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I an certaiﬁly glad to talk here and to be of such’help as I may,
if any, to a group of young men who are propuri§¢ to take places in the
legal profession, a profession which'I think offers more opportunity
for ploneering and in@ependent thought today than almost any profession
to which you might seek admission.

I am going to talk to you about taxation in a rather informal
way and quite apart from trying to instruct you. You have had an
instructor from our office, and I am sure there is nothing wanting
by way of instruction. I would liké,;if'possible, to give you a
view of taxation as it relates, not only to the law, but as it re-
lates to government and to life as we live it in thils generation.

The principles and of the body of tax law have been p?etﬁy
thoroughly explained to you, und what I am :oing to talk a.out is

the spirit of the thing. The ratcé, procedures, etc., I assume you
know, and I might be a poor pers:m to instruct you because, to tell

tie truth, I am not so much interested in rates and the exact amount

of revenue they proiuce as I am in the effect that taxes und any
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particular tax produce upon the lives of people because that is the
purpose that we have government for. The ;:hi],oaoﬁby of taxation
hes not been too well exp}ored by the general body of practical lawyers.
A great many lawyers, when the income statute was first enacted, said,
»this is a thing for accountants, this is not a field for a lawyer".
ind so they abandoned the field. We find a great manj? members of the
bar who take the position that taxation, after all, 1s a matter of
figures with which th'ey are not ccucerned-'{ l‘and the thing that I want
to impress on you this morning is that it 13 a matter of figures but
it affects the lives of the people, and that there is a philosophy of
taxation which underlies all of these revenue measures, a philosophy
on which men differ., A philosophy which as applied to taxation matters
really bespeaks their whole philosophy of life, and If I stir you up
to debate about it that will be an accomplishment in itself. I do not
vant you to be mere technicians. If you are goinc to be mechanics, get

4 Job in a garage. There is no pluce for you in the bar. Men in the

w
bar who merely see their work in the ligit of the immediate results
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pave failed in the whole spirit of their profession and this is
particularly true in comnection with tax matters. The matter of taxa-
tion calls for designers, not for mere nachapj.ca.“ Taxation 1s very
much more than a mere subject in Vlav, 0f course, tax law is a branch
of law which calls upon‘every department of the law for a contribution,
but it is also the sclence of governlent,‘because no government could
exist if it didn't have taxation under our modern theory, and the manner
in which the government goes about its work a.;ld the work that it will
do for its citizens depend very largely upon its ability to finance
its program by taxatiocn.

Every time that a tax is imposed, it reaches into the economic
streams of the country _and pulls out certain amounts of revenue. Many
of the laws which are enacted over on the Hill never affect more than
a few people. A tax law inevitably affects every fireside in the
United States, directly or indirectly. I suppose that a tax on tobacco
would affect every family in the United States, directly or indirectly,

& small amount perhaps but it has its effect.on—*bhe—fenﬂos%.



Income tax affbgts,nany peoplevuho never £ill out an income tax
return, and it is in the bqéripg,that;thgy,bave on 11!0.1tpol{lthat
the tax laws of the country become so important. éonebbdy; uhenevgr
e tax is paid, has to give up something else, and the manner in which
a tax law is franed‘nqy havp a dominating effect in encouraging the
concentration of wealth in a few hands. It may burden people accord-
ing to thelr strength, or tax people according to their ability to
pay, or it may be a burden that must be borm by a man regardless of
his incoma'and regardless of his ability to pay,and it is mainly

upon the question of whether people shall be taxed on their ability
to pay that the debates on revenue center. Taxes have a direct bear-
ing upon nationalism itself. It hasn't beemso long that we have

been dependent upon taxes for the operation of the Government. In
out lands

Middle
the Mediewal ages, the soverign parcelled“upon a basis of rentals

so that he had his own revenue. If you are interested in the way
the change came about you will find in B~--- "Life of Richlien" a

very intereaiing story of the way in which the continental BFurgpe

founded a system of state revenue which supported the King's army
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and ensblé théw €6 'fourid the modern state. There 1s cértainly
ground for controversy as to whether at "1‘.954:. some of the develop-
ments of this kinﬂ;ot taxes are the base of modern capitalisa. 'Wd
can't have the modern estate fashioned along the lines that we
Americens use in our conventional thinking without a comprehensive
scheme of taxation because we find in our modern scheme of things that
the state must uéﬁ‘have revenues of its owmn. Of course there is some
debate about thaf in the last few years, but the prevailing thought is
that if it were an enterprise that ylelded a profit, that enterprise

Sl

must be left to individual exploration and that the Government must
confine itself to activities which do not péy. if-we-have-a-law-which
preduces-a-profid If we had a connecting system of wires between
two cities over which we talked, that must be owned by private enter-
prises because it produces a return, but if‘we had a telephone system
operated at cost, connection the two cities, that could be left to the

Government. Thus our system of economics deprives the Government of the

Capacity to operate its omn profitable enterprises and have its own

mv}"

Tevenue. The result is that taxes §s indispensable. A great many



people quastic’ thit’ theoty. Tt is betug qisstioned: in' hiph places.
It is likelynot*tomvin,butatlmtup to the present time we
have kept the Government u f,.ha unproﬁtabi'o tl'zingl‘ and made it coaer
to the tax payer for all its revemue,-—

If-you - The Goverplent ;s somewhat to blame tor'§t perhaps be-
cause the Government doesn't set 1taelf'np on the same basis as
individuals. For example if you were to take a statement of the Amer-
jcan Tel. and Tel. you would find that it showed on one side some
debts and that it had borrowed some money, but on tbe other side you
would find buildings listed as gssets. The Government does list the
post offices and other buildings it owns. The Government strangely
enough shows no assets, although every building and every highway
would come under that category. Most of the things that the Govern-
nent goes into that produce assets are part of our natinnal wealth.

If all of you men have a dollar apiece and each spends it in his omn

way, it is strictly anarchistic. Every man goes his own way. If you

put it into a common fund, it becomes planned economy. You devise a



plan by whichiyow spend 4b:’: The dollar that is spent in private.
pusiness 1s spend acoording to the whim of 'its owner. It may be.
spent wisely or wastefully; no one knbn how it may be spent.
1t is spent without plan; and it is spent oftentimes without resu{t.
The moment that it is épent for taxes it is spent according to plan.
It may not be a wise plan, but at least it is taken out of private
business, and it has only been by taking a certain part of the produc-
tion of the country and putting it into the things that are for our
common benefit that we have the great system of public enterprise which
upan
we have in this country. So I want to imywesgAyou that the gathering
of taxes by the Gowernment is not a destruction of wealth, but it is
really the taking of an unplanned dollar and putting it into a plan.
And the wisdom of the taxation depends on the wisdom of the plan.
Accordingly, people sbould take an interest in it and see that it is
wisely spent. Taxation has lately aroused the interest of people be-

cause they begin to see how far taxation can be used es an instrument

of social control. To give you a couple of examples of the way it
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can be usedt There'is s problem about machine guns in the country, and
14 1s the desire cn the part of the mstional Government to control
crime and oriminals moré effectively, and so they enacted a taxing
gtatute by which they mpbu a tax on the machine gun and require every
transfer to be registered and every transfer to be taxed. The purpose
is not to raise revemue, but to know where every machine gun is and who
oms it. Another example of the use of taxation for comtrol purposes
entirely apart from revenue purposes: You have probably hears or per-
haps had some experience with an experi ment known as prohibition. Some
of the states enforced a local prohibition law after repeal and some
did not. And so there was enactment placed in the national statute
that any person who sold intoxicating liquors lnbviolation of the law of
his state should pey a special fine of a tax of a thousand dollars to the
3uréau of Internal Revenue. In those states which still have prohibition
laws and also are selling intoxicating liquors, it is expected that the
agents of the Uovernment go in and collect a thousand dollars apiece

from those violating the state law. The purpose is not revenue, but

primarily to penalize the breaking of a state law and to lend Federal
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aid to local enforcement. There may be some question sbout the nation
enforcing & law that the state wants enforced, but that shows you how
far taxation can be used to accomplish results apart froa revenue raising.
Texation is also used to accomplish a concentration of wealth in the hands
of relatively few people; It ign't a matter of soap box oratory. For
many years it was the deliberate policy of the national Govermment to
use a protective tariff for taking out of the people at large small amounts
of money and dividing and-divide them to the so-called protective
for the purpose of building up the industry of the country. That was our
policy. But I am not discussing the policy, I am simply pointing out
to you the use that can be made of this policy of tax;£ion and something

there

of the spirit of it apart from its mechanics. Lately it has been a
deliberate effort to use taxcs to undue that concentration of wealth and
W :nforce a redistrivution. The graduated income tex was one of the
“¥apres of that method. An inberitance tax which is stepped up to tax
larger fortunes, the stepping up of estate tax rutes so as to make almost

Prohivitive inheritance of vast estates are other projects of the kind.



The latter is L R ; ,

One of the common conflicts in taxation of fffo ﬁ:'furq; one bf w
argunents that is going to be waged this con;@ng ﬁntor between those

who want to use taxation to prevent cogcsn@intipnfofpralth and perhaps
force.its distribution to some extent and ;hoao who want to u?? taxation

as a means of collecting revenue irrespective of their ability to pay.
There will be conflicts between the sales tax and the income tax and

estate tax and gift tax, the sales tax being a tax which it is contended

is born by the people at large. ‘The man with a2 large family 1s, of course,
a purchaser of commodities to a greater extent in proportion to his inccme

0
than a rich man with a small faﬁity. A sales tax is really a tax upon the

emount?
mzss of the people and an income tax is a tax upon the mass of the wealth
of the country, and the guestion is shall the people be taxed or the
7zalth te taxed. I think these figures bear upon the yuesticn of the
policy the country should pursue, and you will be interested, as debates

M taxation progress, to huve the background upon which they-willi-be-buils.

Some people, at least I suppose new dealers, will

[aal . . . . . )
ey will try to reach a different objective in taxaticn than ti.is couniry
Fad

O mony years has had. If you havent read it, you will be .nterested in

Lic book by B ~—--  and -—-——v on Modern Corporaticns and Private
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property. Yaurlill.find th;r;ffhp aféé&f@ﬂ'thﬁ_iﬂmenle concentration .
of wealth during the period when income tax was not existant. You
will find the abozy of the use of taxes for the concentration of wealth.
it isn't written from the tax point of view, but you can sﬁpply the
nissing points on taxatién. By.l929, 200 corporations, not including any
banks, owned 22% of the national wealth of the United Sﬁatés, and from
1912 to 1929, during the period, in spite of the tax measures
tiey had increased 85% their holdings of the national wealth of the
country. Control of that wealth had concentrated even faster than the
wealth itself, because by the d-vice of hold .ng companies the comtrol
of vzst amounts of wealth was often lodged in the hands of a very small
zmuount of the voting stock. One of the great causes of our difficulties
in tiis depression has been the over-production of stock certificates.
The following are some facts as to income in the United States which were
rzcently made public by the Brookings Institution, taking the family as
& unit of income, because that it the way we spend. If one boy in the

‘z2ily spends for himself, some other mcmber of the family may have to
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give up something, The family income is #ainly a pool for family
purposes. In 1929, the great year of American _prosperity; there were
six million families in the United States, or 21% of all the families
who had less than $1,000 of anmual income; 12 million femilies, or
42% of ell :families had annuel incomes of leaisl then tl,\SOO; and 20
million families, or 71% of all families had under $2,500 of annual
income, and there were only 600,000 families in the United States
whosé combined incomes for the family were over $10,000 in 1929.
Cne-tenth of one percent of the femilies in the United S.tatea at the
top of the economic scale had as much of the naticnal income as 42%
of the femilies at the bottom. 30,00 families had asmuch as 12
2illion fumilies. That is the basis upcn wiiich we must consider new
rlens of taxation; that is the basis upon which we must work whén we
devige a tax law - to see where the revenue is coming. It is apparent
witt 1f you put & tax upon an article of consumption, those 20 millicn
fenilies with incomes under $2,700 are the consumers and it is perfectly

arpurent that if you put & tax upon incomes and you hit the incomes
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about $10,00 pretty hard you are hi‘oting a-relative small group of
people with a relatively large income. 'lﬁat ’,‘u why taxation is coming
tc assume such vital importance in this countryn:- To me 8 tax law
rhich reaches down into the group of people who spend their entire in-
comes for existance merely reduces their purchasing power and reduces
the number of things they may have in their daily lives.

The field of taxation is a very tempting one in which to let your
imaginations run wild. Great things cen be accomplished in this country
by taxation. Great things have been accomplished by taxation. - If any-
tody thinks that the schewe of ccncentrated wealth through customs taxes
vags not carefully planned, they should read the debate in Congress over
wie tariff. We huve always had s plemned economy. It depended a 1little
cn who planned it what it was planned for. So it ic tiwe thst the plens
were made with & littie greaster emmhusis upon toe general welfeare.
ind so I am hoping that you will not regard taxuticn as & mere matter of
talence sheets or a mere matter of {igures. It is a fundementel wmatter

ir the life of this country. In & democratic country it is perhaps one
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of the ways within our constitution by whiditfithe mass of the people may
protect themselves against the concentration of wéalth.

I want to say that the things I have said tq"you_; are more or less
long distance matters. I am not endeavprihg to either defend the socisl
policy of the Govemlent.nor an. I trying to foreshadow what may bé done
in the ixl;mediate future by way of legislaf;ion. I am trying to point out
to you that in no branch of law which you have studied is there such an
unexplored frontier which you may press into and in vd;ich new patterns
of thought are possible as in this field of taxation. I am far from &n
expert on the subject. I have merely givem you & general view point,
tut i-weuid-be-glad- if, in the remaining time we have, there are
=ry subjects that you are particularly interested in, I would be glad

tc discuss them with you.



