
you are quite right: but we are faced here with the assertion posi-
tively made that the climination of the excess-profits tax will shift
the burden from the rich to the poor, and I would like all the light
I can get on that question because it is & very important onc so far
as I am concerned personally.

Senator SmooT. Every business man goes into business to muake a
prolit. I think we will all concedo that ¢

Mr. CLark. Unquestionably. )

Senator Ssoor. And I think overy business man, when he starts
in the ycar, thinks he is going to scll his goods at a profit, and
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he figures out his expenses, what they will be, and yet out of eve
hundred men that go into business there are ninety-two of them fail.

Mr. CLaRKk. Yes, sir.

Senator WaLsi. Suppose the Government should pass a law com-
pelling the payment of all inconies or profits in excess of a certain
amount to be given to the Government for taxation purposes: would
that have a tendency to increase the prices of goods so that the Gov- -
ernment could get all the money it needed in the way of taxes?

Mr. CLark. No, sir. It certainly would drive a lot of men ont of
business. It would result in no particular revenue to the Government.

Senator Wacsit. Does it not depend on what the rate would be,
what would be called excess profits?  Suppose the excess was all over
20 per cent.

Mr. Crark. The idea is that the normal tax should take every-
thing above 20 per cent figured on capitalization ?

Senator Warsn. Yes. )

Mr. Crark. That is an academic question,

Scenator WaLsn. I am trving to confine it to how a man in fixing
the price of goods is influenced by excess profits, He is not in-
fluenced at all, is ho?

Mr. CLark. What I tried to explain—I am sorry that I seem.to
have failed—is that he is influcnced in the beginning of his year and
continually through that year by his anticipution of the amount
that he will have to pay. If your proposition should result in an
increase in the present tax, it would result in higher prices to the con-
sumer without any question.

Senator WaLsu. Do you know that the experience of the State
governments that have required public service corporations to give
up all profits over a cortain percentage has been that it resulted in
practically no mopey being given to the government, that they have

roceeded to cut their profits down to the maximum amount allowed

y law? Would not that be the same in this case?

Senator 7yooT. Rates have been fixed by public utilitics com-
missions in cases like that. And, Senator, 1 want to say this, and
say it frankiy, that if there were a 20 per cent profit fixed there ure
certain businesses in this country that would not be developed at
all. I would not go to work and spend money in a mining district
to develop gold, silver, and lead, knowing that I could not reccive,
if 1 was successful, over 20 per cent: and yet there is more money
spent to-day in prospeeting for precious metals than there is money
extracted out of the earth in dollars and cents.

Senator WaLsn. You would not go into a business that would
give you 20 per cent profit if there were included in that profit an
item of depreciution for the value of the article extracted ?

Senator SyooT. Certainly I would not in the mining business.
And there are others. As I say, thero is more money expended in
development than there is ever taken out of discovered properties
&nd the man who goes into it goes into it with nine hundred an¢
ninety-nine chances out of a thousand against him. Nobody is
going to take those chauces at a 20 per cent profit. )

Senator JoxEs. Mr. Witness, let me call your attention to a situa-
tion suggested by a remark of the Senator from Utah a while ago,
He said that 92 per cent of business men made failures. Did any of
them over fail by reason of paying an excess-profits tax?




SALES TAX-—PROPONENTS. 198

Mr. Cragk. I do not know. I should not say s8. :

Senator JoNES. Can there be such a thing as a failure because a
man is paying an excess-profits tax ? Co

(No response).

Senator JoNES. Can you figure out how a man would fail through
thma ent of an excess-profits tax?

' CLARK. Yes, I can.

Senator JoNes. How !

Mr. CLaARKk. I can imagine that a man back in 1917 or 1918 who
did & tremendously profitable business then and who did not under-
stand the present law finds now that he is assessed $150,000 and he
has not the money. .

Senator JoNEs. That is not a reply to my question, it seems to
me. That is because of some fault in making up the tax returns,
or something of that kind, rather than the law. But if a man is
doing business at a loss and he has to pay a tax on his business,
would ‘not that contribute to his failure? )

Mr. CLark. If he had to pay a tax which was competitive in any
mi;yu. But if he had to pay a tax— )

nator JoNes. Would not this 1 per cent sales tax as applied tov
oonct:n;s which are doing business at a loss contribute to their bank-
ruptoy

gir. Crark. I think not, Senator.

Senator Jones. Why not { . . . .

Mr. CLaRx, Because I can not conceive that this man is cnﬁ’hmg
but a custodian of that money for the Government; that he knows
just exactly what he has to do, and he treats it exactly as an element
of ::J;enso, like his rent or any other exmme. He would simply g
ahead and do business just exactly as if he had to pay an increase
the cost of merchandise or in his expense which all of his competitors
also had to bear: that is, a noncompetitive increase.

_ Senator JoNzs. Take a man who is selling a hetd of cattle or a flock
of aheeg. He gets all that the market will puy him regardless of the
tax he has to pay, does he not t

Mr. Crarx. I assume he does.

Senator Jones. Suppose he has- produced those cattle and sheep at
&lomt.e 'Is not the tax just an additional burden contributing to his

isaster

Mr. CLarx. It might be if the men in competition with whom he
has to sell his product did not have to pay it; but they do.

Senator Suoor. Everyone has to pay it. .

Mr. Crarx. It is that very fact that everyone has to pay it—

Senator JoNEs. I assume, generally spealnng, u have had to mark
down your prices and sell practically your whole stock at somewhat
of a lo%s, have you not, dunnghthe last year?

Mr. CLark. 1 would say we had, Senator.

Senator Swoor. Not all of it.

Senator JoNEs. If you had to pay that 1 per cent on all of you.
sales would not that be a contribution to your loss? - .
. Mr. Crark. No, I do not think so; because we would have inclnacu
1t in our prices. :

Senator Joni's. Have you not sold those goods for all you thought
you could get fur themn?

53403—21~—-18
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Mr. CLark. Possibly; but if everybody in the whole market had
. & burden of one-half of 1 per cent, if we went into the market and
found that they had to pay it— .

Senator JoNES. When you are selling goods for less than cost, do
ou not %et every penny for those goods that you think you can get
or them .

Mr. CLArRx. When we sell them at aloss?

Senator JoNES. Yes.

Mr. CLARK. We certainly do.

Senator JONES. And you do it whether you are making a payment

of tax on your transaction or not, do yon not ¢

Senator SMoor. There would not be any business in the United
States very lonﬁ if it were run that way.

Mr. CLarx. No;if it wwere all done on that basis, Senator, we would
be out of business. .

Senator JoNEs. I understand; but here we are considering a situa-
tion where peoa}ﬁ are operating at a loss, now, to a vast extent in
this country. ere are millions of dollars’ worth of produce being
sold for less than cost, and they are certainly seiling for all they can

et for it and trying to make their loss es small as possible. To put
his sale tax on would simply be an increase of the loss, would it not ¢

Mr. Crark. But sall the sellers that lost would have an equal
privilege of adding this tax to their price L

Senator JonEs. Yes, but that is poor consolation, is it not#—.

“simply because other people have to bear an additional loss that you
should bear it too?

Senator SmooT. Everyone selling the same class of goods would
get the 1 per cent, because they charge it and collect it under the law.

Senator JonEs. But everyone - in such a case would be bearing
an additional 1 per cent of loss because they are getting all for their
goods that they can get, anyhow. )

Mr. Crark. In a specific case there would be an increase put on,
but that would not be as large an increase as it is at the present time.

STATEMENT OF MEYER D. ROTHSCHILD, NEW YO! N. Y., REP-
RESENTING JEWELRY INTERESTS OF THE STATES.

‘Mr. RotascriLp. My name is Meyer D. Rothschild, No. 6 West.
Forty-eighth Street, New York. I am retired from business recently.
I was in the precious stone business. I represent the entire jewelry
industry of the United States. I should like, Mr, Chairman, to make
. & very brief:statement, which will practically give the basis of the

matters which we want to bring to your attention this morning.

The CuarrMAN. We will be glad to hear the statement., K

Mr. RormscmiLp. The revenue act of 1917 provided, in section
600, for a tax of 3 per cent “ upon any article commonly or commer-
cialiy known as jewelry, whether real or imitation, sold by manufac-
turer, producer, or importer thereof.” ' .

When the Treasury Department attempted to frame regulations
for the administration of this section, it was discovered that some
of the most important articles sold bﬁ jewelers could not be taxed
under section 600 as framed, because they were not * jewelry”’ under
the legal definitions given to articles ‘commonly or commercially .
known as jewelry.”
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This applied to all unset diamonds and other precious stones,
so-celled “semiprecious’” stones, all unset or unstrung pearls, and
: agplied also to all imitations of precious stones and pearls as long as

they were not set or: rung. Settings or mountmﬁs made of precious
metals or imitations thereof, which required the addition of material,
stones, or other dparts to become complete articles of jewelry, were
likewise excluded from operation of the tax.

This state of facts threatencd to deprive the Government of a
large part of the revenue which section 600 was expected to yield.
The jewelers, however, actuated by patriotism and keenly alive to
the Government’s urgent nced of funds to prosecute the war, held
meetings of representative dealers in pearls and precious stones and
unanimously authorized their war revenue tax committee to say to the-
Commissioner of Internal Revenue that they were ready and willing
to accept a Treasury ruling which would make the sale of unset
precious stones, pearls, and jewelry settings without gems subject
to the 3 per cent tax when sold to a customer for personal use,

Such a Treasury decision (No. 2573) was issued under date of
November 1, 1917. While this ruling was clearly against the law
and therefore could not have been enforced against any protest, und
although the more important retail jewelers were fully aware that
they were voluntarily paying hundreds of thousands of dollars to the.
Treasury, it is to the credit of American jewelers that this Treasury
decision was never questioned or opposed thmufh legal proceedings.

When the revenue act of 1918 was being framed the jewelers
cooperated with the Committee on Ways and Means of the House
of Representatives to secure a maximum tax from their industrglr.
The suggestions made by the jewelers” committee were so thorough-
going as to cover in section 905 practically everything a jeweler sells.

During the World War the jewelers paid these discriminatory taxes
without whining and without evasion because they knew—in fact,
they were assured—that the discrimination would cease with the
return of peace, when these unequal taxes would be speedily repealed.
This assurance was confirmed by the message of the President to
Congress on May 20, 1919, in which he said:

Many of the minor taxes provided for in the revenue legislation of 1917 and 1918,
though no doubt made necessary By the pressing necessities of the war time, can
hardly find sufficient justification under the easier circumstances of peace. Among
these, I hope you will agree, are the excises upon various manufacturers and the
taxes upon retail salea.

Now that the war is over, the need for revenue, while pressing,
can be and should be provided for along lines which conform to the
essentials of true Americanism. In time of peace there should be
equal taxation. In the present revision of the revenue laws one of
the most important points for Congress to consider is that of equality
of taxation. In time of peace all industries are essential to the pros-
perity of the country, are entitled to equal opportunity, and should
therefore be equally taxed. '

A score of industries were selected, haphazard, for special heavy
taxation during the war. The reason given was that these indus-~
tries produced luxuries or articles which were not essential to the
prosecution of the war. With the advent of peace, however, the
situation was instantly reversed; the industries which had been essen-
tial to the prosecution of the war immediately became nonessen-
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tial, and the industries which had been nonessential to the prosecu-
tion of the war immediately became vitally cssential to the-pros-
?erlty of the country. They absorbed the labor which was dismissed
rom munitions factories and shipyards and they offered employment
to released soldiers. They manufactured the goods which our people
felt free to buy with the return of peace. )

Any attempt to fasten these sgecial war excises upon a few indus-
tries during péace times is bound to be the source of deep resentment
on the part of the hundreds of thousands of dealers, employing
millions of wage earners, who are unwilling to be compelled to pay
special excises in addition to all the taxes which other business men
are called upon to pay.

This objection rests upon a foundation as solid as that of the
Amecrican colonists when they rebelled against taxation without rep-
resentation. The jewelers and others who demand the repeal of
s¥ecial war excises in peace time have the righteous American plea
of “ Equal taxation for all business.” - ‘ ‘

We hope and frust that the Congress will promptly relpeal all these

unequal taxes, as we shall never feel that we are justly treated or
that American traditions of equality of opportunity are being upheld
until this is done. ’
- It seems to be a foregone conclusion that the excess-profits taxes
will be repealed and that the higher surtaxes on personal incomes will
bo reduced. These changes in the law, with the repeal of the war
excises, may make it necessary to seek a new source of revenue, and,
if this is the case, we recommend for your careful consideration a
small general sales or turnover tax, not to exceed 1 per cent. We
believe this to be the fairest, most equitable, widely spread, and
easily administered tax which can be levied upon business. We
believe also that it should be the sole tax on business.

"This form of tax has been carefully investilgated by our industry
and unanimously indorsed.. We believe it will produce enough reve-
nue to fully replace that lost througlh. repeal of the excess-profits
taxes, the higher surtaxes on personal incomes, all the war excises,
and all profits taxes. We are sure that it will greatly lighten the
load under which the consumer is now staggering. We believe that
it should be the only tax which business should be asked to pay, and,
as we have already intimated, it will be American in principle, bearing

ually on all business alike, eliminating Government interference
with business, and putting more business in Government. Gradu-
ated gersoxial income taxes, a general turnover tax, inheritance taxes,
and duties on imports should serve to furnish enough revenue foi
the needs of our Government, even in this period of huge expenditures.-

The statement I have just made is subscribed to by the chairman
of the jewelers’ war revenue tax committee; Mr. A. L. Brown, treas-
urer jewelers’ vigilance committee; Mr. Walter J. Buffington, jewelers’
war revenue tax committee; Mr. t A. Follmer, Retail Jewelers’
Association of Greater New York; Mr. Edward H. Hufn el, vice

resident American National Retail Jewelers’ Association; Mr. Jonal

och, National Wholesale Jewelers’ Association; Mr. Harry C.
Larter, chairman Jewelers’ V- zilance Committee; Mr. Arthur Lorsch,
president’ National Jewelers’ Board of Trade; Mr. Lee Reichman,
treasurer jewelers’ war-revenue tax committee and president Jew-
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elers’ 24 Karat Club of New York; and Mr. Frederick P. D. Jennings,
president New York State Retail Jewelers’ Association.

I therefore can say, gentlemen, that I have the honor to represent
the entire jewelry industry of tize. United States. We have about
25,000 people who deal in jewelry in this country, and we have esti-
mated this morning—a group of men who are fan-iy well posted with
conditions—that about 1,000,000 people are interested in this indus-
try. We turned in something over $25,000,000 to the Government
under the 5 per cent sales tax, which would predicate about a
$500,000,000 turnover for the year ending June 20, 1920. I am quite
prepared, if you gentlemen wish, to go into the question of the sales
tax and to give you, if you will bear with me, the tentative figures
:ﬁon which we base our estimates that a 1 per cent turnover tax on

turnovers will yield the amount of money which we think will be
required to replece the money lost through the repeal of these taxes.
have been working at this tax matter for about a year, practi-
cally giving all my time to it, and it has been rather difficult to estab-
lish with any degree of certainty how much income would be brought
in from & 1 per cent general turnover tax. The figures have varied
all the way from $1,700,000,000, which we understand was furnished
by Mr. McCoy, the Treasury expert, to something over $6,000,000,000,
the figure arrived at by the tax committee of the National Associa-
tion of Manufacturers. Mr. Babson and several other gentlemen
have come to the conclusion that $5,000,000,000 would be the amount.
We from our study believe that $3,000,000,000 would be a conserva-
tive figure. We do not believe that any such amount will be needed.

Senator Smoor. That is, however, aside from any exemptions

Mr. RorasomiLp. That is without any exemptions whatever.

I have taken my figures—I have not had the chance really to verify
the exact conditions, because I worked out this yesterday after-
noon—from a Government report, the statistics of income from the
returns for the year 1917, those published, I think, in 1919 by the
Treasury Department. Nineteen hundred and seventeen was not. one
of the heavy years; it was just on the rising peak, and we believe that
that, therefore, is a very good time to make a comparison on, or rather
form a judgment of, the possible yield of such a tax. If we were in
normal times to-day, I believe that the turnover of the country would
be greater in dollars than it was in 1917; but we will assume it is
the same. ,

Senator McCuMBER. Do you not regard 1917 as rather abnormal ¢

Mr. RoruscHiLp. Not compared with the years that followed, sir.
We believe that 1917 was just the beginning of high prices. ‘

Senator Cortis. The war broke out in April, and there were a
great many millions of dollars expended for war materials in 1917.

Mr. RoruscHiLp. A great many, but there were a great many
businesses which really suffered in 1917 because of the war, They
lost workmen, and did not make goods immediately essential for war
purposes, and, of course, this is more or less of a guess, but in speak-
ing to eight or nine merchants, members of our committee this
morning, we came to the conclusion that 1917 would be probably
a smaller lyear, than, let us say, 1922, if we get back to normal con-
ditions. I think it is a reasonable proposition to say that 1917 is 8