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INTRODUCTION

The principle of texation bssed on income 18 not new, in faect, it
dates back before the Christian era, The use of this primciple in
actual taxation was unimportant before the end of the eighteenth eentury,
During the nineteenth century, ‘such taxes had » rather prominent plece
in the fiscal systems of Europesn eountries, but not until 1863 was the
income tax a part of the federal tax system in the United States. The
first appsarance of the income tex system im the United States was the
outgrowth of the urgent demands for revenue arising from the Qivil War,

The British income tax, which hes long been a national institution,
wag first introduced im 1798 when the military operstions of the Repole-
oniec Wars made additional revenues imperstive,

Income tax is based on the ability to pay. "At a time when the
incane of the nation was not very unequally distributed, the poll tax

had a certain asmount of jurisdiction.® 1

A8 the poll tax gradually incressed
complaints beernme numereus and B8 certsin graduation aceording to soecisl .
classes had 10 be mede., Nobles snd other prosperous persons were required
therefore Yo pay & higher poll then the people in general. Although the
modification wes unsatisfactory and short-lived, it is of interest as
being an esrly recognition of the prineiple of gradusation.

The poll tex was supjplemented by tsaxss on property. Thia basis
proved to be & fairer distribution of the burden and also proved more
remunerative,

There is no necessary gonnection between the ownership of property

and the &bility to pay because some forms of property =re used productively;

1
Seligman, E. R. A., Essays in Taxation, N. Y., 1985, p. 11,
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others yield no return. Further, a tex on property slone misses th.ose‘
incames that are dus to personal services, "Ist us recognize the faect
then, once and for all, that & system of property taxetion, except in

80 far as certain forms of real estute are concerned is unsuited to
modern egonomi¢ conditioms as the ordinary and prdneipal source of
mvenue'."‘.'i "Thus it is thet in recent decades the tendency has arisen to
substitute personsl taxes for the older resl taxes, and to assess the
individual rather than the thing. . . » From the modern point of view,
it is the duty of the citizen to support the government eaccording to his
capacity to support himsalt.”z

It may slso be noted thet Ldam Smith says:

*It is not very unreasonable thet the rich sheuld contribute to the
public expense not only in proportion to their revenue but amnjthing more
than that propbrtioﬁg"s '

In modern times economists approve not only of the income tax but of
the imposition of progressive rates., The basis for its justification is
found in the fact that 1t is adjusted more or less accurately to the

ability to pay, & principle which tends to preveat it from working sny

undue hardship upon the taxpayer.

1Sexligmn, E. R, A,, "Address,"™ National Tax Association Proce~dings,
vel., IX, 1915, p. 134, ' ’ '

Selignen, E. R. A., Esseye in Texstion, N. Y., 1925, p. 1l.
®oa1th of Retions, vol. 8, Chapter V,
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RISTORY OF I C0MZ TAX LiUGISIATION IN THE UNITED STATES AND GREAT BRITAIN

Great Britain

The income tax is the most recemt form of texation, end im its most
modern aspect bad its beginning in Greet Britaim, It was originally adopted
as a temporary resource, sud it has now beem assessed for over fifty years
without interruption. Although still, iam form, & temporary tex, requiring
for its cont inuence am annual renewal by act of Parliement, it is, in all
probebility, as firmly esteblished and as permanent as smy part of the
revenue system. It wes introduced by Williem Pitt in 1798, The Pitt act
was amended by the avcta of 1803 and 1806 as & war measure snd was tempor-
erily repeeled in 1816. Another foamous English statesman and esomomiss,
Sir Robert Peel, was responsible for putting the inecome tex back on the
statuse books in 1842. It was besed both upon the content .and experience
of the old aot, "but with the especiel purpose of carrying out a free-~
trsde poiicy, with a tariff on imported articles for revenue only and
meking the income tax take the place of other texes on commodities and
license taxes which were ropealed."l_

In 1869 Gladstone found it & resdy means of rzising more revenue by
the simple expedient of inoreasing reates., In 1910, under the sponscrship
of lLloyd-George, Grest Britain introduced the system of progressively
increasing rates by means of graded surtexss,

The tex has undergone hirdly eny changes of importence since it wes
first introduced., In its main festures it is the same today ss it was in

1842, The income tax has becume the cornerstone of the British system,

1l
Green, W, R., The Theory and Practice of Modern Taxation, 1938, p. 37,



United States

The first genersl t+x lew in the American colonies, with the exception
of the éai‘ly poll tsx in Virginia; wes the lew of 1634 in Massachusetts
Bey. This provided for the assessrent of each mem "acecording to his estate
and with consideration of s1l1 other his =bilities whe tsoever.”

It wes not until seven ysuras leter that "ability™ was defined to
include something more than mere property. In 1649 a law was eracted,
which introduced the taxation of profits of laborers, trs=despeople, and
others. Kxecept os to rates, this form of law cont inued unchenged t11l
1777. 'The law eneeted in this year gives s fuller interpretation of
incoms tm'my hitherto. Taxpayers are assessed "an the amount of their
ineome from a profession, faculty, handicraft, trade, or employment: am
also on the amount of all incomes snd profits gained by trading by ses and
on shore and by means of advantages arising from the war and the necessities
of the community.”

The first suggestion of a federal income tax wes made in Jemuary 1815,
by Secrstary Dallas, However, the income tax was first used in the United
Ste tea“dunng the Civil War; it wes purely a war measure, After protrscted
deimtéa involving social, economic, geographicel, and constitutional questions
the rirst Civil Wer revenue ects, the Act of August 5, 1861 became a law by

a very close vote,

Revenue Acts of 1861 end 1862

The act provided for a levy og‘ S per cent on the annusl income of
every peraon resid}.né within the United States y‘ho ‘had s net income from
all sources in excesas of $800. The réte was 5 perccemt upon income

"accwuing upon any property, securities or stock owned in the United States®
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by citizens residing outside the United States. The rste on Treasury notes
and other government securities was fixed et 1§ per eent. The prineiple of
rate differentietion was introduced in the Aet of 1862; the rate applicable
to the incame of eitizens end residents in excess of $10,000 was 5 per cent.
with a $600 exemption allowed. A provision for withholding at the scuree was
also insroduced in this set., This act was to go inte errac‘t"ionfm«iborl,
1868, end %o be in foree for four years. Ko tax was setunlly levied untid

1863,

Revenue Act of 1864

This act v?u enagted because of the ineresded m“wﬂ‘y for war revanue,
It differs from the Aet of 1862 in that it provided for a ratra"ct‘ S per cent
on inecomes in exeess of $600 up to $5,000, 74 per Mﬁ :en%thgwcnéuzhuwean
$5,000 and $10,000 and 10 per cent onr the entire excess over $10,000. The
diserimination against ¢itizene residing abroad did not appear in this aect.

The Civil War Acts were remarkably successful from the point of view of |
revenus raised. It sontributed to the ‘Qmasury about one-~fourth of the totsl
internal revenue collected. Administrative shortecomings were in evidence.
The Civil War revenue aets were "defective not alone imn theory, but also in
aéninistration"l "4 thoroughly competent administrsative force, sdeguate in
size to the task it must perform , would diminish immeasurably the present

burdens involved in complying with the }.aw.*z_

Seligmen, E. R. A,, The Income Tax, p. 479.

%entgomry, R. H,, Income Tax Yrocedure, 1923, p. B,
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Revenue Act of 1894

"The lowering of the tariff rates in redemption of the Demoeoratie Party
platform pledges and the eomsequent reduction of Governmens rwema"
necessitatesd recourse to anmother source of rovomu:‘l Thus, the Revenue Act
of 1894 became a J.aw on August 28, 1894 without the signiture of the President.
The rate was 2 per cent on the excess over $4,000. It was levied upon all
"gains, profits, and incomea derived from apy kind .of pmport‘y. ;evnt’a. interest,
tréde, employmemt, or vocation."® Eewever,‘ thvip aet ﬁs deelared uneonsti-
tutional by the United States Supreme Court in the famous éun of Pollock

2 e Court ruled thet

V. The Farmers' Loan &nd m;t Compeny, Mey 20, 1895.
th‘a in come ﬁax wasba direet tax vand could bs levied only by the states under
the reqﬁirwants of the Constitution. Congress had the power to tax income
from "professioms, trades, employment, or vocetions™ in the nat;_m';a\er ‘sn

excise tax, but had no pevér to ts: the inocome from resl estuts ur invested

property even in the gulse of en execisge tax,

Corporation Excise Ret of 1909

The decision in the cese of Pollock v. The Farmers' loan end Trysb

Company was couvineing evidence that no income tex mensure could be levied
without a const ituﬁiensl amendment, In order to avoid the "eonstitutional
'snag", a‘tax on eorporate incomes wss proposed to be peid by eorporations
for the miviioge of exeraiaing their frenchise rights. The Corporetion
Excise Act of 1909, enacted Auguat 5, 1909, imposed & tax of l por cent

on the nes wcm of corporstions, abovo en exemptian of 05,000 This ot

11!1013, Joseph J., Federal Indame Texation, p. 5.
2

157 U, 8., 429; 158 U. 8. 601.
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was declared to be an excise tax md not an income tax in the oase of

Flint v. Stone-Trucy 9_2..1 end therefore conastitutionsl. This sct ey

properly be regarded es the forerumner of the true income tax measures

which were to follow,

Revenue Act of 1913

The Sixteenth Amendment, retificd by the states February 25, 1913,
mede constitutional th¢ imposition of a federal income tax without
apportionment. This auwendment resde ss follows:

“The Congress ghall have power to lay and collset taxes on incomes,
from wimtever source derived, without apportionment emong the maversl:
States, and without regamd to any censur or enumerstion.”

On Ooctober 3, 1913, President Wilson signed the Revenue Ast of 1913,.
which became effective Msrch 1, 1913, This act was the firat of the
rresent series of income tax meesures. The aet dmposed =z normel and &
groded tax {surtex) on individuals and a flat tex on corporetions. The
exemption of §5,000 allowed eorporations under the Act of 1909 wes dis-
continued, but the tax rate of 1 per cent remained unchanged,  f@n in-
dividusl was allowed &n exemption of $3,000, an amount which increassd to
$4,000 for a married person living with spouse, Subjeect to fﬁua exemptions,
a tax of 1 per cent wes levicd upon the net ineome for erch salsndar year of
citizens of te United States., This wes called the normal trhcome tax, In
addition gredusted toxes called surtaxes were levied beginning with 1 per
cent on the amount of income exceeding $20,000, with a meximum of 6 per

cent on the amount of such excess sbove $500,000,

1,20 . s. 107



Revenue Act of 1916

. The primery purpose of the Act of 1916 was to provide lerger
revenues than those collected under the 1813 Act, TFor the first time
nopresident aliens were spscifically mentioned rs subjeet to tax. The
deduction privileges of the 1913 iet were extended by a provision for the
deduetion of losses by the texpayer, The normal rete for individuals
and corporations was increused to £ per cent, and the suriex retes were

also grectly increased. This act became m law én September 8, 1916,

Bevenue Aot of 1917

The newd for greater revenues pecessiseted a further inere=nse in
rates and the Aet of Mareh 3, 1917 was enacted. Actually, no taxes were co
collected under this act, but it was replased by ths Revenus Ast of 19217,
enacied October 3, 1917. This act wes really & wer measure. The normal
rates and the surtex rates were grectly ineressed and, in eddition, the.
exceas-profits tex rates were made to run aa high as 60 per cent. - ﬂn
amount of the excess-profits tax wea allowed as & credit against the taxpaver's
net income, both for nomsel tex and surtex ;mrposeé. A new exemption from
normal tex wves introduced in the form of $200 for each "dependent™ ot her
than aizouse. ‘rb.a ”naml” rete for eorperations was increased ‘o € per
cent. OCraded sm*taz:es mging from 1 per cant to 50 per cent were like-

wise superimposed upon those of the 1916 law,

Hevenue Act of 1918

The great demands of the war made it necessary for the Government to
draft the Act of 1918. The Act became effective Jenuary 1, 1918, bus it

did not become & law until President %ilson aigned it February 24, 1919.
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The 1918 Act was an entirely new revenue sct, complete in itself, The
excesg-profits tnx on partnerships and én individusals was discontinued
permanently and after 1917 partnerships were not subjsct to any form of
tax. In &) other years the individual partners were subject ot a tax
on their respective shares of the partnership incoms, The exceas-profits
tax rates imposed on corporations were mede &3 high as 80 per cemnt, while
the ineome tax rate wes fixed at 12 per cent. The income tax retes 1o

whick individuals were mode subjeot ware fixed as high as 77 per cent.

Revenue Act of 1921

The Revenus Act of 1921 hecams & law on November 23, 1921, The
excesg~-profits tax on corporations was continuad only for the yoar 1821
and waa then abolished, However, the income Hax rate was inoreased from -
10 to 12 per cent. DBeginning Januery 1, 1928, the maximum surtax rate wes
reduced fyrom 65 per cent to 50 per eent.  THis act included a new ¢$ype of
income known as "capital geins®™ which applied exclusively to the profits
resulting from the sale of investmamtsproperty held by the taxpayer for at

lesst two years,

Revenue Act of 1924

The Revenue Act of 1924 to reduce the hizh wa® tax r‘aﬁu, which hed
been continued for meny yesrs after peace hmd been restored, became a law
on June 2, 1924. It left unchenged the rates for corporetions but reduced
decidedly the burden on other inocome taxpayers, "Possibly the most im-
portent innovetion was the erestion of the United States Board of Tax

Appeals, 'an independent agency in executive branch of the Government' nl

lKlein, J. J., Federal Income Taxeticn, p. 10,




Fevenus Act of 19236

The demsnd for futher tax reductions led to the ensetmernt of the
Revenue Act of 1926, on Pebruary 26, 1926, Redieal reductions in rates
snd meny othsr changes were made effedétive as of Janusary 1, 1988, The
versonel exemptions for married persons living with spouse and for "hesd
of the househcld® were increased from $8,500 to §8,500, snd from $1,000
to $1,600 for others. The maximum amount of *earned® income was ineressed
from $10,000 to §$20,000, Estate taxes were reduced and the gift tax was

repealed,

Reverus Act of 1928

The Bevenue Aet of 1988 wns aprroved May £9, 1928, No importent
changes werc made in the personsl income tax. Howsver, there wers refiuctions
in the corporauoﬁ incore tax rete, The ¢orporation income tax rate ¥as
redtced by the 1988 Act from 13.5 per cent Yo 12 per cems; the refuetion
tock effect for 1928 income, Nurther, the speeifie ersdit grented to
domestic corporstions with = net ineome of $25,000 or lese was increnged

by this ect from $£,000 to §35,000,

Revenue Act of 1932

There was an incresse in :t_'atea ocn both corporation and ipdividual
ineomes and a reduction i{n the personal exemptions. The normel rates on
individual income are 4 per cent on the first $4,000 and 8 per cent on the
remainder, sll beipg upon the net income in excess of the credits ellowed,

The surtex rates begin with 1 per cent on the tcotel amount of mt
income above $8,000 and up to $10,000, and on the smount from $10,000 to

$12,000 the rate is 2 per cent. The rste is progressively increased by



steps of $2,000, snd the rate on the amount ‘uétweon $98,000 and $100,000
is 47 per cent. From that point the rate is progressively increased by
uneven graduations until above #1;000.000 the mte is 55 pc;r cenf.

In the case of & lingle person there is sn exemption of $1,000; to
the hesd of a family or & married person living with husband or wife a
personal exeniption of $2,500 is allowed. Only one exemption is allowed
to husband end wife living together., A further credit is given of $400

for sach dependent. No eredit is ¢ 1lowed on account of carned income.

Revenue Act of 1934

The Bevenue Act of 1934 wes abprored May 10, 1934. A new method
of treating capital guins and losses wzs sdopted: The normal rate om .
individuals is 4 per cent upon the met income in excess of the aredits
allowed, The surtax rates (applying to net incomes sfter deduction only
of personal exemptions snd the credit for dependents) begin with 4 per
cent ubon the amount of surtax net income in excess of $4,000, increasing
by greduations of 1 per cent for ench $2,000 bracket up to $16,000; end
2 per cent for like bracketm up to $22,000, From this point, the rate is
progressivaly ineressed 5y~uneven giaduationﬁ until ebove $1,000,000 the
rote is 59 per cent.

The persona ) exemptions sre the ssme asm in the 1932 Act with the some
allowed on‘account of earned income. The act abolished conaéiidatédvreturna.
excapt as to railroéds, and disallowed iosses'on”saleb and éxchahgaa between

members of the same family.

Revenue Aot of 1935

The Revernue Act of 1935 was very short snd moat of its provisions

merely smemded sections of the 1934 Act. Corporation income rates were
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completely revised. In place of the former rate of 13% per cemt, a
progressive scale was introduced, starting at 12 per cent on the i rat
$2,000 of taxable income «nd reaching a maximum of 15 per cent on taxable
income in excess of $40,000, The rutes of the special tax on the undis-
tributed profits of holding comfmniuA weie incressed to 50 per cent on
income b?twecn $600,000 and 31,006,000 and SOApar centkon 1ncomé in excess
of $1,000,000,

The excess profits ta# rates wére ﬂlao' revised., A rate of 6 pui cent
wes imposed on profits in excess of 10 per cent but less than 15 per cenfh,
end & réate of 12 per cent was imposed on‘ pworité in 811c§sa of 15 per oént.

Bagirming vith the ama‘nﬁ over $50,000 the surtax rates were incressed
1 per cent fof eaech successive 1mbnie bméket unﬁl on the amount av‘er'
$5,000,000 1t is fixed at 75 per cemt, which is 16 per cent more than the

1834 rate.

Revenue Act of 1936

The need for greater revenues necessiteted a further imncresse in

taxation in the Act of 1936. This Act became s law June 22, 1936,

The most importent festure ¢f the 1936 Act is that it.iatmdéeﬁd a new
method of taxing corporations, while retaining, in a modified form, the
0ld eorporste income tax, Dividends received by individuals from
domestic corporations are subject to norme) tex as well as murtex, snd
corporeticns are taxed a flat rate of 15 per tent on dividends received.
The texeble income wus subject to an excess profits tax and a new surtex
on dndistributed profits. The undistributed profits tax was e graduated
tex remging from 7 per cent of the undistribmted uet income, when inoome
retained is not in excess of 10 per cent 8f the adjusted net income, to

27 per cent of the amount of inecome retained im excess of 60 per cent of
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the totsl income., A nei method of texing non-resident alien individuals

wes included in the act.

Revenue Act of 1938

President Roosevelt allowed the Revenue Act of 1938 to beccme a law
on May <28, 1938 without his signiture or apiroval, The provisions of the
new act to which he perticularly objected were those rslatmg to the
toxation of undistributed profits and tc the tres‘etxﬁént of cepitel gains
and losses.

The principal change mede by the Act of ‘19..'58 in respeect to individusal
incomes concerns the treatment of gains snd losses on the sale of cspital
aggets., A distinetion is made hetween short term cepital geins 2nd losses,
which am those from the sale of capital assets held not more than 18
months, end long term capital gains and lossss on zssets which hed been
held more than 18 months before being sold. The long term capital losses
are figured &t ‘66 per cent of full vslue if the ssset has been held not
more than 24 monthe snd at 50 per cent if the asset has been held cver 24
months., |

The Act revised the me thod of tuxing corporate incames and imposed
a gradunted tax of 13{3 per cent to 16 per cent on corporate vinccme over
¥25,000,

The principal of the undistributed profits tax was retained with a
nominal rate of 2% per cent. This is & marked reduction from the undi-
vided profits retes, groduated up to 27 per cent in the Act of ‘1956.

The corporste income tax ssctions of the Revemue Act of 1938 were extremely
complex snd were the results of = series of compromises betweeﬁ various
groups in the Senmete and the House, |

The normal =né surtex rates remasined the ssme,

The rates are to apply only to the years 1988 emd 1939,
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A COMPARISON OF THE AMOUNTS PAID ON DIFFERENT CLASSES OF INCOME

IN THE UNITED STATES AND GREAT BRITAIN

A large number of people in this eountry aecept the British tax
system &s the standard by which to measure American tex institutions.
It is true that the British system as & whole applies the prineiple of
the apility~to-pay more consistently than any other eountry. Texable
capacity way depend on how taxes are distributed. "“Someone has said
that & nation i3 like a peddler and that which it can oarry depends con-
siderebly on the way it srrenges its nck.'.l' Great Britain -relies mostly
upon direct tuxes--particularly income emd inheritance ‘taxes~-for a large
part of its revenue. Direct taxes of this sort constitute s well arrenged
pack "bacause they do not deprive the wenk taxpayer of the ndeessitios
and becsuse they least disturb the comsumer?s ability to pny,"z In the
following table an attempt is made to show a comparison of the various
kinds of taxes in the two courtries in 1982, (The pound is taken to
equal $4.93)

Tadle 1

Sources of Tax Revenue for All Govermmental Unita in the United

States and Great Britain, 1932

Source United States United Kingdom
Total Tax Burden 100% 1008
General property tex 56,84 18,45
Incame tax 14,086 85.15
Miscellaneous taxes 7.09 2.23

Gas tax 6.24 it
Excise tax 5.47 13,95
Customs 5,98 18,69
Motor vehicls tax 35.94 3.13
Death duties 2.38 8,40

1

gGroves, Harold M., British Tsxes and Ours, New Republiec, August 21, 1935,
Ibid.

5Statistical Abstract of the United States and United Kingdom,
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The most striking faot in the table givem is the importsnce of the
general property tex in the American tox syestem, It completely over-
shadows the income tax, which renks & poor seeond in importence. The
income tax is low in tha comparative table beeesuse both stete and federsl
taxes are ineluded whers:s in the $able to follow im which the ineome tax
for 1932 amounted to 56,1 per cent only federael taxes were included, -

It is true that compariscns between income texes in the twe eountries
someiimes leave out of account the state income taxes., It is also some~
times complained that no a,éoount is takem of the corporation -income tax
in compering British and Ameriean tex burdems.  Both eountries tax cerporate
insome, but the British tax ias meinly a collsction-at~the-gource device and
not a business tex; that is the British Saxpayer may offset the gorporation
tsx agsinat his .para,onai tax whereas the American taxpayer sanmot. In
addition the personal tux and the collestion at the source fram sorporations,
the British now impose addjitionsl taxes on businesses for wsr purposss,
This tax is discussed in a later section of this paper.

In meny instences the British pay hsavier death taxes than we do, The
exemptions are very mueh higher in the Uaitsa stateu than in Great Britain,
and the rates in the lower brackets are much lower (See Table VI.); on the
other hand, the highest brackets of the Americen tax ecarry substantially
higher retes than the British.

The British have no gift tax and as a oconsaqu:nce the British tax
ia easy to evade. The British do have a provision that sirtaf mede within
three years of death are conclusively presumed to have been Me in
contemplation of death and are taxedble under the esiates-tax law, 4
similar provisicn in Americen lowe was declared unconatitutional by the

Supreme Court,
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Some ides of the comparisom of the amount of texes paid by the
United Stetes snd Orest Britein may be geined from a discusasion ofithe
economiec burden of taxation in the two countries. -

In 1930 the average individusl tax in Great Britainm was larger than
thet of & citizen of the United States. On a per capita basis tex
sollections for 1930 were $90,83 for Great Britain and $84.40 for the
United States. These figures were obtained by using the cenvarpibn
rates which provailed prior to the devaluation of the dollar and inelude
all texes both nationsl and locel. There was a marked dael&ps in rgacipts
by the Naotional Government from 1930 to 1933 and an.npward tranﬁ after that
date. The smount of taxes colleected by the Netional Goverumert in the
United States for the fiscal year 1936 amounted to $77 per cayit&:anﬂ‘fﬁr
1938 they amcunted to §87. Taxes collectsd in G&amk Britain ha?a‘bgan
stzble in recent yesrs. On a per espita basis the aﬁnunt ér taxes collected
for the yesr 1936 was $101.85, | o |

In Great Britszin from 1930 to 1933, the tuxes collected incfeaged
somewhatb, |

This method of comparison may not preseht the situation a¢éurz§tély »
for the reason that abnormsl conditiomns prevail in écvernmen%al finaneing.
During these yesrs the United States hava boen auffardng fran a severe
depression while, Great Brit=in has exper;encod prosperous yaﬁrs.

Until recent yesrs except in times of war tahas about equalad the
amount of expenditures apd in many years axeeeded that sum, wa for
several years slthough taxes have been 1ncreaéed, huge deficits have
accumulated. In the following table an atgempt has besn made to aﬁow the
ineresse in the publie debt or deficit on a‘per‘cnpita basia, This deeg

not inelude the intereat charges on the debt.
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Table II

A Comparison of the Public Debts in the United States and Grest Britain

for the Years 1930, 1934, 1338, end 1939

Year Exchange Gross Deb% Per Capita (ross Debt Por Capita
Rate United Stotes Grest Britein

1930 4.86 $16,185,308,29% $131.48 £7,469,060,000 $788,78

193¢ 5.04 . 87,058,141,414 213,65 7,828 ,380,000 856 .80

1938 4,89 37,164,740,315 288,43 8,026,1237,000 855,75

1939 4,90 40,439,622,411 308,29 8,163,289,000  940.80

Adding to the figures for the Nati nal Government the figures for
State and 1oeré,3. ‘govomments, we have a totsl of about $86,000,000,000
which is grester then the indebtedness of sny other country in the world.
However, the metional deb: of Great Britain is lerger than that of the
United States. When the netional and local debts are considered the per
eapité i.néeﬁtadness of the United States is only about $440 as compared 0
over $1000 for Grest Britsin.

In addition to0 the personal tax snd the call-at-the-source tax from
cor;poiﬁtiﬁns, the British now imposs emergency tsxas for war purposes.

At thi;a point 1t is well to consider Briton's new emerrency income taxes,
levied in 1939-1940, which are the highest in British history. {n
September 27, 1939 Chancellor of the Exchequer, Sir John Simon presented
Parliement with his first war budget. To finamce the first ycar of the
new war, Simon had to raise by taxes or loans the siaggering sum of
$8,000,000,000. The income tax was immediatelly boosted. The besic or
standard rate was ineressed from § shillings and 6 pence in the pound or
&7 per cent to 7 shillings or 35 per cent for the fisecsl ycar ending Merch
31,1980, For 1940-1941 1t will be 7 shillings and 6 pence or 374 per cent

to beeome effective April 1, 1940,
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Every class is hit by the new progrem. Evem the $10 a week olerk
will contribute to Briton's wartime income tax coffers, and the industrialist
with an income of ns much as $400,000 will pay more than $320,000 to the
Government. He levied a mew indireect tex on beer, wine, whiskey, and tobaeco,
The price of beser increased from 15 cents a pint to 18 ecents en? the price
of eigarettez has incressed to 28 cents for & package of 20,
Simon also ennounced & great meny changes in other direct texes, The surtax
wos incressed greatly snd dcath duties rose 10~20 per cent, The 60 per cent
excess-profits tax previously imposed only on armement fimms wss extended
to all businesses,

When the nation's estimated income wis determined for 1939-1940 it
amounted to approximately $4,000,000,000 or only half the outgo.

As high =s Amerizan persoasl income tax retes are now here ia the

wey in whieh they (federal taxes only) compare with the mew British taxes

in a few representative br&ckets:l
Table IIIX
Income of Married Person Total British Tax TPetal United States Tex
{no children)

$ 4,000 $ 871 $ 44

12,000 4,081 602

20,00¢C 8,820 1,589

80,000 52,068 21,269

400,000 223,068 2%2,194

The above conclusion ean be supplemented by the feet thet in CGrest
Brit»in the income tsx furnishes over 35 per cent of British nstional =mad
locsl tax yield compared with only sbout 15 per cent in the United States.
In many instsnces 3tste income texss are not considered whem comparisons

between income toxes in the twe countries sre made. However, the inclusion

l'l'ne figures in the table were taken from "The Briton Foots the Bill-e
U. S. Tekes Warning", Busincss Week, October 7, 1939.
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of State income tax would mot grestly nlter the picture, since in enly
five States does the rate range higher them 7 per c¢ent, Moreover, in
most Stetes federsl taxes are allowed as & deduction in ¢alculatilg
income for State incoms taxes, and State income taxes are allowed es a
deduction in ¢.lculating income for federal taxes, whikh makes the com-

bination less burdensome than it mey seem,
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A COMPARISON OF TH: STUDY OF TAXATION IN THE UNITED ST/THS

AND GEEAT BRITAIN

Direct and Indirect Taxation

Taxes are often classifled as “direct™ and "indirect,™ and while
this classification is not exaet it has been used by authors of dis-
tinction in the past and is still used by some governments. John
Stuart Mill stated the distinction between direet and indirect taxes
as follows:

") direct tex is one whioch is demanded Tram the very persons who it is
intended or desired should pay it., Indirect taxes are those which are
demanded from one person in the expectation apd intention that he shall
indemnify himself at the expense of emother."

Unfortunately this definition is not exact, Professor ﬁoligmana
says that "this criterion of distinetion has been abandoned by modern
seience.” He slso calls sttention to the fact that im former times "the
mass of indirect taxes rested upon the poorer classes,™ and that in

modern times "the so-called indirect taxes have lergely been removed from
neceasaries of life, and imposed upon luxuries or articles of harmful
consumption.”® This statement doss not hold true today. Although in

most cases articles of food heve besen mnde staﬁpt from the recent sales
taxes many of the necessaries of life are subjeet tc sales taxes. "Direeot™®
and “"indirect" as applied to texes very often fzil1 to determine the in~

¢idence thereof, and for thet particular resson such a clessification is

of but little volue,

lI. S. Mill, Principles of Politicel Economy, p. 823,

2
Seligmen, E. R, A., Esscys in Tarstiom, pp. 690, 691,
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The United States use of direct taxation is wholly a modern dev-
elopment, reflecting the improved fiscal education and responsidility
of the citizems.

Although the emphasis upon direet taxation resched its maximum in
the course of the World War, it hes net substantislly deminished in
Greet Britain or in the United Btates since,

Professor Seligman in Essays in Texatiom poiats out that direct
taxetion "genersally forms the last step in the histerical developmemt of
publie revenue, At first regurded entirely s8 an exbraordinary means
of support, it gradually =ssumed the character of am ordinary ferm of
revenue ," This tendency hns been illustrated in the United States where
direct taxes advanced from one-tenth of the revenue to almost two-thirds,
in the years following the war. The coursé through the years mﬁy be
indicated as follows:

Table IV

Percent of All Federal Taxes fram Direct Taxes

Year Per cent
1929 66.0%
1930 86,5
1931 86,3
1932 5641
1933 40,3
1934 27,7
1935 30.8
1936 36,2
1937 41.8
1938 43.0

In the taﬁle we find that direct taxation increased in the United
States to 66.5 per cent in 1931 and them it begem to graduslly decrease
until 1934 it was only £7.7 per cent of the total taxes colleeted, This
decresse may ha®¥e besn caused by the depression which was at its worst

zbout this time, Begimnning with 1935 dirsct taxstion bas incressed each
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year wptil 1938 it amounted to 43 per cent of the total tsxes ocollected.
The Gegree to which the British use direct taxation and the weight
of the British tax losd are apparent in the comperastive income tai
schedulss in the two countries:
Table V

Comparison of Effective Rate of Income Tex for & Married Man

With No Depmndents (All Income Eamed)

Amount of U, S. Tax Effective British Tex Effective
Income Rate Rate
$ 1,000 $§ 6,97 .69%
5,000 § 80 1.80% 637,08 12.74
10,000 415 4.15 1,668,78 16,63
BB”, Q(X) »3@‘89 9'% 5 ,737 . 02 28 o’%
50,000 8,869 17,73 18,317.32 36,83
160,000 30,384 30.39 48,448 .02 48.44
1,000,000 571,394 57,13 813,874.00 61.38
Personal Exemption United States Great Britain
Single $ 1,000 $ 492
Marrisd 2,500 738
Normal Rate of Tax 4% 22.5%
Corporetiocn Tax Rate 13.78 82.5
Table VI

Comparison of Estate Tax (Before Credit) Paid om Specimen
Wot Estates in 1936

Nep Estate United States British Tax
Before Exemptien Tex

$ 2,500 None $ 2¢.50
5,000 None 98,40
50,000 Hone 1,968.00
100,000 $ 1,800 7,872,00
500,000 59,100 : 93,480,00
1p00,000 169,100 236,180,00
10,000,000 ; 4,387,600 4,428,000,00
100,000,000 80,386,600 49,200,000.00

Exempticm $50,000 $492
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In America many states impose income and estate taxes im additionm
to the federal taxes shown in the above tables, On the other hand the
income and estate taxes have constituted only a minor source of revenue
in most of the.states.

The Federal Govermment allows a eredit against the federsl estate tax
for a comsidersble part of the inheritenee tax paid the states. The
Americam estate tax is the only federal desth tax, whereas the British
have a succession duty somewhat like ocur state inheritance sax in eddition
to the others.

It is also true that while British incmme end estate tax rates are gen-
erally higher thsm ours it is ia the low=r and middle brackets that the
principal differences appear, These differeaces may be noted in the above
tables,

Iz the United States cur system has in many respscts followed that
of Great Britain. It was the exsmple of Grest Britein that led us to adopt
the incame tax, amd the tax on estetes of decedents. We also obtained
from t he same source the excess-profits tax which was so successfully
applied during the World War and for some time afterwards, Like Great
Britain we have always heavily taxed intoxicsting liquors and tobacco
by excise® taxes and like her we have never levied .a general sales tax,

The United States taxes imports on the protective prineiple while Greab
Britain imposed a tariff for revenue only, However in the last few years
England has changed its policy and mow imposes duties on many classes of
manufactured articles which which undoubtedly is to protect her manufacturers,

*In both Grest Britain and the United Ststes the principle that taxes
should be levied in accordance with ability to pay is recognized to a

greater extent than in any other nation. The main feature in the English
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system may be said to be a progressive ineome tax in which the meximum
rate is comparatively high and the exemptions low. vl A speeisl effort has
been made to eliminate taxes of a vexatious nature snd those which are
difficult and expensive to administer.  The method of ecllection devised
has umnde evasion diffieult. Avoldsace bas alsc beem hindered by not
unduly extending the sllowances and deductions tiat the taxpayer may take.

The method of eomputing the ineoms tax in Great Britain, where the
income arises in connection with real estate, is very different from the
method used in the United States. The hasis #f the assessment on real
estute is whet ias called the “"annual value w2 or rent. The tax is usually
asssssed against the occupant on the “annual valus.” If he is & tenant
and peys the tex it is deducted from his rent. In bdoth Great Britein and
the United States the rent received from a house ia ineoms and im Great
Britain if the owner ocoupies the house instead of remting it, its remtal
value is still ineome and is taxes as such,

The British 4o not consider the profit made by sales or trrnsfers of
capital assets to be ineome unless those transactions are made in a trade
or business of the taxpayer and, es they do not tax capital gains they do
not allow capital losses to be deducted. A grest difficulty arises from
this prectice in determining whether the profit msulted from a tramssction
in busincss or was from a sale or tramsfer of capitsl amd the opportunities
for evasion are frequent.

The British do not allow many deductions.or allowances, They malke

no allowance for depletion, allow limited depreeiation only on meseohinery

J‘(.‘vrenen. W. R., The Theory and Iractice of Modern Taxation,‘p.zw.

“Ibia, p. 240
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snd equipment, and allow for no loss on .the diseard of makhinery aid
squipment not replsced. This does away with some of {he most aerious
complications in the Americam system.

In Great Britain business losaes may be used to offset business
gains for as long a time as six subsecuent yesra amd may also offset income
from lands, interest, and from miscellaneous msources for the year in whieh
the loss ia incurred. This prastice reduses the tax but mot to bhe extent
that our system of allowances for deprecistion:and depleticn.

The British organization for the collection of revenue is .'mpr;ar to
the American orgenization, snd works more smoothly, more sffectively, and
with less expense than any other country. This superiority is largely due
to the exeellence of the staff which is eharged with the collections.
This is due to the success of the English Oivil Service system, an ine
corruptible foree of high end long sxperience., On the ¢ontrary the United
States Internal Revemue Bursau contzains many untrained employees. The fact
that sormmeh more profit ocan be made by opposing the ¢ollaction of taxes
then in enforoing them az a goverpment official, has lured many tealented
government employees int%o private practice,

Evasion and avoidamce constitute two of its greatest defects and
cause some injustice in the application of the incame tax, There is
probably less evesion under the English system than under our own, and i%
is certain that there is mueh more avoidance im our country. Mueh of this
avoidance is esused by the restrietiocns impoased on taxation by the Federal
Constitution which prevents in mahy respects the spplication of ta;mtion
by either scientific or eguitsble methods.

Mr, Groenl says that there is another difference worth noting which

1The Theory and Practiee of rodern Toxatiom, p. 244.
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affects the eollecticn of t~xes in England. Thet is the high ethical
gtrndards of business msn and people of waalth gonerally in Englend.

Like all others, the Bnglishman disiikes to pay taxes, but as a rule

he does not avoid them by qt;entiamblo methods,

Evesion mey be practically imposcsible in Englgnﬁ because of the
system of "eollection at the mource® uasé there, '2‘th $ax on all dividends,
renta, salaries, interest, and otheyr pmﬁh dus from a@yano 50 the
texpayer is ecollected &t $he stendard rete from the person where the debt
originates., This system is not used in the United States to any great
éztant.

As a result of this prectice therc has beer mmch complaint onr the
part of the British taxpayer with reference %o the trouble involved in
obsaining the setilement of emall e¢leims arising by reason of teo high
rete having been eolls#tad under the system of collection at the souree,

‘hcb United Stetes has a nml tax rate applieable to all of the
taxahble imom and Great Britain hua a "standard rato' nmino applicable
to all the taxable income with an &xception as te very amall jncome s
which are taxed at a lower rai;a Both eonnt:risa have progressive surtex
rates in addition to the normal rata or stsr;dard rate. Both make en
ezllowance en esmed income and both mamke a deduction for dependents. The
stendard rete in Grez% Britaim is so mueh higher them the nornel rate in
the United States., However, the very ldarge incomes in the United States

are taxed much more heavily then those in Great Britais,
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CONCLUSIONS

"The United Stutes incame tax law is a modern, ¢carefully drofted, and
logically arrenged statute, wheress the British law is antiquated, ill~
arrangsd,'end obacure and ambiguous in its prcviaiann.”l

Anyone who has mede a careful exeminatioh of the income tax lews of
tny other country will be convinced that our stetute is better drawn and
more logically arranged. Yet for verious reasons it is certzin that the
law work§ with less friction and litigation in England than it does in
the United States. Thia is largely owing to the suthority given in
Englahd to tressury officials, sometimes rather far down the line, to
edjust snd compromise disputes as to the smount of the tax, which authority
we are reluctent or umsble to give in this country. These officiels also
have greatsy authority in fixing the smount of the tax then eould be given
them under our constitution, consequently their decisions are final to a
greater extomt and numerous technicslities which are raised in our courts
in tax cases are ineffective under the British practice, The result ia that
there is for less litigstion under the income tax in Great Britain than in
the United States, The Constitution alsc limits the kinds of taxes that may
be levied by the Federal Government, and prevents Federal texstion from
interfering with the governmentel prerogstives of the strtes., These matters
add to the complications of our taxes and meke difficulties in applying them,

- A8 euch ye: T goes by, practice with reference to the income tax becomes
more settled, its aﬁﬁlication becomes more definite, »nd there is leas
complaint about its sdministration,

lSpaulding, H. B., The ‘neome Trx in Grest Britsin rnd the United
States, (london, 1927)
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However, we know that there is considersble avoidanes, whieh results in
unequal application of the law, and also mors or less sviaiomn, which
defeats the law entirely, |

That the income tax has its defedts must de sdmitted, ut in this
respect it is merely an example of the principle that there is mo such
thing as a perfect tsx,

Both the American and Englisa systems are defective in providing
means of enforeing the law, slthough ocur present laws give encugh
authority if it were exercised, The law requires that the taxpayers keep
such records as the Commissioner with the approv:l of the Secretary of the
Treasury may prescribe, If this definite provision were enforsed, thousands
of small tsxpayers who have taxable ineome but never keep aay hooks or
make smy returns would be compelled t0 pay in the aggregate large sums to
the Governmment,

Meny people have the notion that compsred with the British we are
a lightly texed people. Three recsons mu\' be identified why the ordinary
citizen acquires this erroneous idea:

1., He may overlook State and loecal taxes: over half the taxew in
the United States are local in origin, wheress less than om-fifth are
locel in Great Britain.

3. He may keep too much in mind the direct texation, in particilar,
the personal ineome tax: only about l4 per cent of ocur revemues come from
perscnal fncome taxes, whereas the British Governmemt raises 35 per cent
of its total reveanue im this way.

3. In recent years deferred taxation or "deficit" has been much

grester in the United States than in Great Britsin. (See Table II.)
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By "deferred” taxation we mean that the United Stetes is spending more
each year than it collects in téxes. As & result of this excess spending
the Government is piling up a huge debt which in the future must be paid
by sore form of taxstion, It is evident that by eresting & debt whikh
must be paid by taxation at some future time we are merely deferring
taxation,

It is true that as & nation we have been 'lp‘mding money very much
fester than we have been raising it. If this tendency emtinues it is
well that the taipeyer become alamed becauss the taxes will have to be
raeised to meet the inereasing eests of governmemt. The load which rests
upon the people of these two mations therefore is not merely composed of
taxes but piled on the taxes is the mass of acoumulated deficits for which
80 far no provision bas been maile., ¥For these and many otler reescmms, it
is practieslly impossible to make more than & rough eompsrison between the
nations as to the tax burdens.

A word may be sdded coneerning the concept of taxable cepacity. When
does a nation resch the point where sny increzsé in the tax losd would be
disastrous or at least highly undesirable for the mation's economy? All
will depend upon the circumstances of time spd place, Mr, Harold M, Groves
says that it will also depend on "the purposes for which the momey is raised,
the morale of the taxpayer and partieularly the perfection of the taxation
instrumen is which are employed, Presumably no taxation is too high if the
majority of the nation feels it necessary to prevent aannihilation by e
foreign foe. And perhaps the same holis true for the prevention of wide-
spread starvetion; or for a restorestion of morale to those who have long
beert without a decent opportunity emd whe are living fer delow their
1

stendend.”

)‘Groves, H, M,,"British Texes and Ours,'New Republic, July 13, 1938, p.276.
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