HLET OFFICE

A POSTWAR

Federal Tax Plan
FOR

High Employment
Proposed by
T H E R E S E A R C H C^OrKDMa W E E ^ ' - a ,

of the
C O M M I T T E E FOR

e

1944

ECONOI^Jjj^^Yg^J^aFyMi^^^^^
28b MADISei AVEHtE, SEW ISM lU-1.

R E S E A R C H C O M M I T T E E o£ the
COMMITTEE FOR ECONOMIC DEVELOPMENT
RALPH

E . FLANDERS^

C H E S T E R C . DAVIS, Vice

Chairman

President,
Federal Reserve Bank
St. Louis, Missouri

Wu^iiAM

A. J O H N S T O N , President,
Brown-Johnston Co.
c/o U. S. Chamber of Commerce
Washington, D. C.

ERIC

Chairman

President,
Federal Reserve Bank of Boston
Boston, Massachusetts

ERNEST

KANZLER

Chairman of the Board,
Universal Credit Corp.
Detroit, Michigan
THOMAS W . LAMONT

BENTON

Chairman of the Board,
J. P. Morgan k Co., Inc.
New York, New York

Vice President,
University of Chicago
Chicago, Illinois

Ex-Officio

RAYMOND
DONALD

DAVID

Dean, Graduate School of Business
Administration,
Harvard University,
Cambridge, Massachusetts

RUBICAM

285 Madison Ave.,
New York, New York
Treasurer,
R . H . Macy and Co., Inc.
New York, New York

BEARDSLEY R U M L ,

PAUL G . HOFFMAN
S C H E R M A N , President,
Book-of-the-Month Club
New York, New York

President,
Studebaker Corp.
South Bend, Indiana
Ex-Officio

HARRY

„

RESEARCH ADVISORY BOARD
SUMNER

H . SLIGHTER,

Chairman

Lamont University
Professor, Harvard University
ROBERT

Vice

D E BLOIS

CALKINS

HAROLD

LASSWELL

Director of War Communications
Research, Library of Congress
W I L L I A M I. M Y E R S

Chairman

Dean, College of Agriculture,
Cornell University

Dean, School of Business,
Columbia University

THEODORE W .

D A V I D F . CAVERS

SCHULTZ

Department of Economics,
University of Chicago

319 Maple Avenue,
Falls Church, Virginia

RALPH

N E I L JACOBY

YOUNG

Professor of Economics,
University of Pennsylvania

Professor of Finance,
University of Chicago
Research

Director

THEODORE O . YNTEMA

Research
GARDINER C . M E A N S

Associates
HOWARD

B. MYERS

T H E BOARD OF TRUSTEES
REAGAN HOUSTON

PAUL G . HOFFMAN,

Industrialist and Merchant
San Antonio, Texas

President,
The Studebaker Corp.
South Bend, Indiana

Foreword

President,
Boeing Aircraft Co.
Seattle, Washington

PHILIP G . JOHNSON,

WILLIAM BENTON,

Vice President,
University of Chicago
Chicago, Illinois

i A R L Y I N 1943 T H E Research Committee of the Committee for EcoA. J O H N S T O N , President,
Brown-Johnston Co.
c/o U. S. Chamber of Commerce
Washington, D. C.

ERIC
F R A N K A.

CHRISTENSEN

Vice President,
The Continental Insurance Co. and
Fidelity & Casualty Co.
New York, New York
W . L. C L A Y T O N

Anderson, Clayton & Co.
Houston, Texas
C A R L E C.

CONWAY

HARRISON JONES

Chairman of the Board,
The Coca-Cola Co.
Atlanta, Georgia
CHARLES F. KETTERING

Vice President,
General Motors Corp.
Detroit, Michigan

Chairman of the Board,
Continental Can Co.
New York, New York
President,
Federal Reserve Bank
St. Louis, Missouri

CHESTER C . DAVIS,

President,
Scott Paper Company
Chester, Pennsylvania

THOMAS B. MCCABE,

President
Jones 8c Lamson Machine Company
Springfield, Vermont

nomic Development authorized a group of research studies under
^

the general heading of "Taxation

and Business—Studies of incen-

tives for business enterprise and the impact of taxation on these incentives." This group of studies was placed under the direction of C. E.
Griffin, Professor of Business Economics, University of Michigan. A t the
suggestion of Professor Griffin, Harold Groves, Professor of Economics,
University of Wisconsin, was engaged to head the study of postwar federal tax revision, and Henry Simons, Associate Professor of Economics,
University of Chicago, and W . A . Paton, Professor of Economics and Accounting, University of Michigan, were employed as consultants.
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A preliminary report by Professor Groves, entitled "Production, Jobs
and Taxes," has been completed and has been published i n book form by
the M c G r a w - H i l l Book Company.
In accordance with the procedures established by the Committee for
Economic Development, Professor Groves is solely responsible for the
opinions and conclusions presented i n his study. He has had the benefit of
numerous criticisms and suggestions by members of the Research Committee of the Committee for Economic Development and by other members of the research staff. H e has been entirely free, however, to accept or
reject any or all suggestions by others, i n accordance with his own indi-
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vidual judgment. Similarly, the members of the Research Committee, and
the members of the Board of Trustees of the Committee for Economic
Development, i n sponsoring the publication of the study by Professor
3

Groves, do not thereby accept responsibility for his views or by implication
endorse his conclusions.

A Postwar Federal Tax Plan

T h e accompanying policy statement represents the views of the mem-

For High Employment

bers of the Research Committee, for which they are solely responsible. T h e
Committee, i n the development of this statement, has benefited greatly
from the work of Professor Groves and other members of the research staff.

"iHE

MAIN DOMESTIC P R O B L E M

of the American people, when hos-

None of the research staff, however, has any responsibility for the views

tilities end, will be to achieve a high level of production and employ-

expressed herein.

ment. Continuing large-scale unemployment cannot be tolerated,

T h e philosophy underlying this policy statement is basically the same

either among the millions of returning soldiers, or among the more numer-

as that set forth by Professor Groves, and, i n most respects, the conclusions

ous millions now engaged directly or indirectly i n war work. T h e post-war

are the same. T h e few differences i n recommendations are explained i n

tax plan proposed here has been designed with that problem uppermost

footnotes to the appropriate sections of this statement. T h e Committee

in mind.

urges that the study by Professor Groves be read i n conjunction with this

Taxes can be reduced, but they will have to be heavy by prewar stand-

statement. It believes that his study represents an outstanding contribu-

ards. T h e reason for this is that governmental expenditures will be far

tion to the subject of taxation, and with a few minor exceptions, it

greater than ever before i n peacetime. Every effort, of course, should be

heartily endorses his conclusions and recommendations.

made to hold down these expenditures. Each item should be scrutinized

T h e accompanying statement, like the study by Professor Groves, is

with extreme care. In spite of all such proper efforts at economy, the indi-

concerned solely with a revision of the federal tax structure. N o consider-

cations are that postwar federal expenditures will be at a level which, be-

ation is given here to problems of state and local taxation, although the

fore the war, would have seemed to many almost impossible to support

Committee recognizes that such taxation w i l l have considerable impor-

by taxation.

tance for the attainment of high levels of productive employment. Studies
in the latter fields are now under way, and the Committee hopes to publish the results of these investigations at a later date.
RALPH

E. F L A N D E R S

Chairman, Research Committee

T h e main items can be foreseen. Interest on the federal debt alone will
probably call for as much money as total annual federal tax collections during the immediate prewar period. A t least for a number of years, we must
count on an army, navy and air force many times larger and more costly
than we had before the war. We must provide benefits to many millions of W o r l d War II veterans, i n addition to those still being given
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to veterans of previous wars. We must be prepared to meet new international obligations. There will probably be added costs from a rounding
out of the social security program. Finally, the normal peacetime functions
of the federal government are not likely to cost less than before the war.
Although any estimate made at this stage must be uncertain, it is dilfi4
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cult to figure that after the war total federal expenditures will be less than

purpose especially i n mind: to lessen, as much as possible, the depressing

somewhere between $16,000,000,000 and $18»ooo,ooo,ooo a year, not in-

effect of heavy taxation upon production and employment,

cluding social security payments and retirement of debt.
The lower figure is about 2V2 times—the higher almost 3 times—the
highest revenue raised in any single year before the tvar.
Such grand totals, stated i n billions, mean little to most of us. When

T h e colossal sums needed must and can be raised by taxation. T h e basic
question is, how can they best be raised? T h e various ways by which money

they are connected up with the pay-envelope, however, their meaning

can be taken from the people i n taxes have an all-important bearing on

becomes comprehensible and sharp. They mean that after the war the

our chances of achieving prosperity. Wise choosing among tax alternatives

average cost of supporting the activities of the federal government, if

can make a difference of jobs or no jobs to many millions of people.

spread evenly over the entire population, would be more than $500 a
year for a family of four.*

Whatever tax system is devised, we should always have clearly i n mind
three broad objectives:

When the peacetime cost of government rises to such magnitudes, it
becomes more than ever necessary to overhaul our tax system, with one

The totals represent what the cost of
federal government would be to a family of four, if
taxes were spread evenly over the whole population.
Federal tax revenues after the war are assumed to
be $18,000,000,000.

$512

$68
1929
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•This would not be the full picture of the postwar cost of government in the United
States. It is estimated that state and local governments, after the war, will have to collect
around , ^ 1 2 , 0 0 0 , 0 0 0 , 0 0 0 a year in taxes. Accordingly, the total cost of government in the
United States after the war, if spread evenly over the whole population would be in the
neighborhood of $ 8 5 0 a year for a family of four.

FIRST, the tax system must impose the least possible restriction
upon an expansion of production and employment. Particular care should be taken not to discourage the launching of
new enterprises and the natural urge of every business man to
try to make his business grow. By the continuous starting of
new businesses, and the steady growth of old ones, more jobs
get created and more wages get paid. Care must also be taken
that personal income taxation does not penalize unusual
abilities, or undermine thrift, ambition and hard work by
unduly limiting the rewards. T h i s general objective means,
also, that taxes should cut as little as possible into the buying
power of consumers; for the more buying power each one has
the broader is the market demand for all goods and services.
SECOND, taxes should be fair among persons. They should fall
equally on persons i n like circumstances, and should rise progressively with ability to pay—that is, as individual income increases. T h i s objective means, also, that all citizens should
contribute some monetary support to the federal government,
except those with incomes below m i n i m u m subsistence levels.
It involves, too, i n so far as practicable, that each citizen should
be fully aware that he is supporting the federal government,
7

and should know how much he is paying. Moreover, the con-

which would give taxpayers at all levels of income marked re-

cern about fairness should not be concentrated solely at one

lief from the present heavy burdens.

end of the income scale, but through the range of all incomes.
THIRD, taxes must be adequate. Having made sure that every
federal expenditure is truly advantageous for the general wel-

SECOND, excise and sales taxes should be lightened as much as
total revenue needs will permit.
THIRD, taxation applied directly against business operations

fare, we must see that enough revenue is raised, i n order to

should also be lightened as much as total revenue needs w i l l

instil justifiable confidence i n the integrity of the federal gov-

permit.

ernment, i n the soundness of the dollar, and i n the safety of
the federal debt as an investment. Directly and indirectly that
debt is owed to the American people, and constitutes a very
large portion of the savings upon which they rely for protection against emergency.
There need be little conflict among these three broad objectives. They can
all be reconciled, by careful planning, i n the same tax system. They have
all been kept constantly in mind i n the specific recommendations pre-

FOURTH^ insofar as possible, serious inequities of the present tax
system should be removed.
FIFTH, federal taxation should be heavy enough both to end the
long uninterrupted rise i n the federal debt, and to produce
surpluses which will make possible substantial debt reduction,
when a satisfactory high level of production and employment
has been reached.

sented later i n this statement.
T h e key consideration, however, has been postwar employment. T h i s
emphasis has been made imperative by the seriousness of the problem.

T h e reasons why this Committee believes that at least half of total federal

Reliable studies agree that from

000,000 to 10,000,000 more jobs must

revenues should come from the graduated personal income tax are:

be found in private production

enterprise than existed in 1940, and this

FIRST, it is convinced that this form of taxation has less of a repres-

great volume of new peacetime jobs must be created quickly. There is a

sive effect upon production and employment than do sales and

crucial relationship between that problem and taxes. For if our present

excise taxes and the taxation of corporate profits; provided

tax system were carried over into peacetime, it would be extraordinarily

that tax rates on the upper-income groups are lightened suffi-

repressive upon production and employment. Indeed, if the deliberate aim

ciently to give encouragement to risk-taking; and provided,

were to hold down the peacetime volume of employment, our present tax

further, that tax rates on the lower-income groups are not so

system would go far to accomplish it.

high as to limit markets unduly.

*

SECOND, it is convinced that this is the fairest form of taxation, because it is the only one that can be closely adjusted i n accordA t the core of the proposed tax program are the following five major conclusions of the Committee as to the necessary line of action:
FIRST, the graduated personal income tax should provide at least
half of the total federal revenues needed, with a rate structure
8

ance with ability to pay.
THIRD, where the burden falls, and who pays it, is clearly evident.
It is a common and mischievous fallacy about taxation that it
is possible to relieve individuals of a tax burden by levying
9

taxes on goods; or on corporations; or on transactions. T h e
truth is that all taxes have to be paid by living persons, and inescapably they always do come out of the pockets of living
persons, directly or indirectly. T h e mere circumstance that i n
many cases the taxpayer may be unaware of the tax does not
alter the fact that he is paying it.
FOURTH, with a tax structure having as broad a base as the one
proposed here, some 40,000,000 taxpayers and their families
would be acutely conscious that they were contributing to the
federal government. T h e result should be to make citizens
aware of their stake i n the nation, and it should tend to more
economy and efficiency on the part of the government.*
Under the specific recommendations as to the Personal Income T a x (page
"The proposed tax plan is theoretically sound and stands up
under objective analysis. But a matter of real concern is whether this plan will be politically acceptable as a whole. It should not be accepted piecemeal. Indeed, it is apt to fail if
certain parts are accepted and other parts rejected.

The share of net income which goes
in taxes rises sharply as the net income of the individual rises. "Net income" is the total income
received after deductions for necessary business
expenses, taxes, contributions, etc., but before
subtraction of personal exemptions. The estimates are based on the 18 percent suggested standard rate, assuming a national income of $140
billions. The figures are in Table IV on page 45.

"The plan relies largely on revenue obtained through the personal income tax. On
the one hand, the proposed individual tax brackets for the greater number of taxpayers
will be higher than prewar. Some forty million taxpayers, and their families, will become
acutely conscious of that fact. On the other hand, the case for encouragement of risk
taking, the need for a freer flow of venture capital, the need to encourage the job-givers,
whether as salaried managers or enterprisers, is accepted as a prime economic necessity
for the creation of jobs—as the foundation upon which the success of our country was built.
"Under these conditions practical political considerations may have continuing disrupting effects on the proposed tax rates and brackets which may well become a political
football.
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"For this reason, I favor minimizing the direct taxation in the lower brackets wherever
possible. This can be done to some extent by retaining existing excise taxes and levying
new excise taxes where the cost of collection is not unreasonable as compared to the
amounts received. Direct taxation in the lower brackets can also be minimized by securing other revenue by limited sales taxes, and some taxation along this line is, therefore,
favored even though such taxes, as well as excise taxes, are subject to the criticism of being
regressive and that they fall largely upon the taxpayers in the lower brackets.
"In this manner, it will be easier for the body of forty million taxpayers and their
families to grow up to the plan as suggested and there will be more time to develop that
understanding and sympathetic support upon which the proposed plan and its equitable
enforcement on this large new army of taxpayers depends. It will also give time to develop
an enforcing organization and prevent the tax from degenerating merely into a tax on
industrial wages and dividends."
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27), it w i l l be seen that careful consideration has been given both to the
maintenance of mass markets, and to the stimulation of risk-taking.
As to mass-markets, the structure provides that, out of a national income of $140,000,000,000 more than $yy,000,000,000 would not be taxed
at all under the personal income tax. About four-fifths of this would be
received by the lower-income groups.
As to risk-taking, the structure also provides that tax rates be lowered
throughout the entire range. T h i s is necessary because of the adverse
effects of the present extremely high rates on risky investment and hence
on the volume of employment.

$7,100,000,000

Fully 70 percent of total taxable income lies in
the first bracket from 0—$2,000, and the amounts of income in
the higher brackets decline rapidly. The estimates are based on
an 18 percent standard rate, and include the suggested withholding tax on dividends. This chart is based on Table III on
page 43.

It would be helpful if there were more general understanding of the
precise situation that exists with regard to the taxation of higher incomes.
Any extra monetary yield to be gained from the upper incomes by higher
tax rates than those proposed would be far more than offset by their withering effect upon the total volume of employment.
As shown by Table III i n the Appendix (page 43), with national income
as high as $140,000,000,000, the total taxable income in the tax brackets
above $10,000 is estimated at only around $6,000,000,000. O f this, even
with the moderated rates proposed i n this tax program, nearly half luould
be paid in federal income taxes. T h e taxpayers would, of course, pay
further sizable amounts i n other forms of federal taxation, and i n state
and local taxes. Quite plainly, ambition and inventiveness and harder
work and more thrift are on the way to atrophy when the individual must
pay any heavier levies than those proposed.
Particularly i n view of the critical employment problem that w i l l exist
after the war, the obviously wise course for the nation is to say i n effect to

$1,100,000,000

all of its most enterprising citizens: " G o ahead; risk your money and put
$300,000;(ibo

all the effort and brains you have into increasing the nation's production.

t mum

By doing this, you luill be creating jobs for other people, while making
money for yourself and this continuous job-multiplication is the main
thing we want to see happening i n this country. You w i l l have to pay i n
12
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taxes a good share of what you make, but you will also have left a sufficient

federal gasoline tax if it is linked with federal highway extension and

share for yourself to make your efforts worthwhile."

improvement.

T h i s Committee believes it would be most unwise to make that retain-

T h e elimination of all excise taxes, except those proposed, means an

able share less than is proposed under the rate structure recommended

additional lightening of taxation on low incomes to a degree that w i l l be

here. There was serious questioning, indeed, among the group of econo-

surprising to many. A t a national income of $140,000,000,000, if all the

mists advising the Committee whether the rates set are not too high to

present excise taxes were retained, the revenue yield from them is esti-

help employment as much as it should be helped from this direction.

mated to be around $6,000,000,000; while the revenue from liquor,
tobacco and gasoline alone would only come to around $2,900,000,000.
Accordingly, this particular recommendation of the Committee, at a

Excise and sales taxes are, of course, paid by individuals just as personal
income taxes are. Instead of paying the tax directly and immediately to
the government, the individual does so at one or two removes, the distributor or manufacturer doing the job of collection for the government.
T h e imposition of such taxes, consequently, does not i n the least

national income of $140,000,000,000, would mean a saving in federal
taxes of around $^,000,000,000 a year, and this would represent tax relief
principally to families with low and medium income. T h e addition of this
large sum of money to the support of markets for mass-production goods
would obviously help greatly in expanding production and employment
after the war.

,

lighten the load of taxation upon the great mass of citizens. It simply
serves to make the taxpayer less aware of the tax burden.
In order to raise any large amount of revenue this way, the goods and
services taxed must be those that are widely, almost universally, used.

By sensible changes i n the taxation of corporate earnings a great advance

Consequently, there is clear inequity here upon all low-income taxpayers,

can be made toward achieving the nation's postwar employment goal:

for they would pay a disproportionate share of their incomes i n taxes.

namely, to create seven to ten million more jobs than existed i n 1940.

It is also true that excise taxes on goods and services often raise the

Obviously the employment of many millions of workers is tied up with

price of the goods and services by the amount of the tax. T h e adverse effect

the good or bad fortune of the nation's live hundred thousand corpora-

upon the volume of employment i n private enterprise, particularly i n

tions; moreover, the present corporate tax laws would be so damaging to

mass production industries, is clear.

employment, if carried over into peacetime, that an intelligent change

In view of these considerations, the Committee recommends the elimination of excise taxes except those on liquor, tobacco and gasoline, if
needed. These are included because of the large total revenue require-

of them can make an enormous difference i n the total volume of jobs
available after the war.
It is i n the field of corporate taxation that the popular fallacy pre-

ments and because they are heavy and stable revenue producers, easy

viously mentioned—namely, that it is possible to relieve individuals by

and cheap to administer. There are also widely recognized social reasons

taxes levied on inanimate objects or on transactions—does its greatest

for excise taxes upon liquor and tobacco, and a special reason for a

economic mischief. Most people forget that a corporation is a legal fiction,
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