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T h e  inequalities in the distribution 

burden o f  taxation in the United States 
in general terms, .but rarely does the 1 
documented analysis of the condition 
IYe $resent below such an analysis, pre 
Jnckson, Counsel to the Internal R e  
given by him in a hearing of  the Se 
mirtee. A few passages of subsidiary i n  
omitted.-TH B EDITORS. 
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p oportioned to consumption, hit p w  
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yield would signify. These taxes are paid largely out of 
consumers' purchasing power, and are borne to a neat 
extent by those whose incomes are barely adequate f 
tenance and who lack other resources to fall back u 

The cost of the emergency measures to combat ihel d r  
pression has of necessity been met largely by borrou.b'!~c. 
As we emerge from the depression, it is time to make dl~c!~ 
adjustments in the tax structure as will meet the postparled 
costs of protecting the social order with a tax structure i7 
which the balance between taxes levied on the basis of 
ability to pay, and taxes based on consumption, is more 
equitable. 

Added revenue to go toward balancing the budget a n t  
toward 'meeting the cost of overcoming a depression t h t  
threatened rights of property should be contributed by1 t h e  
propertied classa in proportion to their ability to pay. 

I t  is well known that the per-capita income of , t h e  
United States, particularly in the yean 1928 and 1029,  

ranked among the highest in Ihe world, and resulted in 2 

high standard of living. 
When the total income of the United States is averaged, 

the figurca are impressive, but when it is viewed, not as i t  
might be if  it were equalized by averaging, but as it actur~llg 
is distributed, the result must arouse codcern. 

Even informed observers were startled at the tendcncv 
to cdncentration, and the rate of concehtration indizited 
by the 1935 returns. The  number of persons $ling incimc 
tax returns decreased from 1932 by 3.8 percent. Noti all 
who file returns pay taxes, because of exemption, so !hat 
only I ,747,740 persona out of our entire population i re 
ported taxable incolnes and the total amount of ini@ue 
reported fell by 5.5 percent. 

Yet in the face of generally,dcclining incomes, and I R  

spite ,of the bank holiday and other events of that ytar ,  
the npmber who reported net t ax4le  incomes of $r,ooo,W 
or over more than doubled, havidg increased from twdptp 
in 1d32 t~ fifty such persons in 1933. I 

I 

By general consent, our income tax laws, under all ad. 

ministrations, have provided exenlptions, in amounts c-n. k 
sidered necessb  to reaeonable subsistence, so aa to a 
deprdssing the standard of living ithin the lower 
grou . T h e  significant result that when the 

i I 

i that re considered to need a11 of ,their income for nec+i. 
.tiesf re omitted, we hrve only a1  relatively small number 
left. I 

A plying the standard thus set !by Congrea as "ems rr 
to a reasonable way of lite, we /find the l&pest num er 
who ever rofK above that stand d, as evidenced by he 
numbrr of returns indicating t a n  le incomes, to be ~ , r 1 8 , -  

. 310, This was in xgao when ex mptions allowed wer at 

their; lowest. I n  1933 the retu filed that showed t - 
able 'incomes numbered x ,747,740 T L ~  e o n d u b  indicated by . I  rcuury statistics is t at 
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very large incomes rise very slowly. 
brackct rate for a man with a $ 5 , m  
rate for one wl a &,OW income, P raqes rise from q percent to 54 perrcn 
comes of h,an and $ l m , a a ,  the topb9ckct  rates thrre- 
a f t ~ r  increase very slowly. i 

F!om just over $roo,ooo to anything j n  cxcess of $1,- 
~ o d t , m  of annual income, the top-bracket rate increases 
onqy from 56 to 63 percent; and thereaftkr it does not in- 
c~chse at all, being the same for an annuel income of $1,- 
~ , o o ~ ,  &,ooo,ooo or  $5,000,000. 1 

T h e  progression of the effective rate 
corres from $3,000 to $~,OOO,OOO is 
tabkl : 

R a f t  
hrrt Incamc P ~ r c e n t  

$ 3,000 ............ . 3  ............ 5,000 1.1 
L0,OOO ............ 3.4 

............ 20,000 6.9 

C ;;:: 1 4.6 

4 
3.2 

qt must be emphasized, moreover, that 
are not the rates that are effective for 
inc me. Each bracket rate applies only t 
of he income; hence, a large part of all 
at ubstantiallf lower rates than the r I i' 
to he last porttion. O n  a $50~000 in 
thei highest bracket rate, plus the norma 
bud the actual '$ective rate is only 16~1 

I t  is obvious/ that needed additional 
oh ained by a more consistent applicat 
of raduating the tax rate according t B e numbers1 of taxpayers in high 

ha e been as follows : , r 
va tagcd by the sudden slowing up of 
si , for the last five years for wbich 

O v e r  
$1 00,000 

Nrl Incame 
14,816 
6,202 
3,184 
1.836 
2.047 

but by no means all-in ~(usivc, list of 
actual experieqce the lar  k I tax rates are 

result is a con&4err$le concentrdtion of , h o J d i w  of t x. 
exempt securities among those having the larger i m m e  

When Coqgrew, therefore, writes rates such as abply to 
the wage-earnen, salaried men, the small business men, or 
the professional men, it may be reasonably sure that m i t  

of than d l  pap the full legal rate upon their entire rlet 
Income. 

When considering the rates in the higher brackek, 
ever, it must be remembered that they will apply to 
part of the taxpayer's actual income, for the taxpay 

i 
the higher brackets, according t o  our studies, commody 
have large tax-free incomes often equal to, or or in e x 4 5  
o f ,  taxable incomes. By reason of this fact, rates appqr- 
ently severe are in fact moderated, and to some exteot 
made ineffective. 

W e  have analyzed the 1932 returns of the fifty-eigit 
taxpayers whose gross incomes for that  year exceed ( 1  I 81,ooo,ooo. Twenty  of them had ,ne t  taxable incomes c - 
ceeding $1 ,c>oo,ooo. T h e  information is incomplete. Whl I r 
the regulations require that tax-exqmpts shall be reportch, 

'although not taxed, a substantial nbmber of taxpayers. I [ \ -  

cluding some of the largest, failed to return any informi- 
tion. T h e  figures th we use, therefort?, undetstate tllje 
extent of avoidance t he" ough tax-exempt securities. 

T h e  fifty-eight t a k a y e n  reported the ownership o/f 
$461 ,ooo,ooo tax-exem&, securities and a tax-free incorn- 
therefrom in that year of $2r,ooo,487, as against a taxntil 
income of the group amounting to  $57,015,000. T h e  e 4 
cmption oh this group in 1932 cost the government 81 I ,  
866,ood in taxes. i 

This study indicates that our tax laws wholly fail t 

r e k h  about 37 percent of the income actually enjoyed fro11 
all sources by those whme incomes pre over a miWion dol 
lars a year. , . . i I 

I 

Of the refuges from high taxes, the tax-free income 
the most effective and least to be criticized so long a9 QU 

laws allow it- But the effect thatf taxdexempt muri t ie  
have by way of nullifying tax rates may *a11 be considere. 
in fixing rates upon that part of inco+e which is taxable. 

Big taxpayers also reduce their t a w  by obtaining allow 
ances, as business losses, of the expense of show 
ranches, racing stables and hobbies, which arp in fact 
men$ and recreations. . T h i s  is dpnc by aqert ing 

to. . . .  
hobby is a business, entered into soltjly for'profit, and t l ~ /  
courts have generally sustained such claims when well sworn 

I 

Taxpayers B, C and D arc thrke such distinguishrd 
farmers, each of whom has regular1 lost from $ 1 5 0 , ~  - 
to $2oo,om n year on h i  farm. {n the ;last five year; 
R has qeduced his taxes $zzr,ooo, 1 C $2 0,000 and D 
$206,006 because of .farm 'losses. Such "/ap relief1' is 
not available tc~sp-raller payers who cannot ~ c t  for their 
hobbies o r  ,amusements. ... 

Our income tax law has been so 
tered' & to permit the form of 
to be used for the sapping up of 
ment of a tax. 'Elhe privilege of 



1 . ; thdu$ I the recognition of a or loss has been abmed; 
1 and (avayers, whose affairs sufficiently large and so 
: orderf$ that they can use it advantageously, have been 

able to'iconwsert their assets in+ essentially different valurs 
.and4afkn to hand on a t  dea* the secvritin rrprcrrnting 

the stedped-up value with no {ncome tax ever having been 
spaid u@n the increase. 

Thiq incidentally, is true df all capital gains that are 
,"of realized prior to death. Sbch gains escape income tax 

&&age ~ i k e r i t a n c f i  
( I n  tliourands o f  dollars) 

N u  ber of 
R I turnr 

entirdq 
Likekise, it has been mainly1 taxpayers in the high levcls 

' of income who have been able1 to have their rake and eat 
i t  too, through fic!itious or sales of assets by which 

j;they rdord a hs f6r  tax but never actually part : with the control o r  beneficid enjoyment o f .  the assct 
[daimcd to have been sold. 

0thh avoidance or  evasion dtdces  to reduce the effective 
i t a v  ratk, of Ghich there are imany within or upon the 

1 borderline of the law, are a d a b l e  only to ~ b s t a n t i a l  
, taupay& purely because of t h i  cost of lawyen and ma- 

are merely i~lustrative of m e  of the 
which' the rates in higher levels are ren- b 

ffective and ihdicatc that increased rates 
properly be +ought in those brackets to  Much bas besn said of \he di 
ns of taxati n and apply the principle dating lazgc estates in order to 
ing to bene ts received and r r d t a n t  rntes. Unquestionably some es p 

Iquidation is difficult, long dela: 
a t  sacrifice. 
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i l  INHERITANCE VERSU$ ESTATE TAXES Where estates are 
trrprises; 

Tax tion of inhcri tmcn andlgifts is not.,as man). have rrguire 8 assrqe , a new field of taxatibn by' the federal govern- rrau if , 

taxation of inheritance is 

state tax has simplicity 
inheritance tax is more 
on benefits received, in 
mount actually received 

makes no discrimina- 
say, five heirs, and 

e been raised reIate to 
problems, hardship on 

o serious difficulties 

f $ 1 , ~  and over 

for 1933 in excess 

Irgidation. howevb, must 
condition rather thani for 
of data as to the 
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-1932 -1 93 3 
,#rnonnt 1 ( i _ *  

olf dollms) P rrni o f  dollars) Pe r&l 
Real es(atc ....... 1433,370 385,831 9.1 

. Seruritih ........ j141.911 1.4 .\1.071.179 1.0 
1 ,  

4q7.271- PS . .... 317,571 . 12.1 108,651 5.4- 



I'erhaps the  best measure of the tual diddulty that 
rstatrs now eyperience IS the numbe f of estates that are 
granted extensions of time for the p&ment of tax. For 
the fiscal years 1929 to 1935 the averake number of estates 
obtaining extensions has been under 2 prcent.  . . . 

T h e  National Industrial Conferen?? Board in a study 
of inheritance-tax proposals asks: "If f well-to-do business 
man with a net kstate of $XOO,OOO,OOO~, over and above the 
exemption of $40,000 for the estate t ~ x ,  should desire to 

1 lrave his estate to an only son, what, net amount would 
the son receive?" Under certain ass4mptions it answers 
that he would receive $1 3, I 5 7,850, an that death taxcs of 
all kinds would take about 87 percent, of the estate. One  9 
involuntarily a s h  if an estate of $ra!,cmo,ooo represents 
that of a "well-to-do business man," h a t  size estate does 
a man need to be considered really rich.) 

T h e  example so offered is owr-sinlplifled, and other 
elements will be present in actual praqlice that enter into 
the consideration of the policy of the ttx. I t  is not. usual 
for a well-to-do busi"ess man with an tate of $10o,oo0,- 

in fact to fbllow the simple proc t <dure specified. If 
the experieoce of the Bureau of ~nte(nal Revenup is to 
guide, one may kiafcly assume that tVe son, duriig the 
father's lifetime, as had many direct nd indirect jdvan- 
tages from his f ther's surplus of re rces. I n  a great I S i  majority of cases, one will find that h has already been 
given money and propeity, which rep sent a fortune as 
compared to the r \ sources of most men. 1 ,  

W ~ L T H  PASSES TO WE LTH 
1 i 
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randchildren. !$me of Arnerica9s 
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es th existence of 197 L 
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split-up of the ome to separate tn5)ntiti&. You will 
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Republicans on the Mtake iOu t  Pops 1 
Maclntyre -4omc Rerults 

of the Session 

A S THE session moves to its long delayed closd, tt 
air is noisy withpartisan fireworb. T h e r  

no such display since C h a r l a  Michelson used to  
nights hideous for M r .  Hoover with his giant torpedoeb ar 

Roman candles. Now, however, i t  is the Republicand wt 
are delightedly heaving lighted cannon-cracken inl t \  

White House windows. Although the display means not1 
ing so far as the future welfare of the country is concetnrl * 
it h a  great importance for the Republican professicinal 
They have bright hopo that the showing made by thr 
party during the last few weeks will enable them to b1.1 
loose a few preliminary contributions from big busin&. 

For  weary months, the problem of thr! Republican I\' 
tional Committee has been to  bring about a revival I 

business confidence in the party. Re~utad ly  a numbar I 

rich men have been prepared to  spend money to  d& 
Roosevelt, but have not regarded the future of the Rebu 
lican Party as sufficiently promising t o  wkrrant donatinr . . IS. 

T h e  Democratic defeat in ~ h o d e - ~ s l a n d  has helped d ~ s -  
sipate this skepticism. So, too, has the evident wish 04 t ! ~  

Democratic high command to dodge an 'election in C h o ,  
where the seat made vacant by the death of Representatnt 
Charles V. Truax  must be fillEd by a statewid? election. 
After a hurried trip,to the White  House, 'Governor D+\ry 
refuyd to set the election for November, the normal d . ~ t c ,  

postponing it, instead, until May. T h e  Republicans rirrhlr 
tonsfder this an unsolicited testimonial to their new strenbth. 

Odce they can start  contributions flowipg their way, ,tk 
professionals look forward to a rush businesp Thcy Yet1 

that they now 'have an attractive line of goods - 

They regard the party's opposition to  Mr.1 Rooscvelt's p rs. t ent tax program rn a particularly hot nunjber. Despite la 
final innocuousness, the tax bill alarmed many rich pco/lr 
T h e  professionals will argue that it is better to cosltnl$~te 
five o r  ten thousand dollars to the ~ e ~ u b l i & n  fund t i a n  

to pay the same amount to a future tax cbllector. 1 
'$?he chief aid to the Republicans in t b i ;  contribut/n 

collec~ing, especially from great corporatidns, is like1 
the r entment among the rich caused by Mr. Morge t quiet tightening up 'of the Treasury's t& machine 

be literally true that the wealthyl do not 
the nation's laws if thay ca+ dictate th 

down by t tk  ~ u r e a d  of Ibternal Re 
the case. T h e  vigot with whi 

Treasury has prosecuted ~ n d r m ' ~ e l 1 o n  before the Bp 

had tn resciue it from the 
*a little group of 
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