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T A B L E  7 . - C O M P A R I S O N  O F  E F f E C T I V E  I N O I V I D U A L  I N C O M E  T A X  R A T E S  U N D E R  A N  I N D I V I D U A L  I N C O I I l E  T A X
REFORIVI  PROGRAIVI  AND A VALUE AOOED TAX.  I972

I  Income c lasses  in  thousands o l  do l la rs ;  eFfec t ive  ra tes  in  D€rcenU

I n c r e i s e  i n  I f { e c l i v e  r a l e  o l  l a \  u r d e t  a
e i l e c t r v e  v a l u e  a d d e d  t a x  w i l h

t a l e  l r o m  l a \
r e l o r m  p a c k -  A  n a f i o w  A  b r o a d  b a s e

I  Revenue Ac t  o f  l97 l  ra te  schedu le  fo r  mar r ied  coup les  f i l i ng  separa te  re tu rns .

Note :  Ra ie  schedt les  I  t0  4  a re  app l ied  w i th  a  $1 ,300 tow- income a l lowance;  ra te  schedu le  5  assunes a  $2 ,000 l0w- in '
come a l lowance.

IABLE 5 .  TTFECTIVE TAX RATES UNDIR THE COIV1PREHENSIVE INCOI \ ' ]E  TAX AND ALTIRNATIVE RATE SCHEDULES,
BY INCOME CLASSES,  1972 INCOI \4E LEVELS

I lnc0me c lasses  in  thousands o l  do l la rs ;  e f fmt ive  ra tes  in  percent ]

E r p a n d e d  A G I  I
Present

law 2  Schedu le  t  Schedu le  2  Schedu le  3  Schedu le  4  Schedu le  5

l .  I  - _ , _

J .  b

$50.0 lo $60 0. , -
960.0 to $70.0.-  - .
$70.0 to $80.0,  .  -  -
$80.0 to $90.0 -- -
$90.0 to $100.0-
$100.0 and over,

Income c lass a 8 e 3 r b a s e  2  a n d  a  c r e d i t  l

0 . 9
3 . 2
5 . 8
8 .  I

1 0 .  I
l l . 9
i 5 . 1
73.4
3 0 . 8
3 4 . 4
36.  0
l t . 3

0 .  I
1 . 7

1 8

l l . 9
1 5 . 6
2 4 . 9
3 3 . 8

4 0 . 0
i l . 3

0 _ 3
. l
. 2
. 4
. 6
. 7

1 . 2
3 . 0
8 . 4

I 6 .  3
1 9 .  0
l .  I

$0 to $5
$3 to $5
g5  t o  $ l
$ 1 0  t o  $ 1 5 ,  -  -  -
$15 to $20- ,  -
$20 to $2s , -
925 to 950 _ .
$50 to $100- ,

U n d e r  $ 3 .  ,  - .
$ 3  t o  $ 5  , -
g 5  t o  $ 1 0 .
$ 1 0  t o  $ 1 5
$ 1 5  t o  $ 2 0  - -  - -
$ 2 0  t o  $ 2 5  - , ,
$ 2 5 t o $ s 0 , .  - . , - -
$ 5 0  t o  9 1 0 0 , _ ,
$100 to  $500
$500 to  $1 ,000 -
$1 ,c00 and over - - ,
A l l  i n c o m e s - - - -

0 . 6  1 .
? . 6  5 .
5 . 9  8 .
8 . 7  1 0 .

1 0 . 6  1 1 .
1  1 . 9  1 2 .
l a . 3  1 3 .
2 1 .  4  1 4 .
79 .8  14 .
34 .?  14 .
3 6 . 0  1 4 .
l l . 3  l l .

l . l
3 . 6
6 . 2
8 . 3
9 . 9

i l . 4
1 4 . 1
2 1 .  8
3 3 . 7
4 t . I
4 4 . 7
I l . 3

0 . 5
t . 7
5 . 3
8 7

1 0 . 7
1 2 .  I

. ,  1 4 . 5
? 1  <
29.5
3 0 . 4

.  3 2 . 1
l L 3

8
6
1
1
8
4
I
0
3
2
6
3

$100 to $500. _
$500 to $1,000-
$1,000 and over
Al l  incomes. -  _

r  Expanded AGI  i s  ad jus ted  gross  income as  de t ined in  the  ln te rna l  Revenue Code m0d i f ied  to  inc lude the  income r lems
l is led  in  tab le  2 .

?  Rever i le  Ac t  o l  l97 l  i ! r )p l ied  to  1972 incomes.

I  For  de ta i l s ,  see  lab le  6 .
I  B a s e  e r c l u d e s  r e n t , 1 0 0 d ,  a n d  m e d i c a l  o u U r y s ;  l a x  r a t p , s  3  0 e r c e n t .

, r i . " , iT . j i r J i i r r " ] , , i i 0 t ;  
tu l l  tax  c redr t  rs  g iven  t .persor  tam, t res  w i th  Incomes up  to  $5 ,000 and phased 0u t  i t  g20 ,000;  tax

' I 'he Clrr ,rrrur,rx.  I 'hank 1-ou, I)r .  pcchnran.
our .n t :x t  P i l re i i s t_ is  l ) r ' .  No. r r r l l l  J r .  ' r ' r r . c  o f  1 \ ' , s l r i r rg to r .  I ) . ( - .
I )r" l 'u ' 'c,  \ \ ' r r  r . r .e l i .1 l1i1 ' t '  ha'rr  \ .o.  \ r i t r r  l ls.  )-o. , , i i , . . , rngulr .a.  /

STATXMENT OF DR. NORMAN B. TURE J

. I )r . ' I ' r r l r rr . ' l lh lnl i . \ -ol l .  l l l ' .  Chlr i r .nurn. f  rvurrt  to ol l t r  ) l ) \ -colr)nlol)(1f l -
t ions to t l r r :  conrrni t tcc for rr : r l i ing thes.,  p, , , r . is 1,"* i i , r , , . ' i " , r , ,  j , . , r , , ,  t l ,* tl l r l r ' . n ' . i l l  b t ' . r r s e l ' r r l  r .  \ ' r r r r  i n  c x r i r r r i r r i r r g ' t l r , , i s s \ r o s . i r , , * ' ; ; : f ; , , 1 , ;  , , ; ; " , ;
bt 'ot t l  basis l rc{olo lorr  gct into t l rc t l i , r i ls of  t l ro , . . f i r . , i r ' .Jr . , , r , ta.  rNnr r r .  to  ox- l  ) r ' ( , ss  r r r l  r r l r l l l r . i r r t io r r  I ' o r  t , . i r r ! , i s t i , , , l  i , ,  r , , , , . i i . , i i l , , i , l l , ,  t t , . . "
l l c n l l l l g s .  I  l t l s o r t n t t t . t o r t s s t t t c t l r t ' c o r r r r r r i t l c c l l r l r t  i r i  r r r . r ' l t ' s t . i r r r , r r r l l r r r r l
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l ) i l l l i ( ' i l ) l l t i ( ) r r  i r r  l l r i s  p u r e l  I  i l n r  l o l ) r ' c s c l ) t i n g  o n l r ' l r ) \ ' o \ \ ' l r  l i c u s .  r r o t
{  l r ose  o f '  t r r l  c l i c r r t s .  1 r r s l .  l r t  cs t ' t t t ,  o t '  l r l osy r t ' < ' t i v r ' .

I  s l r r t r r l <1 .  o f  co r t t so .  l r c  r l t ' l  i g l r t ( ' r l  i f ' r r n r ' o f  l l r cn l .  l l r y  f o l l ow  r l l l c l i s ( s
l r n r l  t l r t  co r ) l n ) i t l { ' 1 ' .  r t ' r , r ' r , t o  ng loe  l ' i t l r  r r r l  r un l l s i s  n i r r l  conc l r i s i , r r r s .' l ' l r t  o l l i c t ' t i r 1 ' s  o l ' l r t r  l t ' f ' o l t r r .  I  s r r l l r r r i t .  s l r o r r l r l  l l t ' t o  r n n l r l  l l r t ' l i r . r
l : r  .

t .
I  r ' r t t r  t I r ' l i r r c l r ( t ' .  o t t  l l r r ,  l r : t s i s  o f  l r r u r i r ' - q i s .  D lo l i s i o r r s  nn r i  f e l t r r l c s  o I
r ' r i s t  i r r g  t r t x  l r t u '  u  l r i c l r  i n ( r . r ' l i ' r t  u ' i t l r ' e f l l c i c r r t  r r sc  o f  p l o i I r r c t i r ) n  ( . n l ) n -
l r i l i { r ' r r r r t l  s t t ggcs t  t ' l u rn t - f t ' s  i r r  t l r t :  i l u ' t o  r r ro r l t ' r ' n t t ' .  i f  no t  e l i t n i r r l t e .
t l r csc  o l r s t t ' r t l t i ons .  I t r  t r r t '  j r r r l g r r re r i t  t l r cse  t ' l l r r r g r . s  l ' ou l r l  r l so  rnn l i , ' t l r t '
l r t x  svs {  r ' t r r  l l r i l t ' r ' r r r r< l  s i r r r l l l e r ' .  B r r t  i r r  o l } ' r ' r ' i ng  t } r n t  i r r dg rne l ) t .  1  l ) r ' o l css
r ro  spcc i l r l  t ' x1 r t ' r ' t  r r ( ' s s  t o  co r r r rn l r r ( l  l o r r l  l t { cn t i on .

I i r t i t ' l t t ' s s .  l i l i t ' l r u r r r t v  ru t<1  s< l  t t l u t t ' o t l r c r  t l r i r r a ' s .  i s  i t r  l hc  cvc r  o f  t l r c
l re l ro l t ler ' .  No r r r r i tc t 's i i r ' .  t l rn l r l t  l renvetrs.  l rcstor . . ls  i l r i  l ( l rar)co( l  t ieg lce
i t r  Ia i l t tcss o l  l r ts  ln  t , t r i lon-r ' r l  c l r l i r  i rs  1r1 ' , r fcssor  of  f r r i l r ress.  , \sse,r ' t ' ior rs
I t l r o t t t  n ' l u t t  i s  o l  i s  t r o l  f l i t ' .  r ) r r  l r r l l t f t ' r ' r v l r o  nu r l i os  t he r r r .  s l r o r r l r l  l u :
l r t l i t ' t t  i t s  t ' x l r t  css io t t s  o1 '  1 r ' t ' f e t  e r r cc  a r r t l  j r r r l gn r t ' r r t .  no t  ns  sc ien t i { i ca l l l
r l e l i t r , r l  t l r r t hs .  I  l r l l e  t r r r '  , qc t  o f  1 r ' c fe l c r r r . cs  u ' l r i c l r  l ' i l l  l r e  c l c r l  t o  t l r c
co t t t t t t i t t t ' e  i t t  l l r e  t ' o r r t r ' x t  o l '  t r t t '  t es t i t r r o r r r ' .  l r r r t  I  r l o  r i o t  w l l l nn t  t l r en r
I t s  l r r ' l l t r ' ( ) t  \ \ o t s r ,  l l r ; r t r  : r t t \ ' , r t t t  c l s t , ' s  s , , t .

I l r - c ' r ' r - l r r r  l l r s  t l r i s  e l l ' ec t  o f  l l i s i r r g  l l r c  cos t  o f  so r r ro t l r i r r g  o r .o t l l c l '
l o  { l r c  i r l i r l r t t .  scc to r ' .  \ o  1no  t t xes , ' o f  ( ' ou l s ( , .  l r l l e  t l r e  s i r nc  i r r i t i l l

I ' t , r ' l r r p s  t l r o  l r t . s t  u ' r r r ' 1 o  r p l r l o l r < ' l r  ( l r e  c l r r e s l  i o n  o f  t n x  r . r . { o l r r r  o l r j t r . -
t i t ' t ' s  i s  l r l  r r s l t i t r u  r t ' l r t t  r t ' e  c x p t ' r ' t  t l r x t ' s  t o  r l o . ' l ' l x c s  i r l c  i n r l r o s t ' r l  t o
t ' l t i s c  t t ' r - r i t t t t c s  1 r , , , ' r t t t s c  t l r r '  ( ] r i v c l r r t t ) r ' n l  r r s c s  s o r t t t .  , r f  t l r t  c l o r r < r r r t r ' t s
1 r t ' o t l t t r ' 1  i o r t  l i t l r r , ' i t t  i r r  l r r l r ' - r ' i r r g  o r r t  i l s  f r r r r c t i o r r s  u t i c l  o l l o ' n t i o r r - .  

' l t l r , ,

p l ' r t r l t t c t i o t t  c r t l r l r c i t r - r r s c t l  l r r - l l r c  G o l c r t u r r t ' t r f  i s  r r o t  l v a i l n l r ' l e  t o  l r o r r s c -
i l o l r l s .  l r r r s i n t ' s s r , s .  l r r r l  i r r s t i t r r t i < r r r s  i r r  t l r r ' l r l i v l t c  s e c t o r . o f  ( l r c  c r ' o r r o r r r r ' .
l ' l r t ' l r l r s i c  l ) r l r l ) o s ( ' o l ' l l t t  t r r r t ' s  l c v i t t l  l r r ' ( i o l e l r r r r i c r r t .  t l r e l r ' { r i l c .  i s  l o

l ( ' ( l l l ( ' { ,  t l t { '  I ' t  l \ . i l l r ,  s r ' r ' l ( ) t ' :  ( ' l ; l l l i l S  r } l

r r r r : t { T . ' l ' l r r : r t i , ' 1 1  1 *  i l r r ,  t t r r , i r t r s  l r v  t r ' l t i r . l r
r ' ( ' l n  I  I l r '  I r t  r r  : r 1 r .  . r ' r ' ( o l  l o  I l t r '  (  i o v c n t t t r t ' n l- - - l ' l i i i l l ; , r r r .s f t i l  

o l ' t ' l r t i i r r i - I f -c lTcct i rntc iT- l r l  r t is i r rsr  t l re  cosl  to  l rorrso-
l r o l t l s  r i r r l  l r r r s i r r t ' s scs  o l '  t l r t ' i r  usc  o f  l r r o r [ i r , . t i o r r  , ] r r l , ; r c i t r - .  I  f  r  t l x  i s
l c l i c t l  r r s  l r t t  t ' l c i s t '  o t t  r t  D l t  t i c r r l l r l  c o r r r r r r o r l i t r -  o t '  s l r v i c t ' .  t l r e  r . o s t  t o
l l , r r t s t ' l r , , l , l s  : r t t r l  l , r t s i n , , s s , ' s  l ' o l  l t r . r '  ! i r ' , . r r  r l l l : r n l  i l l  o l  l  l r r r t  , ' r ' r r r n r , r , l i t r '
o t ' s t ' t  v i t ' t '  r v i l l .  i r r i t i r r l l . t '  r r t  l t t r \ -  t ' i t l ( , .  g ( )  n l )  l r r r r l  l c s s  o l ' i t  u - i l l  l r c  s o l t l  t o
l l r l r r r . , \ l o r r , o l ' i t  t i t ( ' n  ( ' l u l  l x ' s o l r l  l o  t l r r ' ( l o l c l r r n r r , l r l  o r . .  n t o l . ( , g ( , 1 -
o l l t l l r ' .  s o r r r t '  o f  t l r r '  p l o r l r t r , t i o r r  i r r l r r r l s - - l l r l r o r ' .  r r r l r r . l r i n e s ,  P l l t r r t  n n r l  s o
f o i ' t l r - u s c r l  l o  p t o t l t r r ' r ' i t  u ' i l l  l r c  n l n i l l l r l e  f o l  u s e  l l ' t l r e  G o i ' c l n r r r c n t .

[ a ; l i i o  n t { ' l ( , n s o s  t t t  r . o s l  r l o  l o

I t  t ' t '  I  l t t ' s |  t  l r F  t  r i c r r l l s  I  l r l l l  l l  t . t '  r  l 0 s l  t  0 t I  I
: t  t r . t r { . I -  r i T T l  , r ; , r , s i l i o t r  i r r  r u r s \ \ ' r ' r '  l o  t i r o s o  , 1 r 1 r ' s -

t  I  r ) l  t s  I  I  i l s  I  r ( , ( ' l l  t  l l  i t

-qt
s

As a. cotolh

I O U

thosc taxes ftro l)cst

lrse(l to

cost  of  snr- iug le l r t i le  to  tht t  eost  of  con.srr rnpt ion.

_ Suplros-c-tlrrt insteacl of tho boircl, the l)ersolt prefers to brry rl ma-

A f te l  t he  t nx  t l r c  n ra r . r l i i r r c  t oo l  r l ocs  uo t  P lo l i dc  l r i r r r  $15 ( i  :  i t  u i  r es  l r i r n
S118.  I f  l ie  s t i l l  i t rs is ts  on having a 12-pt ' r 'cent  ratc  of  r 'o turn in  ot ' r icr

l 0  ' l o { - 7 3 - t r t .  l - 1 1

cluclecl in tl ieir taxable inconres. One o{ the e{Iects of this tax treat-
mcnt of .srving and tlre returns the.r'eto is to irrcreaso thc cost of pri-
vrte saving telat,ive to thc cosb of consrunption. ff thelc \rcre rlo i l l-
co tnc . l  nx .  f o r  c r rn rp l { , ,  : r  l ) o l so l r  r r r i g l r t  l i r ,  a l r l c  l o  b r r v  so l r l c  g i l o l l
qr r l rnt i t l '  o f  consutr l ' r t , ion goor ls  for  $1,000 or  l ic  rn is l r t  usc t l )o  s tune
S1,000 to brrl '  a bonrl paving $50 a ., 'crr for 10 )'carsl 

'rvhct-r the marl{et
rato of interest is 5 Dercent. I{e clecicles about horv to ailocnte his
income bet,ween consrinrption nnrl snving, that is, buying futtrre in-
come! on the basis of m:in;' fnctor.s, an i ir iportant onebf which is the
leinti 'r 'e cost o'f ea(' i i .

Now suplrosc nn i r rcorno t , l rx  l i l io  t l ie  p lcsenb onc is  lcv i0(1.  I ior .c tse
of j l lustrution) suppose the tax ratc is'50 l)ercent. I\r ith the tax the
cost of the same anolult of consurr-rption goods goes up 100 percent in
the senso that it norv trkes $2,000 

-of 
plctax incorne to buv the same

$1,000 of consurnption goocls. But t lto cosb of srrvil lg gocs up muclt
mol'e.

' I 'o  havc $ i r0 pcr ' ) 'e t r  o f  l t l r l i t jor r t l  i r rcorr rc ,  onc l r rs  lo  recc ivrr  $10t)
of  p let tx  i t tc t i tuc.  IJut  rv i t l r  uo c l r r rnge in t l re  nra l l ie t  l t te .  of  in tc lest ,
orle nrusL non' brrv a $2,0()(l botrcl to gct $100 l)cr Jeftl ' . incl to lrurc
$2,000 l ' i th  r rh ic l i  to  brr ] ' t l r , .Lonr l  S l . i lo( )  of  pr :eta i  incorne is  neer led.' l 'he 

ir0-pclcertt itrcotne trx. t lrus. l irrs clorrl; letl t,he cosl oI consrrnrptiotr.
but it las quadmpled the cosb of su'inss. 'I ' lrrrs thc tlrx hus clouble<l the

ii

DUI) l rus0 L[ lLr ,  ln" l i le i l ( t  oI  LJt0 t ]ot ] ( t ,  Ule l )ersor l  pIeIeI 's  Io t ) i ty
cli irre. fooi lnsting 13 yenrs, reqrri i ' ing- ̂ i2-1r..cei,t-discorrnt f irnction
in o l t ler  to  n ' l l r )ur i t  i is  puichnie.  l \ i i t l r  t  -1S- l rcrcent  incorr rc  tnx ln te
rntl with st.r 't iglrt-l ine cleplecirt ion. to l lr l '  eithcr u thorrsrncl-clollrr
Inachinc tool  o i  a  thorrsar i i l  do l la ls '  l 'o l th 'o f  consrr r r rpt ion goor ls ,  the
tr rxpnYer is  qoing to lur le  to l ravo $1.1)2: l  o f  p 'c tnx incorr rc .

I l ' r i  bcfor :e t l re  t rx .  t l r r t  nr i r r : l r i i rc  tool  rvr i r r l r i  l r t r .e  r r ro l idcr l  l r i r r r  $15i i
j )er ' t 'ear  I ret  incot t te .  t l re  r rnorut t  lcqrr i le t l  to  i r rs t i fv  t l i r r t  i r rvest t r r r . r r t .

I tV  t i l  tAX&t lOr r .  , t l r _ r s .  I  su l ) rn l t .  t s  s l  r l l  l l l e  co r r cc t  su r f l e  l o l ' t r x  po l l e \ ' .
I t ,  suggcsts.  l l lo l ' ( 'o1 'cr , )  nn f lp l ) r 'orc l r  \ f luc l r  \so i l [d  l )c  l i lg l t lY l lso l l l l  r lq
eva,luating reforrn prcposals and in dcsigning .colrstr 'uctivc revisions I
of  the ox is t ing t rxes.  T l rat  n l rpro: rc l t  is  to : rs l r . t t \ \ 'hnt  < lo t l re  l l resenb I
tnx l r rov is ior ts  c lo to rc ln{ ive crrs ts? . , \ r 'e  t l r r :sc c l r lnges in  le l t t ive eosts I
in l ine rvith broacl public policv objecti les? If not, what tax clranges I
wil l bring thern closer in l ine? Il 'ould the various reforn proposnls I
l ) love r ls  c loscr  to or  far ther  awty f ro ln l t tn in ing t ,hcse obiect , ivcs?t t Il ) love l ls closcr to or rarttrer awltY Trolr l  l l t [nlnrr)g T,ncsc or.) lecr,

One of the basic featurcs of tiie plesent income tax is that, rvitli
few-exceptions, both tire amonnt t,hat peoplc ancl busillcsses srve orrt
of their currelrt itrcome ancl t lre futrrr:c letulns on that sn,ving ore in-
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to  a l l 6cn te  a  t ho r r sa r r r l  t l o l i r r r s  f r o r t t  c r r l t s t t l r r l t t i o r r  t r l t l r e  l , r t r c l r as t '  9 [
tlrrit mrichine tool, hc sli l l  hrn bo h;lvb $tf O ulter-Lux irtslr l loiv, ntit l  t l te,
rnrount  of  t l ro  leqrr i rcd pretax ear t r i r rgs gocs t l l )  {o  $2J8'

r -  Provis i t ,ns s ' rc i r  ns t i re  ?-percerr t  
'  
job t lcvctopt t te t tL c lc t l i t .  t lor tb le

I dcclinirrg balanco depreciatibu, the 
'rcduced 

tvriteolf peliocl rtt idcr
l a l l l t ,  t . i ken  a l l  t oge i l r e r  so r r reu ' l r a t  i r L r t l e ,  b r r i  t l o  r rob  e l i r r r i r r n t c  t he
I  exLra 'cosb of  srv i t rg cot t r l la l 'cd rv i t l t  cor tsurr rp l ion, ' f l rc l ' l f for t l  t ro  s t tb-
I  s i dv  l o  l l r r s i t r ess . ' f l r c t ' n l l o r r l  i r .  t t t o< les t : t b : t t t ' t t r , ' l t t  o { ' t l r e  e l l ( ) l ' l r lO t lS  t l \

I biai ngainst s:r,ving and investrnent rvhich is inherent iu tire brsic
Lst.ructule of otrr jtrcotne tax. | . .

l ,&t  " , t r . t i t io , , . t  
, '  t

iO f  i r rCo ; r r o  t n . r  t ' n t eS .  l t  l l upn t rS  eCOI lO l l l lC  e l l t c lC r )C_1 ' l lY  l l l f t l { l l r g  I L  l l lO re
'j-.._--

lEdSI lv  to  i t te rense o i l€s  l t i ' od t tc l l \ - lL \ ' .  I  hx rd lV  t l l l l l i i  t l l r t  l s  l l .  \ \ ' o l I l i -

: *f,TI,O-SAe*f olIFAtl r'trTrf adifition. gra rl rr tt i bn nugr r rer r Ls tl r e lur rrlu -
i r r r e l t r l  i r r , , on rc  i as  L , i ns  ng r i ns t  sav i r i g  o f  cap i t a l  acc t t n t t t l l t t i o r r  de r i v -

l i r rg l ' r 'or r r  i r te l r ts iou of  I rot l - r  s lv i t tgs nrr f l  thc l \ r ture i t tcot t te  i t  r l lor r ls  i l r
it lrc l, irx brsc.
l- ' ' lhc tax l-rirs is less if the applicable ttx t 'rte is 20 percctrt than iI i t
I is 50, 60, or' ?0 pclcctrt. Rate giraduatiorl dill'erentiat-es the basic anti-
j si l,r ' i1g bias on tire basis o{ the anroutrt of t ire taxpayerts incotite, trot ottstving bias on the basrs of t lte anroul)t ot the taxpayers lncoll le, l lot oll

thc afrount, or pt'opoltion of ittcome nllocated to the snvings. -- ' I 'his is {ar {i 'oni l ire wholc stoly of the antisavinc bias of the pt'escttt- I 'hrs rs {ar trom the \\ ' l lolc stor ' l t  q1 t l le f l l l t ls&vlng Dl&S or t l)o pl 'es(
tnx  s t r r rc tu r ' ( ' .  Sr tPPos i t tg  i t t  o t r t '  exn t t rp le  a ] . lo te  I l rc  i r rd i r - i t l r rn l ' s  sn l itnx st,nrctrtre. Stt l .rpostt lg r l)  ol l l '  exrnl l l le &lJo\:e the lnctrvrdual s saYlng
tai ies the fonn ofl i i re 1' , tucl iase of shlres of conitt totr stocit  in a colpofft-
t iou rvlrich ust.s l,he ruriohine tools itr its ltrorlrrction.

the nrnclrir ic tooi rvil l  hryc to go ttp to

fn t l rc  lbscrr r r t  r - .J ' l r i r . \ ' i r rcotr r t -  tur ,  I l re  I tcrsor l  rvorr i t l  bc-rv i l l i t tg  to
i  f o r . go  a  t l r o r r sn r r r l  r l o l l r r r l s  o f  c r r t ' r en t  r i o t r s r r r i t p t i o l r  a r r< lb r r1 ' t l r c  s to r - l i  i r r
I  a  c6 r l , o rn l i on  i f  l hc  u rnc l r i l t e  t oo l  l l r a t  i s  t o  L r t 'Pu rchnsed  s ' i t l t  l l t ose
i  f  r r l rds u 'orr l t l  c : r l l r  $1 i r { i  a  1 'e l t ' .
i  S , , l t l t . t = "  r ro r s  t l r l t  r r r r  i n , l i l i t l r u l l  i t t co t t t e  L l x  r t t t l  co rpo r i r t i on  i t t co t t r e

; tnx ni'c irrl 'osc,l. Again 1'or eltsc o{ i l lrrstlntion^Asstl lne the nrarginnl
i  l ' l te  appl i r ' ' r l , lc  rur t lc l 'both tnxes is  thc s l t t t te ,48 percent .  In  o l ' t le l  to
I brry l^t 'honsrrnd tloll lr ls of cotrsun'rlrt ion goocls ol a thousttrd clolltrsbuv n^t,housrrnrl t lcl l l lr ls of cottsttmlrtion goocls ot: a tltottsnnd clolltrs

of 
't l ie 

conrprnl' 's stock, t l le incliviclual l ' i11 l iar-e to htve $1,923 of pre-
]  b r r r '  ' ,  

- l  
l r o u s r t l t r l  t l o l l l r l . s  o f  ( ' o l l s l l n l l ) l  i o l l

t  , , ' , '  .  r -  r  / r - - : - - - l : - - : - t - - . ^ l  - - -
of 

't l ie 
conrprnl' 's stock, t l le inclivi

t rx  iucotnc,  l r t r l  hc rv i l l  no ionge
ncliviclual l ' i l l  l iar-e to htve $1,923 of pre-
iongel get $15G fts a nct leturn per Jcir 'r

on h is  s toc l<.  on l i is  s lv tngs.
'.f]ro collrorltc itrcotnc tax itself t 'crittccs t ' ire aftcr-tax cash flow of

t rc r1arfi ipc. as bcforr:. f rorl $11'rG to $118. If the shrtleilolcler js 1-i l i-
i r r g  t o  l < . r vc  t l r e  cn l r r i t t gs  pe t ' s l t ' r l o  i n  t l r e  co t ' po t ' : r { i o r t .  l l r r t  s t i l l  l e -
, r ' i i  t . c s  t l r c  s rp rc  I 2 - l r o l co r r l ,  i r t e  o f  r c l  l r t ' t r .  r r r . t  o f  t ns  o t t  l t i s  i t t t es t rnc r r t .
t i rc  co lporatc af to i ' - tax f lo l 'o I t  the nracl r ine tooi  r r i l l  ] ravc to go t tthc colpolatc a l ' te t ' - tax l lo$ 'oI t  t l te  nr i rc l t l t le  tool  $ '1 l l  l la \ rc  to go l l l )
f l 'orn $ i18 to $156 annur l lJ ' .  In  ot 'c lc t ' to  obta in $156 af tor- t tx  cnsh

' f lorv,  t l re  i r lc tax car t i i r tss of  the lnncl l i l ic  tooi  rv i l l  h lyc to go up tc
s228.

I l  lh is  sJrr le l ro ldcr  \ rc lc  s0 fool ish t ts  10 wln l ,  to  wi t l rdrarr  t l re  fu l l
l l r r ro lu l l  o f  h is  shnre of  t l te  col r t l ' r : t t t l ' ts  not  cnsh f low each ) 'ear  and i f
lre st,i l l  i lsists ou ;1 12-l 'rct 'eetrt raie of lctttrl o1 his iI5'estmcnt i1 orcler
l r r  i '1y.* , , ,  t l r r t  $1.C00 r i f  c1n ' t , t r t ,  const t t i ' tp l io i t ,  ho r l i l l  ncod to lccc i le
r  <1i r - i r lcr ic l  o f  $300 in ot 'dct ' to  net  $156 t f tcr ' - t rx '  I {  the af ter ' - tax crsh
f los.  of  t |e  rn lc l r i le  tool  has to go r rp to $ i100,  i ts  protax earnings |&1'e
to i r rcro l rso to $50{ i .  fn  othor  rvo l ' t ls ,  i ln los i t ion oi t i on  o f  e i t l r e r  o t t c  o f  t l t ose1,o irrcrolrso to $50{i.  I t t  ot l tot 'rvot ' t lS. l lnl)OSltrol l  of elt l rer olre oI Ll leso

tlrres leqpir.es n 46-pcrcent incrense.in the p: 'etrx_earnir lgs of t l te mn-

clrirro t,ool to rvnllr it the incliviclrurl 's {olgoil)g $1,000 of culrenf con-
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sunrption' \\r ith.ltoth tnxes {rrl l f imposcd llrc lcrluilc,t l inclcase in 1,19-
[ , ] \  ( , tn  l l l l lgs rs  r r  s taggcl r tgZ.J l  l re  lce l l t .

l s  t l r e t ' e  so r r r c  l , r ' o r i , I  go i l  , r i  i , , r r b l i c  po l i r , r ' r v l r i , ' l r  i s  s : ( : r ' vo ( l  l r . 1 ' r l r csc
c l I ( ) t ' u r ( )us  I . i r . l . - i r r r l , , r sc r l  

' i r r c re l sns  
i n  t l r c  cosL  o f  s ; t \ . i r ) g l  I s  l l r r , r , o  so r r re

s. r 's tenr .  oteth ies u ' l r ich s l1 's  t l i is  is  a f r r i r . rv l r "y  to i t r rpoi r  taxcs? In i t . lnb
sensc i 'q  t l_ te p lo i rosal  {o i ' I 'c t luc ing the r :o ipurat i i rn  i r rcornc t r rx  l r te
pt  o l  rpr  11 '  c l r t  lnctc  r izct l  as :L t t tnx brcul i  {or  brrs iness ? t t

\\ 'c trle not dorre yeb. _Srrlri-ro:.c blrc corprlrat,iorr in oul' exlrrnplr. r.c-
ta ined t l re  a i " ter- tux c lsh { ior r - instcnr t  o i  r r f t l ' i r rg  lny cr{  i t  or i t , ,s  r' c l i v i r l en t l  t o  t h r :  sha l c l r o l r l c l  r n r l  i n  t l r e  se r j en i l r  r : c r r ' r { t c r  t he  i n i i i r {
i t t t ' ns { tne t t t  b r '  l l r c  sh r t ' t ' l t r r i d t l  t l r c  co r i rP , rnJ ' , l r a ( l  l r ( ] c rn r r r r l n ted  . , r u , , g i i
to buv atrother machinc tor., l ui a thousll i,. l  doilnrs.
-  Suj rPosc t l rc  snr : tc  l ru tchinc tool  is  ih" , . "nru as t l ie  i r r i t i t l  oru l .  I l  s , i l l
last  fcr  1.3-vcrrs._ Srrp l rosr ,_ i t  r r i l l  pr ' .ducc $ i56 pcr .  ve:r .  i '  a f ter . - tax
cash f lorv.  Non' i f  t l ro  s toc l< rnar ' l . rc t ,  is  arvare of  ih is , ' t l rc  vr lue of  t l re
siialchoklcr')s stocl< l ' i l l  go uir f lorrr $1,000 to $2,000. This irrercase irr
L l r e  Yn l r r c  o f  t l r a t  s l t n t ' e , , f  s toc l i  i s ,  r , f  co r r r sc ,  e r r r c ' l  l r  c r i r r t l  ( o  t l r e  u r r s -
c t t t  o r  r l i s co r r r r {e ,1  r ' c l r r c  o f  l l r c  r rd , l i t i oun l  $156  1 rn i . r . en , . o f  r f t e i . - t r x
ealnings cliscountcd nt 12 perccnt as befor.e.

l i ec r r i l  t l r l L  cvc l v  s i r r r : - l e  t l o l l : r r  o i  t l r o  co r .po ln t i n r r ' s  e r r r r i r r gs  o r r  t l r c
o l ' i g i n r r l  t nnc i t i t r e  {oo l  o t t b  o f  t l i r i c l r  t l r c  $1 . { t r ) 0  l o  b r6 -  t l r e  l c r r  t oo l  w r r s
nccumrrlnted l ' ls tnxccl as it rrris etlncd. I lr-clr '.r lolial of t lrc earnings
on thc r rc l 'mnchi t re tool  n ' i l l  r lso bc taxccl  as i [  is  cn lnecl .  I f  t ] re  s l i r l i -
holdel clecides to scjl his shnlc of stocli in the corpor.ation. he rvil l
lea l izc a g l in  of  l  t l rousand r lo l l r ls  on iv l r ich he r r i l l  t ]ay an ackl i t ional
tnx of  nt ,  l t 'nst  {12J0 undel  prestnt  l l * ' .  This  ac lc l i t ion i l  tax is  i }  s l l r -
1 l r1 1$l  .o l l  t l lo  t r .x  r lucrrc l . r ' -Pr ic l  orr  the p ' ior  ] 'ear . 's  oarn i r rgs on l r is
rn r tn l  r n r - cs { . r r re r r t  o r  eq r r i va le r r t l l . i t  i s  a  s r r r ch r rge  ou  tho  tnx  t l r a t  w i l l
be  nx i , 1  ovo r  l l r e  s r r cceod i r rq  ve f l i s  o l r  t l r e  ne rv  m lc l r i r r c  t oo l ' s  en rn ing i .

rn eit l ier crr-"e the futurc carnirgs st,r 'e&m will bc taxed twice, once
at t l ic 48 percent rate fls t ire earnings irre leirl izerl each veul urrtl aguin
rt 24 percent iu oul example on the crpitrl ized vrh.re-of thaf fri iure
ll)colne strealn.

To be sure that  is  not  n rer l l . t ' rea l is t ic  cxanrplc  because that  t rx
is going to l ie irnposerl onl.1' n' lren ihe glin is rcalizeil.' rhe occasion for  t l re  t r . r  is  nob rnc 'e ly  the acc 'uul  of  the sai ' :  i t  is
the t ransfer  of  the asset  as wel l .  Taxing cnpi t r r l  gn ins r rot ,  onlv  in-
crenses the ro l t t i lc  cost  of  srv i r rg,  l l r r t  i t  a l .so i r rcr .enscs t l re  cost  of
chnnging the eonrposition of one's-rvealth. rt t irerefore must huve the
ef le^ct  c I  I 'e t l t tc i r rg t l re  f leqtrer tc . r '  o f  t lnr rs fe ls  l r r t l  i l l rpet l i r rg t l re  r .eat ly
s l t i f f  in  the n l locat ion of  s1 y in"s.  l - t  rnrrs t  inrpr i r  t l ie  e l f ic iency rv i t i r
w l r i ch  s r y i r gs  t l o  r l l oc r l e r l  a rnong  l l t c l na t i ve  r i ses .

l\rhat \yorthv social objoctive-is sorrght bv incretsing the cost of
tnnsfcr ' ing p iopc. tv? L i 'wl rat '  sensc is  i t  fd i r  to  incre ise thab cost?

trforeor.cl, rr ']rat intollcctunl cl,mnastics nrusl otre go through to
convert tho aclclit ionrl tax.penaltl^ savings irnposccl by trxirrg crpi-
tal gains into a tax "loopliole"?'l lorv crn fhe diffcrencb betrr-een rm-
posinu that  ldd i t ior ra l  penr l t l . r r t  24 percent  instead of  48 per .cent
in orirl cxrmple bc legnriled ns"a trx pr:efelence? lfow can taxing thc
gnilrs-olr propertl ' transferrecl by gi{t or at cleath bc seen rs closirrg r
' ( loonholet t?

Aircl we arc not done vet.

I
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If our corporation ancl sl 'rnreholder l ive in a State that levies incomo
taxes, the eilects of l,-ederal taxes in, increasing thc cost of saving
rclntive to thc cost of consumption ftr 'e con-lpounded. And irrespective
of t lre Stato in which the coi'poration's prbduction facil i t ies are lo-,
cated, therc arc local govcnrrnent property t,axes, which correctly
analyzccl, must be secn as adclit ional, hcavy levies on the earnings
protluced by t.ho taxed properties, ancl which therefore must also be
rcgrrclecl as furthcr incrensing the cost of saving relative to cotrsump-
tioir. And let us not folget dciith ancl gift taxesi'hich take additionnl

fitcs out of the capitalized value of the future incolne on aceurnulatccl
savlIrg.

,\dil thesc tlxos rrp nncl include tlre nrvliacl utlt l i t iolral lcvics-{or
ex l tnple,  l iccrrse fees.  f t ' t t ich ise {uxt 's .  cxc ises,  rud so fo l t } i - tnc l  the
tax- inrposccl  inctcrsc in  thc roht ive cost  of  suvi r rg is  cuot  t t rous.

Al'c thcse ellccts of the existing tax sYstetn in l ine rsith t 'he brotd
objectir,cs of public policy? J14rat gotls are ellectively,pursued by
rnri<ing it lclt it ivcly Inore costly {or every householcl atrd every btrsi '
ness to saye thtn to consutne ?

I thinl< I hrve exhlirsted Iny time. l\f i ' .  Chailrnau, but f would l ike
bricfly to refor to a couple of the loopholcs thlt are at the top of
most , -oI  t l re  l is ts  of  loopholes t l rn t  nre sorrghb to be c losed l ry  nt iv
refo l rn rgenr la. ' iust  to  ex i rnr ine t l rcm , for  i l l r rs t rat ive pt l rposes for  t l re i r
substantivc content.

Let n'ro first point, out that to a verY large extent, it seems allpare.nt
to rnc, Inost of-the drive for closing loopltoles has a \ '9rY s.trorrg ele-
merrt of a1 e{Iolt to reclistribute iucolnc, to nralie tl ie clistri lrrrt iotr of
incotne ntoro ncruly equal than it is. I woulcl l ike to point ortb to the
committee that thii hai bcen the cast of Fecleral fiscal policy througir-
orrt tlie entire Dostwar period.

I t  l rns beon^highly r lec l is t r ihr r t ive.  Yet  i f  one wi l l  examine the t la ta
t l l r t .  pc r t , l i r r  t , r  I l r e  i l i s t r i l r r r l i o t r  o f  i l t c t t t t t e  p rcpn led  by  t l r c  B t r l e r r t  o f
I i cono r l i c  r \ r r : r l l s i s  i r r  t l r e  Dcp r t r t r nen I  o f  Comnte rce  rn ( l  i t s  l i l edcccs -
sor organizatioir, the O1[cc 

^of 
I]usiness Econotnics, one wil l f ir lcl

t l r p r , r r g l ro r r t  t l r c  c r r t i r e ' l l os tn ' n r  l r e l ' i o<1  t l r n t  t he  c l r l t nges  i t r  t l r e  t r t ens t t l c
o l '  t l r e  i r r r ' t t r r : r l i t v  i 1  t l r e  < l i s l  l i b r r t i 6n  o f  i l co rne  l t l t v c  l r cc t t  cx l  r c tne l y
srnnll arrrl t irey hirvc lrcctr randotn.

T'hcv havc"scetnecl to tne to be primali ly statistical t.roise. Inc,ottrc
leri isti l ibutiorr eflolts thloush tl ie f isc hayc"not beeu sttcccssful. Thele
is uood a,ntl suflicient rotsoii for tirtt. 'l'he retrsott is that sirtce most o{
l:hose ell 'olts involvc irnposing iucreasingly heavy taxes otr t ltose rvho
s:rte and invest, we wirrcl up r-ith less capital iu ottr ecolioln)' thau we
otholrr-isc rroulcl. Bv virtue of that fact the prodtrctivity of labor and,
thctcfole. its lcrl l lagc rnte is lorver than itbthern'isc ri 'orrld be. Dvctr
if rvc rttenrpt to lcclistribute incomc throrigh the fisc b.y lon'cring the
t,n:; r 'rrLes applicable to labor incolne, in eilect rrltat rve ale cloing is
t.ali ing array rvith the onc hancl rlhrt \ye are trying to give back n-ith
tire otl ier-. I)cnronslrably it Iras not becn an e{Iectir.e approach to public
nolicr'.^ 

It iecrns to me the nrioritt '  in tax reform rvith which this comnrittee
really ought to bc frinciamenttl ly concerned is the elimination or nt
least l lre rnoderation of the existinq t,ax bias against saving, against
capital accurnrrlation. I thinl< tl iat ean be done by providing very sub-
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st:urt, ial cicchrct,ions iu the inclividurrl ta,x txrsc ancl in thc busincss trx
base for current savins.

I thinl< it is retcli iv demonstrtble thLrt in order to tt 'erit tas-rl ise
saving on the sarne basis as consrimption it is necessaty eithcr to allow
for a"current clecluction of savirtg or exernption of the future incotne
on thab saving. In thrt corrtext idis intcrcsting to tne to fincl that our
existirtg tax tr:eaturent of tax-excmpb tnuuicip:rls confoltns tt iuch rnore
closely with the critelion for neutral trx t,r 'crtrrrctrb rs bctn'ecu sirr-ing
ancl consunrption tharr virt,ually any other saving outlet, in existcnco
in the countrl ' toclav.

Yet as r,oriall luiorv, tr,x-cxcurpts appetr ver'; '  high on thc l ist of s6-
cal lcd loopholes.

I t  -qcerr rs  to r r re the tax rates ougl i t  to  be grossl . t ' rnocle latec l .  Grar lut -
t i o r r  o r r l : l r t .  t o  l r t ' .  i I  t t o t  c o t t r P l r : t c l r - c l i r r r i r r l t e r l .  l t l  l c r r s t  l t ' t ' f ' s u l r s t : t t t -
t ially rechrced. 1t seerns to me therc is r-ery l itt le occnsion for the Ciov-
e lnrr rcrr t  to  l rc  n senior  l la l tuc l  in  thc cconomic c l l 'o l ts  of  lury I rorrso-
hokl arrrl nrr] '  i ,rrrsiness. (--ertninlr. no trx late orrglrt to exccecl 50 Pe r-
ccnt .  not  in  iho inconre tax,  not ' in  tho estutc ta i .  not  in  the g i fb tax.
I  th i r r l i  t l rose tu: r  rates above 50 Pcrcetr t ,  r le  h igh1.1 'courr terPror luct i r -c
r t r t l  i t t t lucc l tco i r le  Io t tur l<e inc l l lc iont  r rso o{  t l ro  lcsorr lccs: r l ,  t , l rc i r
( t I S ! ) O S a l .

No tlx ougirt to bc appliecl to criritr l grins. -r\s nn intcrirrr l l ' lcirsln'e
tor i 'u lc l  e l i ru i r rnt ion of  t .he taxr t ion of  capi ta l  gai r rs .  I  l 'or r ld  suggest ,
vcr ' . . r 's t ronglv lecorr r rnenr l ,  t l re  ext r rns ion to r l l  < ,aPi tu1 gains o{  t l re
exis t ing lo j lover  t lca{rnent  appl icnblc to res i r lences.

\ tc l r ' l r ig l r  on erct ' t ' l ro t ' l r ' ts  l is t  o f  loopl ro les is  t l re  c ,x is t ing t r rx  t lcut -
urcnt  o l l  ex i l i rc t  i le  i r r t iust , r ' ics. ' I ' l io  nra jo i 'cu i i r l i t  hcre is  l re lccrr t r ige
cleplotion. t lrorrglt the tnole -qophisticntetl unron;I rrs also as-qert t ir lt,
in tarrg ib le dr i l l i r rg  cxpensc-q a le a lso t ' loopl ro lcs. t t  I t  scerns to nrc r r l rcr r
I 'ou c,x t r r r i r rc  t l rc  cx is t ing t t ,x  p lor- is ions l lo l t  a in iug to l l rc  r r r i r r r : r 'u l  in-
c l r rs{ r ' ics ngrr inst  t l re  cr i tc l ion l 'h ich I  r r lgc lb t '1 ' r l r r r  cotrs idc l r r i ion t } rnt
tl ie t lucstion 1'ou Inrrst asli in ordcr to tlctcrtrrinc u'l ietircr l. lrr: plr.scttb
al ' ra l lgonrul ts  const i tu te a loopholer  is  thc fo l lorv ing:

J )ocs  t ho  t l c t l r r c t i b i l i t r ' .  t hc  i n i t i r l  dc rh r r : { i b i l i l r ' o f  i nvcs l  r r r o r l  o r r l -
L l l s  bv  ru i r r c l n l  co r t , l r , r n i cs  p lus  t ) r e  p r t sc r r t  v l t l r r i  o f  r l l  o f  t l r c i L ' s r rb -
scql lent  r lep l r , t ion n l lowurces cr l r r r r l ,  lu l l  shol t  o t ,  o l  r rxccer l  l l re  t r i { r l
anrourr t  o f  thc i r  i t r t 'cstmcnt  in  th l i t  p loper t l '?  I {  that  sr in  fn l ls  shor t
of t, irci l inr-cstnrr'nt in nrinelal plopelties. they aro not rccoi'r ' iug t trix
brerli, thev are tiot bcneficialies of r loopholc. In fnct, they ale prrl ing
sonre r< ic l i t iour l  l )ennl tv  t { r ,x  or}  thc stv ing and i r rvest ,nrcnt  in  those
ploperties.

Onlf if thtt. srrnr ercectis t l ic arnourit o{ theil iuvestnrent is thc loop-
hols to bc forintl.

Let n.rc conclrrrle u.ith the follori-ing:
This inspect ion of  " loopholcs ' '  egal r i -q t  thc c l i tc l ion of  cqur l  tnxt t  ion

of saving and corrsurnption coulcl bc gleatly extendecl, but the exarnlrles
ofielecl abole shoultl sufi ice to i lhistrtte r central point o{ m1' tcsti-
monv: n{any of the principal (t loopholes" arc dcemed to be sucir only
becnuse t l rc l '  n lc  er .n l r ruted agai t rs t  a s t l rnchrc l  ca l l ing fo l  puni t ive tax-
ation of sl,virrg rrs conrparccl rvith consurnption.

Agrinst the stanclard of equal taxation of saving and consurnption,
many of these so-caiied loopholcs are uot preferences, ta,x breaks,

l "
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sl rc l le l 's  t . l t - r .  e . rPcl t t i i t r r r .es. .or  u ' l rn t - l r l r r .e-r .orr ,  brr t  r r rot lest  lb l te l r renls
i l , l l i9  

t i rx  l ) r { rs  ngnrnst  s tv ing,  St i l l  o lLor .s , - l ro tn l . r l r .  l l rc  t r rx  on cnpi tu l
g^ l ] , i l '1 . : :?r ' r 'ec l  l l  se( 'u  { rs  hcrv.v .n<l , l i t iour l  t .x  l - ' r i r .d"ns orr  sn ' i r rg.
,  Y lnt" lg  t l )cso.  loonl lo lcs n long [ l tc  ] i r res. , r i r le l5 '  proposet l  rvorr l t l  ine11.
. t l l t : , , . j , ] ] , . ] ons ] r )g  

t l r c  cos t  o f  . s l v i r r g  ro l i i i r e  t o  l ho  t . osL  , , f  co r ) sun r l ) -
t ro l ) .  . l  l1q conse( l l lonccs of  r ' lo i r rg so . ' 'or r l r l  l ; t ,  lo  lecrrce t l re  r .n ie of
l ) t ' l I i r l ( ' s t ' t ' t o I  s i l v l r r g  a r r r l  en l r i t r l  f o r rn : r l  i r l l r .  l r r  t r r p r r .  t l r i s  r vo r r l , l  r r o t
o l l r . \ '  l ' ( ' ( l ucc  l l r o  rn l c  o f  ex |nns ion .o f  r . ea l  o r r t p r r t .  b r r t  i t  wou l c l  a l so  r c_
tard_the grorvth i '  the protluctir-it. i  arrcl i ir t ire ,- ';1 ,t '"g; i l ,,tc 'f
IaDOr.

" r l i is  arn. lys is  is  dc 'c lop_ed.  at  lengih i '  r r_st r r r l l , * ' l i ich r  i r r r 'c  j r rs t
comlrl et ecl {irr t he \Tatio''al,r.*"i*tT,ui ni 1 ir,,,, f ,,"t,,,i.r1.. ;ti,. 

* f i Ji.i
_.-[.' '1,*, P"\,,c.Pit.l l-o.r'atior arrrl tht' Li.o*.th of 1r.oilu.-t ,r,rv,..
\Fr t  I  t rc  ; l t - f l  t l { r l ) lo  s l ro l . l  lv .'rrrx .er-isions to re.i l irce the existing tax birrs lrgairrst sa'i.g u.oulcl
co ' t ' ibr  r i  c  s isr r  i  f ic r r r t l '  to  s i r ' | l  i  fv i r r [  t  he tnx '1, , i . .  i ;  . , , .o , i t . i ' . i  t t ,n .a o
I l t l t c l r  I t i o l ' C  t t e n l ' l l ' r r o r r { r ' l l  t l r x  e l i r r r l r , t  f o r . t l r c  l r r . i r n l r .  S e C l c r . O l  t l r C
ecor)on)r '  nnr l  .en l r r r rcc l l ro  a l l lc i r , , , .1 .  . , f  i t ,  o1, , , , . , i1  ions.  I t  wor ' r l , l  c , ,n_
tr r l ) l r te  or-er  l r rne to nccelcrnt i r rg the oconor, r l - 's  r .a le of  exDnnsiou oft 'ea l .  PI ' rx l r rc{  ior r  cnPacib l - .  r .ca l  i r r , 'ome.  * , ,J  , , i i l r r tor : ; ; ; , ; ' "1 ; ; ; ; : i i r r r  j t  ics.
, , t .nd l lu lcss tho c*sc cnrr  bo rnrde r l rnt  Pcl ra l iz i r ig  t le  sni ' i r rg 'of  l . ic l r  r r rc l
poor aii l ie is fuitcr than cqurll.y taxirrir the snr i irs ^,r,1 .oiG.in,lrt ion of
eyellon€. it rvorrld rnal<e tl ie tax s.1'51gi1 fait.er..

Tha.nk vou.
( I ) r . ' I ' i r lc 's  PlePnlct l  s tate l r ient  anr l  adr l i t ior ra i  r r r t tcr ia l  fo l iou-s l )

i \r ' ,\t.r i i \ i l . t^*T olr Dn. NoRlr,\N Il. I 'uriB, l\ ' ,\strrNGToN. I).C.

r a'r Norrna' r3. Ture, President of Norman B. Ture, r'e., an eco'omic con-sulting-company rvifh offices at 1100 Connecticut Avenue,'N.IV.; n;;;lriG[on, n.O.The \\rays anrl r\feans comnrrttce is to -be higrrl.r- conrirrendeil for i;i;iiitirrg itshearings on tax reforur with tlese panet diicusEtons. rt is my understantllng thatthe conmittee hopes to.obtarn rrorn urese panets a r,rono perqrec[ive on tt ,eissucs of t&x poricJ nnd to have ilre opporturilty to exarnine it e $asic ricts anoanalyses upon *bich ilrese issues rest^fefore dealing triilr specinc-propJsats tortax reforn. r:r trrese panels do ilreir job well, ilre cohmittee'nlirt la-veiri rts ois-
Dosal a set of prncticnble and operatlonal criterla agaiDst which to e"aiirnte trreuany suqgestions rrhich'wi l l  be rnade for chalging i l re tax lau's. I  rr islr  io 'e.pressmy apptecint ion to the Cournit tec for i ts invitnt ion to palt icipate i i r  t i r ts euor.t .I nlso nant to nssure the Conlmlttee firnt tn my tesfirnony at',t illi;iiltion onthis panel, r.shall be representing orly my own views and not ttroie oinij cDents,past,.present, or prospectire. of course, r should be delighted tf tbey, riy fellonpanelists, aurl tbe conrnittee rrere to agree wlth my anaiysls anrl coiclusions.

This iirst panel has been asked to conslder obJectives ana appioaetres to tax
refornr-lnd sirnplification, The obJectives of taxiefornr, r subririt, shouia b" to
make tlle tax lalrs fairer, simpler, nncl less of an impediment to'economic eIfl-
ciency.- ln offering this.suggestion, r nrust wear trro tr l ts. As a tax econonrist,  I
csn del ineate, on the bnsis of objective analysis, provisions and featru'es of
exist lng tnx l trv rvhich int.erfcre rvith el l ic ient use'oi production capabll l t .v aud
suggest ehanges in the lo\y to rnotlerote, if not elhutnflte, fl]ese obstrucilons
rn rny judgnrent, these chauges would also rnake the tax srstern fairer and
sirnpler. But in offering that judgruent, r profess no sliecial eipertness to con-
maud your attention. x'airness, like beauty and so nrany other flrings, is ln ilre
eye of the beholrlcr, No university, thnnk heaverls, bestorvs an advaneed degree
ln l i -nirness or hns nn endowed chair as Professor of I .air. less. Assert iol)s ntout
wltnt i's or is not fair, no matter who mal<es tlrem, shoukl be taken as expressions
of preference and judgurent, not &s scientifically rlerived truths. I have iuy set of
pt 'eferences whieh wil l  be clear to the Comuittee in the context of ury te-st iurony,
Lrut I do not warrant them ae better or worse than an)'one else's eet.
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TI IE  FUNCTION OF TAXES :

Perhap-s the best way to npproach the question of tax reform objecttves iJ by
nsking what we expecb tnxes to r lo. ' I 'nxcs are i rnposet l  to ra ise revenues because
the governrnent uges some of  the econoruy's product ion cnyraci ty in carry ing out
its functions and operations. The protluction capacity used b1' the gov-ernment
is not  avai lable to households,  businesses,  ancl  inst i tut ions in the pr ivate sector
of the economy. I'he basic pnrposo of ttre taxes levietl by governrnent, therefore,
ls to reduce the privnte sector's claims on the econorny's production capacity. Tax-
ation is the means by which these claims are transferred from the private sec-
tor to the government.

' I ' l t is  t tat r 'qfer  r r f  c l : ' t i t t ts  is  ef ferctr ra i .et l  br  rn is ing the rr rst  to houstrhokls arr t l
busi t tesses of  their  t tse of  prodrrct ion ca]) i rc i ty .  I f  u tnx is  le l ie{  rs arr  sxr . ise on
a part icular  conrmor l i ty  or  scrv ice,  the cost  to houselro lds anr l  busiues-ses for
any given quant i ty  of  tbat  comnror l i ty  o l  serr ice r . r . i l l ,  in i t i r l l i -  at  : lny rate,  go
up f lnd less of  i t  $ ' i l l  be solr l  to thenr.  I lore of  i t ,  i l ren,  can be sol t l  to i l re
governl t lcnt  or ,  more general l l ' ,  sorne of  thc product ion inputs- labor,  nrachiues,
plant ,  ete.-used to proi luce i t  wi i l  be ala i lable for  use by the gorernment.

I t rery ta\  has th is ef fect  of  ra is ing the cost  of  somet l r i r i , . {  or  other to thc pi  i \u ie
sector .  The ef fect iveness of  nny tax,  in t t ' rurs of  i ts  brs ic I ) r l rposo of  t l . : r r rsferr ing
cln ints on product ion calrabi l i ty  to thc govcrnnrent ,  dcpr:n, ls  on l torv r .esponsir .e
houselro l ( ls  lnr l  businesses arc to these i t rcrenses in costs.  Clear ly,  i f  lhe cxc, isc
tax rest t l ts  in no rer luct ion in the salcs:rnd pro<luct ion of  the taxer l  i teru,  i t  is
not  ef l ic ient  in t ra l t ,s ferr ing to the goyernnrcnt  the ploclnct ion inputs uset l  for
pror . luc ing that  i tem.

No t rvo t : rxcs,  of  course,  have the sanre in i t ia l  ef fects on the costs facing the
pr ivate sectol ' .  In choosir rg among tnxes,  thcn,  the eentra l  quest ions are (1)
n 'hat  cost-q rv i l l  each increase anr l  h.v how much, (2)  . ; r -hat  wi l l  these resi rcct ive
i r t c renses  i n  cos t  t l o  t o  t he  amonn t  aud  I i i nd  o f  c l a i n r s  exc r c i se t l  b ] ' t i r e  t ax ! : r 1 ' t r s ,
and  (3 )  a re  t hese  t he  resu l t s  t ha t  a re  des i r ec l ?

For nrany ) 'errs pnst ,  a general  proposi t ion in nnss'er  to these qrrcst ions has
heen  t hn t  t hose  t nxes  n re  bes t  r r h i ch  l e l s t  c l i ange  t he  l e l n t i r e  cos t s  de te r ru i ne t l
i r r  t l r r :  nrrr ' l ic t  l ) l i i ( ' i f  l rnd *  h ich,  thert i r - r re,  lcr tst  i r l te l  l tot tsehol t l  : t r r t l  l l rs i l ress
dcc i - q i o t r s : r h r ru t  hon ' t o  use  t he  resou rces : r t  t hc i r  r l i s l l o - sn l .  As  a  co lo l l r r y ,  t hosc
tnxes are best  n 'h ich incrcase al l  costs to the pr i late sector  in the satuc I ) roIX)r-
t ion.  Thcre have,  of  course,  a lways been inrportant  excel t t ions,  l t rer l icntcd otr  the
con r i c t i on  t La t  son te  o f  t hc  r esu l t s  o f  t he  ope ra t i o r t  o f  t he  mar l<e t  p l nc t ' : t r e
trndesirable.  or  r lo not  a<lequately confornr  s- i th the pr ior i t i ts  of  publ ic  Io l i r '5 .  So
n t  r a r i ous  t i n res  anc l  i n  p r r r su i t  o f  r a l i ous  < . r b j ec t i r - es  o f  l t t t h l i c  po l i c l , ' , : . r l r ' i t i g
tar  det ' ic t 's  have hpen rrser l  to encournge or r l iscourage part icular  l t i t r t ls  of  l r l i t l t te
sectol '  nct iv i t l  and use of  product ion cnpaci ty.  I l t r t  oI r  the rvhole,  there hns l )oen
n' i r losprear l  agreement that  tnxes shoul t l  i rave the least  yrossib le ef fect  i t t  c l rat lq i t tg
t l ) t '  ( ' ( ) lnposi t ion 0f  supply ancl  det l tat l t l  in  the pr ivate sect( t r . '

This,  I  sni rmi t ,  is  st iU the eorrect  guide for  tnx pol icy.  I t  s t tgges{s,  I r lorcorc l ' ,  nn
n l r p ro l c l r  r vh i c |  wo t r l d  bc  h i gh l y  t t s c fu l  i n  cv t t l t l t t i t t g  r e fo r t t t  l t r o l t osn l s  r n t l  i t l

designing constnrct ive revis ions of  the cxist ing taxes.  ! l ' l tn t  nnprotel t  is  tn l ts l i
" \Yhat  t lo the present tax provis ions r1o to re lat i \ .e cnsts? Are t l tese ch: t t tgcs
in re lnt ive costs in t ine s- i th hroi r r l  l lu l r l ie  pol icy o i r ject ives? I {  t rot ,  rv l t r t  tar

changes \ \ . i l I  l r r ing thcrD c loser in l ine? w'ould the rar i0us refot 'nt  l t to lurs l t ls  t l toYc

ns c loser to or  far ther nway f roni  at ta in ing these oi l ject i res?"
Permit  me to i l lustrate.

TIIF] / \ I { ' I I .SAVINO BIAS Otr TIIE ! ]X]STING TAX SYS'IEI\T

One of  thc basic fet t t t t res of  the prescnt  i t rcorne tax is  thnt ,  wi t l t  fe\ -  excep'

t iops.  Lreth the aurount that  people ln i l  bt rs inesses sare ot l t  of  their  et t r rent

incone l l t l  t Ie fqt l re rcturns orr  t i ta i  sar ing are i t tc lur le<l  in their  taxalr le
i l rcomos. One of  t l re ef fecls of  th is tax t rcat lnent  of  -snying nnt l  t . l te returns thercto
is to i r rcrease t l ie  cost  of  pr ivatc savi l ig  re lat iye to the cost  of  cortsunrpt ion.  I f

there s 'erc no i r tcotrro tax,  for  exanlplo,  a pcrson nr ight  l lC able to bu) 'sonlp q i rcn

qunnt i ty  o l  consut t r | t ion goot ls  for  $1,000 or  he nr isht  t lse thc snme $l ,000 insfont l

io buy n honr l  paJi t rg $50 a ] .ear for  10 yerrs,  when the nrarket  rnte of  intcrest

lTh ls  l s  essent la l l y  sh | l t  l s  meat r t  b I  neut rn ] t ty  ln  taxn t lon  nnd shy  neut r r l l t y  In  t t rx t r '
t i r ) l l  i s  ( leorne( l  to  hc  in lpor t rn t  fo r  e f l i c lenc l 'o f  thc  ecor lo ln l .
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is  5 percet t t .  I Ic  t loc ides nl )out  ho\ \ '  to n l loc l r te h is inconre betn 'een corrsurrrpt iqn
and s l r l ing.  i .c . ,  ln f  inc futu le incorne,  on the basis of  maul ' factors,  an iurportan[
ono of  s 'h ich is  the re lnt ivc cost  of  each.

No\v s l r l ) l )ose nl t  i t tcoure tax l i l ;e the prescnt .  one is  lev iet l .  For ease of  i l lus-
t r i t l iorr ,  s l r l ) l )ose the t rx ratc is  l - r0 percent .  \ \ r i i l r  i l re tax,  f l re cost  of  t i re snnc
lr l l loul l t  of  col lsul l l l ) t ion goot ls  goes up 10()  pelcent  iu the sense that  i t  norv takes
$2.000 of  prelax inconre to brry i l re sal i le  $1,0o()  of  consurnJrt ion goods.  But  tho
cost ,of  s; rv i t rg goes t rp t t t t tch ruorc.  1 'o have $50 per year of  a4r l i t io ln l  i1co1re,
orro h:rs to reccive $100 of  pr .et i rx  income. I lut .n ' i th no change in i l re r larket
r ' : r1o of  i l terest ,  orrc lnust  Don'huy a $2,000 bond to get  $100 per J-ear.  And to
hr l t ' .$2, t )00.r , r , i th n ' l r ich to buy the hond, gJ,{)00 of  preiax incorue is  neer led.  I 'he
50 )rorcent  i t rcot t te t tx ,  thus,  has rbubler l  the cosi  of  cou,sumpt ion,  but  i t  has
r luat lm| ier l  t l rc  cost  of  snr ing.  l 'hus,  i l rc  tax has r loublecl  i l ie  cost  of  sar ing
relnt ive to the cost  of  consurnpt ion.

To  t a l i e  t he  ex l r r r J r l e  f r r r t he r ,  sup l ) ose  f l ) r t  i n s t cnd  o f  buy ing  a  5 -pe rcen t ,  10 -
Xc l l l ' l ) o l l ( 1 ,  t l l o  I t e l so t t  p r c f c r s  t o  nc r l u i r e  f u t u re  i neon re  by  huy i r u ,  saS l  a  r l nc l r l r r e
trxr l ,  or  equi ta lerr t l l ' ,  by srrppl l - ing funcls to a nrachine tooi  u ier  for  i t ie  purchase
of the rn l<,h ine.  Suplmse the l tachine is  cx l )ected to renrt in in r rsc for ,  say,  1B
Ierrs.  nn( l  l rect t rsc of  t l le  grcatcr . r isk in i l r is  t t .pc of  inr .est . rnent  than i t r  the
pnlchase 0f  a bond, lhe fuDr ls nccessrry for  i ts  purchase n ' i l l  be suplr l ier l  only
i f  l l r e  r n : r t ' h i ne ' s  f r r t r r r c  i ncon le  l r r ov i r l es  a  12  pe rcen t  r n te  o f  r e tu i n .  I f  i l r o
rurr ' l r ine 's pr ice is  $1,000,  i t  n ' i l l  have to pror luce $150 ler  year. ,  Now suppose
ntt  incot t te tax at  4S l le l 'cel l t  is  i rnposct l ,  s . i t l r  s t r . t r ight- l inc r lepreciat ion nl lorvet l
as det l t rc t i t l l ts  for  t lx  pnt ' l ) ( )scs f r ( 'u l  the i l lco lne prr tdueed by the lnacl t ine.  The
aftcr- tax eash f lorv f rorn the rrachine $- i l l  be rer luced to g11g. To huy ei i l rer  the
s1.0[)0 of  cousuur l r l  ion or  the g1 .000 nraclr ine,  i l re taxpayer s ' i l l  l i : rve to hare
$1,112:3 of  prcf  ar  et t r ret t t  i r tcntne.  lnr t  the luachine norv 'af forr ls  h inr  n future
incornc of  orr ly  $11s Jrcr  1 'e l r  instent l  of  $ l l l ( i .  r f  bcfore the tnx wns inrnoset l  l re
r c { l n i r o ( l  $ . 15 ( ;  I ) c r ' 1e r r  t o  i l r r l r r ce  h i r n  t o  g i r - e  u l )  $1 , { ) oo  o f  cu r ren t  cons i rmp t i on ,
l r o l l  l ) : r r ( l l l ' l r o  l i l r c l y  l o  s e l l l e  f o r  $ . 1 1 8  r e r  r e n r .  r n s t e a r l .  h e  r n d  o l h e r s  l i k e
l r i r r t  r v i l l  c r r f  t r l c l i  on  t l t e i r  s l r i t r t t - i r r ves t i ng  un t i l  t l ) e  an tou l ) t  o f  l nach ines  and
a l l  o t hc r  cn l r i t n l  hns  been  su l l i c i cn t l y  r ec i uced ,  r e l n t i r - e  t o  l abo r  se r y i ces  i n  p ro -
d l r c t i o I r ,  t o  1 r1 ' 1 l f i 11 f  i t n  i l t i ' r e l t se  i n  p re t r r x  e : r l r r i ngs  o l i  t l r e  t nach i r r e  r r . h i c l t  a f l e r
tnr  v i l l  agl in af forr l  a c: rsh f lorv of  $150. 1 'he rrnount of  the reqnircd preta\
en l 'D i r ) gs  i n  t h i s  exnn rp le  i s  9228 .

1l 'ax prol is ions st tc l t  as l l re in lestrr ront  crer l i t ,  nccclerateci  dr :preciat ion,  short -
etr ing of  t ts t ' f t t l  l i les f r r r  tax t leprcciat ion I l r t rposcs.  etc. .  sornel ' l r t t  re41ce,  l rnt  4o
no t  e l i l r r i r u r ( o  t hc .  ex l t ' a  cos l  o f  snv i ng  co r t r l t : r r . e r l  s . i f l r  eo r r s r ru l r t i on  i r n I i r 5p1 l  1yy
t l t o  t l r r .  S t t l t ; r t t so  i t t  t l t c  exn t t t p l c  l l t e  t r xp l t l ' e l  l r a f l  been  n l i l e  t o  c l a i n r  t 1e  7  pe r -
cot i t  . Iob I )crr : lo l t t t tc t t l  Cret l i t ,  l tat l  nscd the r louhle-dccl in ing balance nrethor l  of
dol ' t 'cs1x1int , .  : rnt l  l r i t t l  t rser l  a 10-yenr n ' r i te-of f  per ior i ,  uncler  the AI)R's 20 ler-
( ' ( . l l t  r i t l l r : c  l t t ov i s i on .  \ \ ' i t l t  l l r oso  t ssU l l l l ) l i 0 r r s ,  t hc  r r r nc l r i nc  $ . r l i l l < l  s t i l l  l rAvC  to
pror l r rce pret : rx c l ln inss of  $ lSS to provi t le $116 of  af tor- tnx els l r  f lorv.' l ' l tcse 

Jr to l is io l ts  cort l in ly  of for( l  I lo  snhsidy for  snving nnt l  inrestntcnt .  Tht ' i r
e f f c c t ,  r l l h c r ,  i s  l o  r e r l ucc  son rcn ' hn t  f l r c  i r r co rne  t nx  b l ns  ngn ins t  sn t , l r r g  and  cnJ r l -
t a l  f o rn rn t i o t t .  I n  t h i s  r es l l ec t .  t o  be  su re .  t hey  con t r i hn te  t o  a  h i ghe r  r n te  o f  s i r -
ine and capi t f l l  fornrnt ion than l 'orr l r l  occrrr  i f  thc tax-hins wire rno.c 

"e.-ere.Rut even n ' i th these provis ions,  the inconre tax s igni f icani ly  increases i l re cost
of  snving rc lnt iye to the cost  of  consunl l ) t ion.

' l ' l t o  f t t l t t l r t l t t e t t l l l  i neo t t t e  t nx  l r i r t s  l gn i ns t  snv i nc  and  cnp i t a l  nce l l r r r l a t i on ,
r i e t ' i l i nE  f r o tu  t l r e  i t r c l us i o t r  o f  bo t l r  sav i ng  an r i  t he  f n tu l e  i ncon re  i t  n f f o rds  i n
iho t : rx brse,  is  eonrpounded lx '  gr l r lunl ion of  i r rcomc tax rntes.  c lear ly,  i l re
\ ' c i gh t  o f  t l t e  a l r t l - s l l i r t g  t ns  b i as  i s  l ess  l ' he r r  t he  app l i cnh le  i nco rne  t ax  i s .  s : t . r ,
20 lcrcent  t l r rn whcn i t  is ,  sny,  50 pereent.  Rate Aradual iorr ,  i l rereforr ' .  r i i f fer-
e l t t i t t t c s  t l t e  bns i c  nn t i s l t v l t r g  b l ns  o t t  t he  bns i s  o f  t he  nn roun t  o f  t nxp t r xe r . s '
inconres,  not  on t le nrrount  or  proport lon of  i l re i r  incomes al locater . l  to sar ing.
.  r t  i s  qu i t e  w ido l J  nssu rued  t ha t  t he  p ropo r t i on  o f  one ' s  i ncome  i l r a t  i s  snvec l
inctease.s ns oDe's i r rconre increases.  To t l re extent  that  there is .  indeer l ,  a sys-
tenrnt ic  re lnt ionship of  th is sort ,  tax r : r te grnduat ion obyiously increases the
weight  of  the bnsic income tax bias against  sar ing.  The inferenee to be drawn
is not  thnt  t l rc  r l i /Tcrcnt ln l ly  henl . ier  tnx on snving than on consl ln lpt ion el i rn l -
nntes ssr ing but  rnther that  l t  roduces i l re [mount of  saving out  o i  any given
- 
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incoure cornl laret l  to rvhat  lb s 'ould be nnder a nert t r t l  tax '  Thc evidet t t 'e  of  h ig l t
l iv ing by the af l luel t t  does not  cal l  for  increasing their  inconre taxes.  I r rstcr t l ,  i t

cal ls  for  lcr is ion o[  the incotDe tax to rcduce the re lat ive cost  of  -qtv i r lg.
Graduat i r - rn of  incorne tax r i t tes l r rs a fur ther ef fect  in i tnpl i r i t rg t t t 'onont ic

of l ic ietrcy.  l t  is  colrct : t ,  I  bul ieve,  lhat  t l le  a l r rount  of  one's i t tcot t re is  i t l  gt t t tcrn l ,

i t  goot l  r le lsrr l 'e  of  onc's crr t r t l i l i r r t io l  to thc tot{ r l  i t tcct t t te of  t . l te et :ot t t lnt l ' .  I I r  verJ
pr ige par. t ,  t l rat  contr ibgt ion r iepends ou ol le 's  prot luct iv i ty  nnt l  t l tc  ef l i ( : ie l lc l
g ' i t1 ivhich o1e l lscs the l ) roduct ion resources t t t  o l te 's  r l is l rosl r l .  With a gr : t r lu-

ate( l  tax on inconre,  the more el l ic io l l t  nnd 1r 'oduct i le aI t  int l i l i t lunl  is  (as evl t lu-
ated i l r  the nnr l iet  p lace),  the grenter  is  t i re t i rx  b i te otr  t l te re\ \ ' : r rds he leceives
for  l r is  contr ibut ion to tota l  out l r r r t .  Clrar ' lu i t t ion,  t l t t ts ,  i tuposes an increasing cost
on inrploying oue's ef f ic iency ant l  l r rot l r t t : t i I i tJ .  I t  is  t l i l l lc t t l t  to percei te any
g'or t l r i lh i l t t  socia l  object ive to be achieved by I t rn l i i r rg i t  l r  ore ant l  t t rore cost ly
t9 l re r19re prodlct i rc .  r \nd rvhether i t  is  l l r t i r  to tax ot te l )crsol l 's  incol t le at  | ln

e f f ec t i r - e  r : r t e  o f ,  s t y , 20  l r c r cc t t t : t nd  a l l o t he r ' s  a t  : l  l n t e  o f ,  sa I . : 10  l r e r ce l l t '
i t  sceurs to lne,  is  I r l r 'e l I  a uat tcr  of  tnste,  g()o( l  or  bnd,  t lepelr t l i t lg  ot)  o l te 's
y ies 'poi t r t ,

. Ihe exalnples above te l l  far  less than thc s ' l to le story of  t l tc  nnt i -savir rc h ias j r t

the l r rersent  t : rx  stmcture.  Supl tose i r )  t l l ( )  cx&l t tp le a i ro le t l l l t t  t l le  i t t< l iv i r l t t : t l 's

sar ing t : r l ios the forrr r  of  the I lnrc l ) i lse oI  shl t res of  cotr i l l ]o t t  s tocl i  i t l  1r  cor ' l lor l t io t r
rv l t i r :h uses ni lchi r re tools in i ts  Jrnrduct ion.  Iu t l re i tbst 'nce of  ntry i l t t ' l rn le t l rN,  t i le

Ix)rson \ l .ould for .ego $1,() ( ) ( l  of  cul rerr t  corrs l lnr l ) t i ( ' l l  l tnc l  bt ty the s(o( l i  i f  l l tc  t t l l t -

ih inc t0ol  l t t t |c l t : rset l  \ \ ' i th  those fut t t ls  $-c l t t l t i  c l t r r t  Sl50 lX ' r  ye: l l ' .  Nt t$ 'st t1t1tose

i l i l t t  ln  i r r r i iv i t l t rn l  incorne t : rx ant l  f t  ro l l )or l l t i { )n i r t ( 'or l te t l tx  : t t 'c  i t t tpt ts t ' t l  t t t t l

i l r : r t  the nrargi i la l  tnx ra ie ayrpl i r . r rb le to l io th t l re i t r r l iv i t lual  r l l ld  t l lc  t : r t t '1xr t : t t io l l

is  13 percent .  Jr t  or t ler  to l r r ry e i t i rer  $1,00{t  of  cot tst t t t t l t t io t t  goot ls  t t r  $1, t )0O of  t l te

l i , ,o1,*rry 's  stocl i ,  lhc inc l i i ' i t l r r : r I  s ' i l l  hate t r l  I I tve $1.1)23 of  l r retrx i l l ( io l l l { ' .  I l t t t  l te

I \ . i l I ' no ' l onge r  Ob tn i n  $1 i0  pe l  Jen r  on  h i s  s : r v i t r g . ' l l t e  co r l t o l l t t i o t t  i t t co l t t t ' t l t r

i t se l f  r o t l uccs  l he  n f t c r i - t ax  cas l r  l l r r r v  o f  L i t c  t r t a l h i t t e  t oo l  f r o l t t  $15 ( i  l t t ' I ' ) ' o : l r  t o

$ i tS - t , , , . -  j : c t r r .  A r r , l  i f  t l r g  ( , i ) l . l ) o r : r l i on  r r c l t ' 1o  r l i s l r i l r u l t ' l l r c  t t f l . r ' r " 1 t t x  c l t s l t  I l o t v

to I  l r r .  i r r r l iv i r l t tu i  shnrel to l tL ' r  l ts  : t  r l iv i t l t ' t t t i .  l te s '<tr . t l t l  t t t ' t  cr t t ly  $( i f  i i ( i '' S i i l , f - i e  
t hc  s l l r r o l t o l r l c r  i s  s ' i l l i r r g  t o  l c ; r l t ' l l t c  o l t r t t i t t g s  i t t  l l t c  t ' o t ' l t c l a t i o l t ,  b t t t

, ' c , t u i , i , s  1e  sa r l c  12  pe l ce r r t  L11 t c  o f  r ' o t u r i l ,  l l c t  o f  t . i t x ,  o t t  l t i s  i t t v cs t l t t cn t ' ' I l t e t t

I t , r i  cor l t i . r ' , r t ion 's r f te i ' - t rx  cash f lorv on t l r t ' rnacl t i t te t r to l  r t t t ts t  go r tp f ro l t r  $118 to

5l i0 at i lp l t l t l ,  l r r r l  to obt l r in a $1i6 af t r :L ' - tax cash l los ' ,  t l tc  l t tc t tx  c l t r l t i t tgs of

t l re rnachi l le tool  s ' i l l  l tave to go ul r  to $2]5 '-  
l t  t t ,e stockholder is  so fool ish as to \ \ ' r r l l t  to l ' i thr l t 'a ' * 'h is sh:rre of  l l te com-

naiw' i  eart r i r rgs e, : tc l t  yer t r ,  t l te $150 l f ter ' - tax casl t  l lorv t l is t t ' i | t l lc t l  tp | i t t r  ns a

l i i i i r . , r i r  iL t . i t t i  *  t , r  $3i .12 : t f tcr  bc l t rys i r is  l retsrr t ra l  incorr tc tax l f  l te st i l l  ius ists

f r .  f  l ) -1x.r< 'err t  r l te of  l t , t t t r t t  to lo icg,r  i .1,000 of  currer t t  cot tst l t t tpt io l t  : r t t4 to

" i i , i !  
t f , " t  a l i rotrnt  a l t t i la l r le to the corpolat ion,  i le ' l l  r teer l  to rcccive 1 t i i r - i r let r t l

" i ' fJOO' i , i , r . , t  
f  f rO nf lc i '  tax.  But  i f  the r f tcr ' - tax crsh f lorv of  t l te urachi t re tcxr l

i . *  t i ,  go ul )  to,$ l ' , ix) ,  i ts  pr t l t : tx  c l r l ings luust :  incronsc to $50( i '- -  
iu" , i t r r i , r  * 'grds,  iu4rosi t io l  of  e i t lcr  ot te of  t1e tnxes leql l i lcs n 4G l )ercel) t

i n c . i nsc  i r r  6g  p r : g t1 i  cn l n i r r gs  o f  l l r c  r n r t t ' l t i t t c  t o t t l  t o  \ \ ' l l r r t r t l t .  l l r e  i l l r . l i v i t l r l a l ' s

i d i " i i , i r g  n f , 00 t i  o f  c l r r o r r t  c i r r r s r r r np l . i o r r :  t he  f u l l  h t t l r os i t i o r t . r t l  l r o t l t  t : t r es  i t t -

; ; ; ; : ;a i i .J  r i :qui led pretnx earr t i r tAs by n staggcr ing 22i1 perccnt  -- -  
etrot t rn.  o."y of  tootr iDg at  th is c l le i t  of  the t txes ol l  thc cost  of  stv i t tg is  thr t t

io- i i iu  i i f ,n, ,u.e of  the ta i ,  t1e cost  of  fo legoing $1.0()0 of  current  crr t ts t r t t t l t t ion,

i ; . ; ; ; ; , i , . i , , g  g l , ( ) 00 ,  r vLs  $ t r o  pe r  ye , i r ,  r ' cp r cse . l t i ng  an  en rn i l g . s  r a { c . f  12  pc r -

"" i i t .  
l l . i t f r  o i ie o1 the ot l ier  tax ' iurpgsed, i i rc  cost  of  suf i ,g $1,0tX) gocs u '  t t r  $22! t

p."-y" , , . ,  i rn earnings r i r te of  21 percent .  \ \ ' i th  5o1 t rxes f . l l r  i ruposet l ,  the co-qt

of  sar ing i l lcrerscs to $, lbe 1," .  year,  i 'e ,  reqt l i r ( 's  an ear l l i r lgs r l t te of  over 50

percent .
Is  ther.e sorrre Dr. ,au gonl  of  pt lb l ic  pol icy rv l r ich is  server l  l ty  t ) tese er tor l t tot ts '

tn*- iu i i " rsc<r i r rqrelscs i t i  f l re 
"ost  

of  sai ' i r rg i  Is  t . l r t ' r 'c  sol l lc  s l 's to l t l  r ) f  ( ' t l r i ( 's  wl l i ( ' l r

i ' i . ; r ' l i r ; ; - i l , is  is  a ra i r  i i 'ay to i r r l l lose Iaxes? rn rv l t t t t  serrse is  1 p lo lxrsal  I ' t t r

; ;d; . i i ; ; i i ;  coiporat io.  i1c 'orue ta i  ratc l . r roper lx character ized i ts  a " tax l ) real i

for  bt ts i t t t tss"  ?
But u 'e 've I lot  dol le let .
(rrprroi" ilre 

"urpo.ntion 
in our exarulrle retained ilre nfter-tax cnsh flow in-

stJf f i i  pni f t ig  nny or  i l 'out  as r  dtv idend to t l te s l r t re l ro l ( ler ,  : rnd In t1c srcvcl t l t

; ; ; ; - f i ;  i t "  in i t ' i t l  lnvestment by the shareholr lcr ,  the cor l l )anv 51vs ntrot le ' r

in*ni , r " - inof  for  $1,000,  t l re amol l ; t  of  the accumtl lated reta ined etrn i l rgs Strp-

pai"  t f r "  new rpachine wi l i  a lso lnst  13 ycurs anr l  prodtrce $156 per Sear i r l  af ter-
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tor  co.sh f low. l f  the nrarket  ls  nwnre of  ur is ,  the ra lue of  our sharel to ldct"s
stbcli will go up from $1,000 to $2,000. l'his Increase is, of course, exnctly eqttal
to the present or  d iscount.ed value of  the addi t ional  future $166 per yef l r  of  of ter-
tnx errrrrilrgs, discounted nt 12 percent as before. Rccrill tbtrt every rlollar of thc
corforat ior i 's  earuings orr  t .he or ig inal  rnaehine tool  out  of  u 'h ich the $1,000. to
buy the nerv rnachine rras accuurulated rvas taxed as it was earned, Arttl every
dol lar  of  the earnings of  the nerv rnachiDe $, ' i l l  a lso be taxed as i t  is  earned.

f f ,  never rn ind whl ' ,  the shareholder decides to sel l  h ig s i rare of  stocl i  in  the
corporr t ion,  he rv i l l  real ize a calr i ta l  gain of  $1,000.  Under present larv hc ' l l  pal
an addi t ional  tax of  $240 or r lore on th is real ized capi ta l  gain.  I 'h is  adcl i t ionai
tax is properly viewed as fl. gurcharge on tlle Lex already paid on the prior Jears'
earr) ings on his in i t ia l  invest t rent  or  equivalent ly  as a surcharge on the tax that
wi l l  be pr i t l  over the succeeding Je{rrs on the nerv rnaclr i t re tool 's  earnirgs.  In
ei ther case,  the sarne future ear l ings stre&rn wi l l  be taxer l  tn ice,  once at  tbe
48 percel t  rate { ts  t i re earrr ings are real izet l  erch Jear,  anr l  ngain at  2.1 l rercent
( iu o l l r  exanr l r le)  on the calr i tn l ized value of  that  future stremu of  oernings.' IYbat  

stancla l t l  of  fa i r lcss dictates imposi lg t l r is  ar l r l i t ional  tnx cost  ou sar ing' i
Whnt broat l  goal  of  pulr l ic  l lo l ic f  is  served b.v levying,  oyer n l rd n l rove lhe in i t i r l
in t l iv i t lual  t tx  cost  anr l  t l re at l t l i t iorr r l  corprrrat ion tax cost ,  a fur thet  tnx cost
on saving ?

To be srrre,  the exarnl le is  r rot  conrplcte ly ronl is t ic ,  s ince the nl , r r l (ot  Ia lue of
t l te sharehol<lcr 's  stocl< rv l l l  pro l rably incrcrsc Xerr  l ) I 'Xoi l r  as lhe cor l io lnt iot t
retr ins i ts  af ter- tax earniugs. ' l ' i re c lp i ta l  gains tax is  not  i rn i rosed as the gnir r
accrues l [ r t  only $ ' l reD i t  is  real ized. ' l ' l ie  occnsion for  the tax,  then.  is  not  merel l
the accrrra l  of  the gr in i tsc l f ,  bu{.  the t ransfer  of  the asset  ns wel l .  Taxing cnpi ta l
gains t rot  onh' increases the rc lnt ive cost  of  saving but  a lso incrcases the cost  of
charrging LIre conrposi t ion of  one's wenl th.  I t  therefore nrust  re<luce t i re f reqrreneJ
of  t ratrsfers and inrpct le the readX shi f t  in  t l re nt locat ion of  sar ing.  Accoldi r rg ly,
i t  lnust  inrpair  the e{ l ic ic 'ncy n ' i th n 'h ich saving,s are al locr tecl  lnrorrg a l ternat ive
uses.

Whet worth5 ol r iect ive of  socin l  pol icy is  sought l r l  i l ic lensir rg 1 'he cost  of
t r a t r s f e r r i nq  l ) r o | o r t r ?  Tn  n ' ) t n t  senso  i s  i t  f n i r  t o  i nc tonse  t h t t  cos t?

tr Iorcorer,  r r l rat  inte l lectual  gJninast ics nrust  oue go t l r rouAh to conrt ' r ' t  t i r t
o ( l ( l i t i ona l  t nx  pena l l y  on  s r v i ng  i r nposed  by  t ax i ng  ca l ) i t a l  gn i us  i n t o  a  l ax
" loophole"? I Iow can t i re t l i f ferencc l , .etween inrposiug that  nr ld i t ionnl  penal ty at
24 perccnt  instetr l  of  -1S l )crccnt  ( in o l r r  cxntrrp le)  be regnrr ler l  as a tax pref-
oLonce?  And  ho l '  can  t a r i ng  t he  gn ins  ou  p rope r t y  t r l r r s f e r r cd  by  g i f t  o l  e t
death be seen ns c losing a " loophole"?'We 

h:rve not tlonc 1'et.
I f  ot r r  corpolr t ion lnr l  shareholdr . r  l ive in l  s tata thnt  lcr ies incorne taxe,s.  the

el lects of  l federal  tnxes in inereasing the cost  of  saving re lat i re to the cost  of
consurnpt ion are cornpoundcd. Ani l  i r resl leet i re of  the Str te in n 'h ich tho eor-
po rn t i o l t ' s  p ro r l t r e l i on  f r e i l i t i u s  n l e  l oe : t t e r l .  t he re : t r e  l oen l  gove rn r r r cn t  p l o l>
e r t ) ' t f l xos ,  s ' h i ch  con 'ec t l y  nnn ' l y znd .  mns t  be  sce l t  ns  nd r l i t i onn l .  hcnvy  l ev i es  on
tho cnrnings produeet l  by tho tnxcd propert les,  nnr l  rvhic i r  t i rerefore rr rust  a lso
be regarded ns fur ther incrensing the eost  of  sar ing re lat ivo to consunrpt ion.
Ar)d lot  us rrot  forset  dent l r  nnd gi f t  taxes g 'h ich tnke nr l r l i t ional  l ) i tes out  of  the
cnpi ta l ized value of  tbe futr r re ineorne on accurnulated sar iDR.

Ar l r l  the"c lnres np rnr l  i t tc lur le t i re myr iad adr l i t ional  lsv ics (e.9. ,  l ieonse fees,
franchise taxes, exeises, etc.) and the tnx-imposerl increase in the relntire eost
of  saving ls  enormous.

, \ rc t l tose ef feets of  the er is t i t rg tnx s l 's tenr in l ine l ' i t l r  lhe broad obiect i res
of  publ ie pol icy? \Yhnt goals are ef feet ively pnrsuer l  by making i t  re lat i re l l
more cost ly  for  every household anr l  every buslness to sare than to consunre? I t
seei l ts  1o nre lh0t  u 1. lx  r r ] -st .ern Ni th lh is l r rs ic b ins ngl inst  s l r - ing n 'oul t l  be appro-
pr iate,  l f  at  a l l ,  only ln n conntry v 'h lch en. ioyed capi ta l  sup( ' rn l )undanee in the
sense 1h:r t  nr . l t l ing to the < ' r : is t ing stock of  eal) i t r l  rvoulr l  ar l r l  lo t l t ing at  a l l  to tota l
output .  These are certa in ly not  the c i reumstances of  the IJni ted States.  Barr ing
capi ta l  s t rpernbundanee, the tax system should eerta in ly not  increase 116'  c. . t
of  srv ing and of  eani ta l  necuniulnt ion in grcnter  proport jon tban i t  inerenses
thc eost  of  cor)sun) l ) t ion.  A tnx system which does so iB unfni r ,  n l ) ( l  i t  erccts r i
bnrr ier  Lo el f lc ient  r rse of  the econorny'B product ioD eoprrbi l l ty ,  in th is case by
r l is tor t ing household anr l  buglness cholces bets 'een current  consumnt ion and fu-
t r r ro incorne.

1Oi-r

Thc lorvcr rote of lrr ivnte saving rcsuit ing fronl t l te ntt t l -snving blns of t l te In-
coDle tax olso nleans a lower rute of privl tg inrestrnelt t  in bolh l t t trnttn trnd l tou-
l lrultr  c1l) i tnl .  Alrrrrrg t |e print: ip:r l  consoqtrcnces of t l t is slrtnl lcr stock 0f cn| i tnl
arr- '  (1) l t iss tot l l  oulprrt  fol t l rc r:coroury rts t t  rvl tulc nrtr ' l  (2) 11 l( ]w1'r renl wrtgc
rate fdr labor.t  Surely neither of tbese results conforDls leith trny broatl  publ ic
pol icy objectire.- 

Tl ie question, then, is rghy the tax system is structuret l  to i l lpose this bias
Agai l lSt  S:r l i r rg l r rd i t tvest t lent . ' I ' l tc  lnS\\ ' ( ' r  s t t re ly t :n l tno-t  bC LI t l t t  Cot lgresSCS
air t l /or  l t lp t iu ist rat io l ts ,  1u-st  or  prescnt ,  l t tve cotrsciot ts ly sortght  to restr ic t
pr i r :1te sur- i19 ant l  the exirarr-s iorr  of  l r rocluct iou ctpalr i l i ty .  l tather,  I  susl teet ,  th is-an{ is l t inc 

b ias of  t ' l \o t i . ru is  in | i l t  t l tc  consequc'r tce of  atr  accuululat iou of
ad ho(:  pr ior is iot ts ovcr a l ' r t tg lcr ioc l  of  I 'ears,  largelJ '  t t r t in for t t tc t l  b.y even ele-
l l r ,ut f l t 'J ;  ecouotuic i tnalJSiS as thci l ' I i l ie ly  cf iects or l  t l te rc l l t ive cost  of  SaYiug
nnt l  consutrrpt iou.

In larger pnrt ,  the exist ing tax syStern ref lectS r loctr i r ta l  perst t : ts ious,  e l t r -
bo f l i c r l  i r r  s l ogn l s  n r t t i  p l r r l s cs ,  suc |  ns  "nb i l i t y  t o  pny " ,  " eq t t : t l  t l r l t i on  o f
cqrr l ls" ,  er te. ,  rv i t ich l torver-er  st l l )er f i ( : ia l ly  a l )pel I ing,  nre dcvoi t l  of  I t rnct ic tb le,
6y: ;err l ional  , \ubstance.  I t  is  not  that  taxes sbould be r le l iberately lev iet l  d ispro-
port ionrte ly to ntr i l i t ) '  to Jrnl '  1n.  thai  equnl lJ 's i tn l ted pcrso!)s should pay t l i f fer-
ent  n l l lo l l t l ts  of  tax.  I t  is ,  rather th l t  an opernt iour l  coDcept,  let  l io t te nreast l re-
l r t e r t f ,  o f  nb i l i t i ' t o  pn1 'has  I ) r ( , ve ( l  t o  bc  h i gh t . y  o l us i l ' e  an t l  an  i t r l r l e r l t t l t e  g r t i t l e

t o  { r r x l t i o r r .  An< l  t he  rne t ' e  bu l l <  o f  t hc  l n t eu ra l  Rcvc t rue  C lo t l e  i s  c l o t l t l r ' t t t  l c s t i -
1ro1i : r l  t9 the I r rohletns errcorrnterer l  in  del ineat ing thc re le lant  chl t r lc t r : r is t ics for
c loterr l in ing rvhether a l lJ .  t$ 'o or  morc pel 'sor ls  are "equ:r l "  or  " l rner l t t l t l "  for  tax

l ) l l l ' l ) r ,sei r . ' f  i re pursui t  of  t l rese cr lnc€' l l ts  in tax pol ic . ' r .  I  subtni t ,  has bl i t t r let l  l to l i t :y
nia l iers to the ef lects of  thci r  dcci ,s i ( r i ls  on econorrr ic . t l r r : tot 's .  $ ' l i ich l te f l l r  r t rote
r .e i r t l i ly  i tnd precisely i r lent i t iable ant l  mer lsurelb lc.  ' Ihus,  in or ic l r t i t tg the t lx
s.rs lcrp t . )  provi( le sotne s()r t  of  cqunl i ty  of  tax l iabi l i ty  on " t '11t te l l1" 's i t t tat t ' t l  t l lx-
pa; 'crs 1 i ld sui t l rb ly t l i l ' ferent  tax l iabi l i t ies on "uner lunl l l " '  s i t t tnted t l txpr tyers.
t t s  l ) o l i e . y  has  t cnde r l  t o  bu rden  un fa i r l l  t hose  n ' i t h  i i  r e l n t i r e lX  s t r o l t g  sa l ' i r l g
yrrefe lcr l :c  and to farol  those n- i th lc l t t i re ly h ig l r  cousurnpt iot t  l t ro i tc l is i t ies.

I n  vc r l ' l i r r ge  p : r l t ,  r no l ' eo l e r ,  t hc  c l oc t r i na l  no t i o l l s  exp ressc t l  b l  " : t b i l i t J  t o

1 i l r 1 " ' h r rYe  l r o0 r r : r r L l r t ' s s t ' ( l  t ( )  l r s i n {  l l t e  t ax  SJS te rn .  i t r  co t l j t t ne t i t r r t  $ ' i t l t  go re t ' n -

t ) ) c l r t  s l ) on ( l i l r g  l ) r og rnn l s ,  t o  r ( ) d i s t r i bu t c  i ncon rc l  a l r r l  r v ca l t i t  f l o t n  t l r c  l t ( l l t r o r l t  t r r
t l to nccr l1 ' .  l lconour ists havc lorrg prst  g iven up the convict inrr  that  : i t tch r t r l is t t ' i -
bui  iou,  to t l re cxte l t  i t  n 'e le of iect i r -e,  rvonl t l  increase t l rc  tot l t l  ut i l i tJ '  o l  ef i i t ie t tcy
o f  t he ' so r . i e t r - ,  I nso fn l  ns  t hey  n i gc  su r i r  r c ( l i s t r i l ) i r t i on ,  t l t e - v  t l o  so  r v i t l t o t t t
thc srr l r i ro l t  of  their  profes,s ional  er i lcr tncss,  ant l  l rc  i r r t lcet l  t r rcrelS exl t re*s i t tg
t h l t i l ' l ) o l s ( l nn l  p r r : f o renc r : s .  D i sc r i r l i na t i r r g : t r no t t g  l l r c sc  y t l c f c re t r cos  i s  p t t i ' o l y
a r i r i t l a r l ' ,  an r l  i n  f ac t  r l t nny  o f  us  l r r e  h i g l l l J ' an rb i v r l en t  on  t he  s r r t ] . i { ' c t . ' l ' } r r r s ,
so ;nc  o f  r i s  i ) e l i e l e  i t  i s  de ' s i r a l t l e  f oL  a  pc r s r rn  t ' hose  rnu t t n l  con t r i bn t i o l r  t r t  t l t e
ccononr]"s tot : r l  Jrroduct  is  ra luccl  nt : ,  say,  $20.000 to g ive up,  i t l  I 'nr ions taxes.  a
th i l r l ,  nrorc or  lcss,  of  h is i r rconre to i re lp l i l lurce govcrnt t rent  pn1' lucnts to solr )e
o t l r c r  p ( ' l ' son  $ ' hose  eon t r i b r r t i o r r  t o  t o t a l  p ro r i uc t ,  f o r  n ' l u r t evo t ' r onson ,  i s  r - n l t t e t l
n t  z c ro  o r  so l nc  t c l ' y  s r r r r r l l  l n ro l l l t .  O the rs  o f  us  l l l l ] '  l i r r t l  t h i s  t : t x - t r n t r s [ c r
r e r l i s t r i l . r r t i o r r  i s  g ross l l  u r r f n i r ,  y r l r t i cu l a r l y  i f  t he  t nxJ rn l ' e r  i s  ha r r l  r vo l l i i l r g
n ' ) r i l e  t l : e  t l l r r s f e ree  i s  i l r r l o l en t .  I l u l  a l ) a r t  f r om  ou l  j u r l gn ren t  t s  t o  t he  f a i r ness
o r  r r n f r i i n css  o f  i r r pos ing  t ases  so  l i s  t o  r ed i s t r i bn te  i r t con ie  o r ' \ vea l t l t ,  t he  qnes -
t iorrs th l r t  are alnrost  universnl ly  igrro led are \yhcthcr the s] 's tenr w'or l<s ant l  wh: t t
s idc elTo( ' ts  i t  I l f ls .

i \s to the f irst of these, t l ie highly rerl istr ibuti lc tnx-tr i t l tsfcr sl 'steln of the
post\yar era hrs not in fact changerl t i re sbape of the distr ibutiou of i l tcottre. Thc
fol lol ' i rrg table presents nlensures of thc degree of inequrl i ty in the distr ibtt t iott
of inconre for the years 1047-1968.'

s In e study recently eompl€ted for the Nntlonnl Assoelatlon of r\fanufncturers. f hnrie
a t tempted to  meo.sure  the  cont r lbu t lon  o f  the  pos twar  g ros th  o f  bus tnens  cop l te l  to  reo l
to t r l  bus lness  ou tpu t  snd  to  tbe  lnc re t rsc  ln  the  reo l  wage rn te .  Growth  ln . -cnp l tn l  lnpu ts
accounts  fo r  32  p6rcent  o f  the  lnc re [sc  ln  reo . l  to t0 . I  bu i lness  ou tpu t  t tnd  _ t l le  lnc reose ID
the  nmount  o f  c i rn t ta l  re ls t lYe  to  Inbor  lnc renser l  tbe  ren l  w t rge  rn te  by  2 .2  porcent  pcr
r€nr .  on  the  arerdge.  Cf .  Normnn B.  T t r re ,  Tares ,  Cap l ta l  Format lon ,  ln r l  thc  Oro lL ' th  o l
Tro i , t i t t r l t t t . lo r tb . -conr lng  by  tho  Not lon t r l  Assoc la t lon  o f  l faDufnc t l t rPrs ,  Sor l lo_n  I I I -A '-  

i t r , twnro 'C.  Rud i l .  "P6s t *nr  Chnngcs  ln  thc  S lze  D ln t r tbu t lon  o f  Ineome ln  the  I ln l ted
Stn tos" .  Amer lcan Economlo  ReDlc lo ,  i ! I0y  1070,  pp .  247-GO.  The bDs lq  d r t tn  t r re  f rom ths
u.,s. Rrirenu of the census, crrrent Popilotlon Reborts, serles P-00. Income ts defined as
to t r i l  money lncome. I
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Gin i  ra t io  '
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,  The Gin i  ra t io  i s  a  measure  o f  inconre  inequa l i i y .  The lower  the  ra t io , the  more  near ly  equa l  the  d is lnbut i0n  o l  inc0me.

11 ' l r i l e  one  l l r r y  n rg l r e  ns  t o  1 ' he the r  t he  i ncou re  concep t  embod ied  l n  t l t c se
nreasut 'es is  appropr iate,  there is  no rctson to bel ieve t l l r i t  use of  any al ternat i re
conccpt  s 'oulc i 'nr l ter i t l i5  a l ter  t l re resul ts;  the tneasrt res oI  inequal i ty  r ronld
st i l l  bc c l<rsely l ,urrchcd nnt l  s 'orr lc i  ev i r lcncc no t rcnd.

-  1 l ' l rc  s i t le ef feets r - r f  re{ is t r ibpt ive I iscal  pol icy,  a l tnost  e l t t i r€ ly d isregnrded'

I  e rp l l r i l t  i r r  eo r r s i t l c l a l r l e  I ) t r t  t he  l t c k  o f  c l r nnge  i i r  t l r p  r l i s t r i bu t i ou  o f  i l t co t r t o .  To

I  l r  i r r l r s l l r r r t i : r l  r l eg roc ,  t l i e  t l x  pn r t  o f  t he  t ax - t n rns fe r  s1 ' s l ou t  ) t as  cons i s l e r l  r ' f

I  tnres rrh ich l re l rv i ly  penl l iz-e sf t i ' ing conlpl rer l  rv i th const tmpt ion.  Tl te conseqrtct tce

I  h ls becn,  as l ro iute.r l "out  ear l ier ,  a s lorver rate of  i l lcrense in t i re stocl< of  capi ta l

I  l rnr l  in  the input  of  capi t l l  serv ices rc lat i re to labor serv ices t l tan rrot l ld  other-

I  r r ise here ociun'ct l .  AnO t le colrse( luer)ce of  th is rctardnt ion of  t i re grolvth of

I  
" , , r r i t * i  

h is bcen thnt  the pretax ret i r rn per uni t  of  capi ta l  has been higher t l t tn

V I  o i l i rn. i r i . * " , , t lh i l .  tho pret ix  rvage rate of  laSor bas been lower t l tnn ot i rerrr i -se.

lS I  i ' r , , i . ,  , i : r i , i t  t , l . l . . r*  mny i rave gainet l  l ry  n 'ay of  lower taxes on their  rvages and
-1 

I  . , r i , i " i "*  f i * - r  l iar-e lost , 'a t  leai t  iu  pai t ,  b l '  way of  lorvcr  * 'ages ant l  'sa la l ies

t  i ; ; ; ; ; i ia ;  o i  t l . l . torver pror luct iv i ty .  iur l . in iofnr  ns t l re t rnnsfer  pal ' Inents hase

I  *r i i "  i . ,  t i ' "  t in i i .1t , r . r , i i ts i r , ror ,  labor ' i l : rs  st ts t : t i r tet l  { l te l<.rss I roLu lo\ \ 'cr  l r roduct iYi ty
I i . i i t ' o , r t . "Auc t i on  i n  t a i es  as  an  o f f se t . , \ t  t he  sa rne  t ime ,  en tp l oyu len t  oppo r -

I  i ; i ; i ; . ; fo. - i i r ;  n i , r iwort<ing poor-have.a)so been cprta i led.  Ant l  in  anv event,  the

I  iot r t  output  of  thsecononryi rns becn ]ess than i t  \ rould otbcrrr - ise hl lye been.

I  
- - ; i l t , i .  

t r i , r  
" r " , , .u i t t i i * , 'u  

i rn inel l ic ient  tax- t rat tsfer  s1 's iet t r '  i fo n 'hom hns i t  been

I  e " ; , ' r
L-' 

'^ 
PRroRlrrES rN TAx REFoIt\r

l l . l r is  has nssurer l ly  l )ecn an i i le f f ic ient  txx- t fansfer  s l 's tem. 1 'o n 'hom has. i t  l teen

const . rct i re tnx re iorrn s l rould be on ret luc ing,  i f  not  colDpletely-el inr inat ing '

i i i "  t , i i ' r , i " i  rg. inst  saving. ' I1e long-r1rn cor)sequence of  recast i r rg Fcderr l  t rxa-

ii;,r';; ',i, ._.iil; rn,onrn uJ'a^i,lgrrer' rnte of_ prii'nte savi'g, faster -nccurn.lntion

"i-'.'ii,f 
t"i" morle rapitl &ii"iiiioo of total 

-optput, 
expans.ion of enplo)'n)ent

oppor tu r l i l i es ,  nn( l  , . .  l , ,o ra - iap i t t  inc re tse  in  la ) r0 r ' s  n roduc t is i l . r  anr l  ren l  rv l tge

rare .  l f  l l re  t rx  c r rnnges  ieq ; i ioO i i tu loOu.n te .  tbe  e i i s t iug  a t r t i -s r r ing  l , ias  a re

deeme6 to be 'nfair,  i t  or, iJiU"intt  the exist irrg treasy penrlt ies on sasing are

in sorne se'se fair,  t f iouO--i i l i  niyst i fying to me to see wltat cr i ter ia of fairness

could prot luee that assei imeui. Suref '  the required tax changes \rould tetrd to

si lxpl i fy the tax sYstem'

1. ' l 'ho trr:utncnt ol stt t : i t tg in'  thc incomc ltn bose

A tax that increases the cost of saYing an' l .consurnption in -equnl proport ion'

hence does', t  change urui. . . i" i i "" cost, r irusb either al low a deductiol) of current

il-trgl"t;;uit"rit iu"o^", oi exclutle.the, future income produced by that sav-

ing frorn f lre future tn* 
"rr"* i ." iJus go bacti  to t tre f irst example above, in which

a Ilerson rleeides fr"tt"""u ti-,bOO of cinsumption gootls and a $1'000 bond' payiug

gbo per year for fO y.".r.'agoio oi*u-" a'50 perient income Ltx is leried. If the

;;;il ;;.; deductibie, ti,.t iso after-tax incorne per vcar for the next 10 Jears

lfill stlll requlre groo pretai inco*" ench terr, wlrtch wlll in turn requlre $2,000

of e.rrc't srvi.g. rrut oliiii"aoing deduciible, only $9,000. o-f current pretax in-

""t,]" 
."iii fr" o""il"d to br; tli; boricl; with current deductibilitv of saving, there-

fore, gre 50 pereent t"r'irburrr"s 6re cost of acq'iring the future lncome stream'
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just  as i t  doubles the cost  of  current  consrrmpt ion.o I lquivnleut ly ,  t l re cost  of  t l re
futr r re incorne rv i l l  be just  doubled by the 50 l )erccnt  tax i f  the current  s lv i t rg is
included iu t l re t tx  base but  the future inconie f roxl  the saving is  t leduct i t r lc .
Iu th is case,  $50 l rcr  yei t r  of  f t f ter- tax incoure rv i l l  rc t lu i le otr ly  $50 l )cr  Je: l r  r ) f
quire $2,000 of  pretax curreDt incorue.  Again t l te tax doubles thc cost  of  t l te
future income, just  as i t  doubles the cost  of  current  cousun) l l t ion;  accordi l lg tJ,
i t  Ieaves tbe re lat iye cost  of  consurupt ion and savir rg t l lc  s&Ine as before the tax
was inposed,

A neutra l  tax or ]  incorrre,  to reJreat ,  rcquires ei ther a det luct ion for  s l r ing f rom
current  income or for  the future i rco[ ]e on thc srrv ing.  '1 'o be neutr t l .  t l ie  tax
canlrot  be iurposet l  orr  both,  even i f  i t  is  iut l tosc ' t l  at  a reduced or "preferel t t ia l "
rate on or)e or  the other;  any such t rer tnrent  i r icreases t l le  re lat iye cost  of
sar ing.  I ty  the -cr t rue token,  the tax ruust  l )c  fn l ly  iurposed ou or le or  t i re other;
fa i lure to ( lo so ret iuces the le lat i l -c  cost  of  srv i r rg.

I t  is  interest ing to exanr i l le  sone of  the popular l r  ic lcnt i l icr l  " loophol t -s"  lg: r inst
th is cr i tur ion of  cqual  taxl r t iorr  o l  s l l \ ' ing nnd corrsunr l r t . iou. ' I 'he i ru lchlse of  a
mutr ic ipt i  bont l ,  for  erarxple,  coures out  of  taxed incorr te,  i .e. ,  the saving is  t r rcd,
but  the returns on the l ronr l  are t r \  cxcrnl ) t .  l 'h is  tax t re i r turent  is  l rnn 'h tuore
near l f  in  I iue l ' i th  t l r t r  rcquircureDts oI  e( luxl  tax:r t ion of  s lv ing rnd consunrp{ ior ' r
t l rnn is  t .h l t  of  rnost  o{hcl  sal i l tg.  r \s  another exl turple,  t l re fact  that  t l re i rupLr{c( l
rent on orvner occupietl resitlences is riot sul-rject to tax is legarded l)I ,soure
econornists as a " ioophole".  I lu t  unlcss the purchrse of  t l ie  r rs i r lence is  f in i rncet l
f rom tax ercmpt -sources,  the prcsent  tax cxenrpt ion of  inr l )utc( l  rcrr t ,  is  prccisc l5
u'hr t  er l r r : r l  taxat io l r  of  savir tg and consunr i r t i t in  delrarrc ls.

To acLieve fu l i  tnx equal i ty  Lretwecn saving and consumpt ion,  a l l  pr ivate st 'c-
tor  sar ing shoui t l  be deduct ib le f rom the incone tax base,  r rhether tbr t  srrv i r rg
takes the form of  a snvings account,  er lucat ion of  onc's chi ldrcn,  the purchrrse of
rnachine tools,  or  the bui ld ing of  a shopping center .  So far  as business s:r l ing is
conceLned, th is could be accornpl is l ret l  in  the main by provid ing for  1o0 l )ercent
rvr i te-of f  of  the cost  of  prot luct lon faci l i t ies in the lerr  in whir ' l r  t l r r '1  : r re ac-
qn i r e r l ,  t he to l . r y  c l i t n i r r a t i ng  c l cp rec i l t i , ) l t  a r r t l  o t l r c r  ( ' i l 1 ) i l l l l  r { " ' r ) \ ' ( ' r } ' : r l lDw l l t r | r ' s . o
An interntet l inte measure torvard achier ing that  er l r rn l  t : rx  t ret tnrent  rvoul t l  be
ad( l i t ional  l iberal izat iorr  of  exist ing capi ta l  recover l  a l lorvnnees,  a l lhol lgh eyen
t l ie most  acceleratecl  depreciat ion a) lo$-anccs,  short  of  f  r r ' l  l i rs t - Iexr  \Yr i le of f ,
fa l l  short  of  equal i ty .  I ror  househokl  s lv ing,  ar lopt ion of  l i re Adrnir r is t rat ion 's
1972 proposal  to a i low al l  employed persons a der l r rct iou for  l i rn i tc t l  nnrounts of
incone snred for  ret i rement would be a construct ive in i t ia l  s terr .

2. Taa ratas

For the long run,  a major  object ive of  construct ivc tax reyis ion should be to
el iminate or  at  least  tnor ierate the graduat ion of  inconre tax rates.  This would
af f { ) rd an i t r rportant  contr ibut ion to abat ing t l re incorne tax bias ngainst  s lv ing.
I n  i t se l f ,  t h i s  r ev i s i on  q -ou ld  no t  e l im inn te  t l r e  b r s i e  h i as ,  bu t  i t  n ' ou l d  r e ( l uce  l t ;
a t  t he  l eas t ,  i t  n ' ou l d  r node ra te  t l l e  ncccn tu { l 1 i r n  o f  l l l o  h i : r s  n t  t hose  i ncou re  l eve l s
rvhere suJrposedly the gre&test  potent ia l  for  savins exists.

r \  f i rs t  s tep woul t l  be to in i t iate a progranl  of  l re l ior l ie reduet ion of  income tax
rntes abole the { i rs t  four bracket-s.  Tl . r is  | rogr l rn s l r r r r l r l  hesin $ ' i th extent l ing
the present 50 percent  ef fect ive rate l i lu i tat iorr  on "rnrncr i "  incolne to a l l  indiv i -
dual  income.

3. The corpora.tion incomc taa
To el inr inate the inererDentnl  tnx b ias ogni l ls t  s l r i r rg inrnosed by the c()rporf l -

t i on  i ncon re  t ax  c l en r l J 'wo r r ) d  l equ i r e  co r r r l r l e t e  e l i r r t i n r r t l on  o f  t . l t c  t ax  i t se l f .
A l t hough  t he  co rpo ra t i on  n r i gL t  s t i l l  a c t  as  a  t nx  co l l ec t i ng  ngen t ,  i t s  en r t t i nqs
shoul<l  be nt t r i l ruted to i ts  sharehr) l { lers nr)r i  taxcd to t l rorrr  only unt ier  the l r td i r i -
dutr l  i l rcome tax.  t r {orcor 'er ,  tho nt t r ihut lb le corymrnto c l r rn ings f ( ) r  tax lur lx lses
should bc reducet l  b l ' t i re a lnount of  thc sor lxrr t t ion 's saYir lg.

With the ar lvance of  cornpi l ter  tecl r r ro logy,  t l t is  t roatntent  of  corporate Incotne
ls qui te fensib le.  Indeer l ,  nrucl l  t i re srrrue provis ion is  urnr ie t rnr ler  exls l ing l t rw in

t  T l *  f , r t r *  I ncome  on  t he  hon r l  sons l s t s  o f  10  nnn r rn l  l n t c res t  pnymon ts  o f  s50  p l us  t he
reptrxmont of  the S1,000 pr lnclpal  ot  the en( l  of  thc 10th J 'cor ,  wl l lc l l  would be tarer l  ns
wel l  under th le npproach.

.Any proceeds' f iom the ssle or  othcr  d lsposl t lons of  nsF€ts rvould be fu l ly  t t rxed.  I Iow-
e r e r .  l ?  i n  e q I a l  n m o l r n t  N e r e  n e w l - r  s x r e . l ,  t l l c  { l e d l r c t l o n  o f  t l t o  s l r l n q  $ o l l l t l  o f T s . t  I  l ) D
l n e l r i s l o n  o f  t h e  s o l e s  D r o . e e d s  I n  l a x r b l ' '  l n c o m e .  I n  e f i e c t ,  t h e  d e d u c t l b l l l t l  o f  s n v I n E
prov ldes  au tomot lc  " ro l l  over "  to r  t rea tment .
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the et tse of  Subchepter S corporat ions,  companies g ' i th a l iu i i tcd lunrber of
shareholr lers who are taxed as partners,

I 'ar t ia l  in legrat ion could be aecourpl ishet l  by revis lng f l re tax t reatnent  of
t l i l ' i t le t t t ls  t tnt lcr  l l te so-cnl let l  "gross-up" nppronch.  Int l iv i i lual  shnrc|o lder.s unr lcr
t l t is  r t l t l t r t t i tc l t  r t 'o t t l t l  at t r lbute cotpornt ion incolne tax r leourer l  to l rnye bccn pt ld
to the div iderrds t l - rey receive,  conrpute their  tax on f l re i r  to l .a l  taxable inc-ome
i t r c l r r r l i r r g  t l ) e  g rosse .d -up  r i i v i donds ,  an t l  c l a i r n  a  t ux  c red i t  equa l  t o  t be  n rDoun t  o l
t l rc  <rrr 'por. f l t iorr  i r r r ,oruc t l rx  iDclnder l  l l r  the grossed-up div idet ids.

! .  Aop i t a l  go i n . s

C)t t l  i t l l tor t l t t t  tor- is ion to reduce the exist iug incorue tax bias against  sar lng
t \ . t r t t l r !  l r t '  l o  o l i t r l i un to  c i t l  i t : r l  A ; r i r r s  a t t r l  l o ssps  c l r t i r e l y  f r o l n  t he  t t i x  basc .  T l r i i
rev is i ' r l r  s l tonl t l  be a cour i ranion rneesure to the coniplete integrat ion of  corpornte
eniDi l rgs in the indiv i t lual  s lockholder 's  iDcome.

As ; r r t  in tcrrncdi l te rueasure,  the exist ing tax t r€at t i lc l l t  of  capi ta l  gains and
l lss l 's  '11n, t1,1 l tc  lnr t 'n t led by extending tbe prescnt  " ro l lover"  t reaturent  on resl -
t ierrcr t 's  io a l l  cnpi t r l  nssets.  L inder th is np|roach,  tnx on gains would be deferred
so l1r1 g ls  t l rc  g l ins were fu l ly  rc i r rvested.  Tax rvould be paid on aDJ port ion of
srrch gains not  re i r t rcstct l  but  a l loceted to consurni t t ion.

5.  1 ' , r . tc t l io t r  o l  cx l ract iuc int l r ts ' : i , :s
I I i ! ,h on nlnrost  c lerJon/ 's  " lo" i rhole"  l is t  is  percentage deplet ion.  cornblner l

rv i th the t let lut ' t io t r  a l lon 'cd l r r r  ;u ine devcloplncnt  and explorat ion expenses for
nr iner l ls  other than oi l  and gas and for  intangible r l r i l l ing co-sts ln the cnse of
oi l  ant l  g: rs,  porcert t : ree t leplet iot r  is  rv idely n l lege( l  to af ford businesses i l  naturr i l
resol l rce industr ics t rncotrscionable tax hreaks.

l 'he tnx equal i ty  condi t ions discussed above suggest  that  the appropr iate way
of lool i ing at  these tax provis ions is  to deternr ine whether the sum of  tbe explora-
t ion ancl  deyelopr))eI l t  t leduct ions,  or  the intangible dr i l l ing deduct ion-s,  p lus the
percentnge t leplet ion deduct ioDs equ&ls,  fa l ls  short  of ,  or  exceeds the investnent
in the l ) ro l )er ty.  To the extent  that  the sum is less than the investruent .  the
exist ing tax provis ions are not  proper ly regarded as " loopholes" or  "prefer ' -
ences";  indeed, the.r  involve a heayier  tax burr len oD the saving inyested in such
propert ics than would be imposed on an er lunl  amount of  consulnpt ion by the
pelsons supply ing the snvings investad in the ploperty.  I f  the sum is just
equal to the inrestruent, the existing tax arrangenents shoulal be deemed to
confomr wi th the requirements for  equal  taxat ion of  sf tv lng and consumpt ion.
Only i f  nnd to the extent  t l rat  the surn exceeds the investment are tJre present
tax provis ions I ) ro l )er l ] -  c l l&ractcr lze( l  ns "prefercnces."

I f  the suggest ion above for  fu l l  f i rs t -year s ' r i te-of f  of  business capi ta l  ont lnJs
$'ere i l )e lur led along wi th tbe other proposnls for  e l iminat ing the exist ing tax
bias against  6tv ing,  the quest ion of  perccntage deplet ion would,  c lear ly,  become
irre levant .  Al l  o l t t l , r ls  to f ind,  develop,  xnd l ) r ing a mit teral  prol )er ty into pro-
dl rct ion would l )e deduct ib le as thex rsere i t reurret l ,  and no deplet ion deduct ions
\ \ 'ould l lo  npprol l r i : t te.  Lncl<lug f t t l l  f l rs t - Ie:r r  wr i tc-of f ,  horvevcr,  tha ehnrncter l -
zat ion of  l lcrcent .age deplet lon,  just  ns thc i ' l tnrneter lznt lon of  aecclerated t lepre-
c iat ion,  as f t  " Ioophole" is  narne cal l ing rather than annlysis.

6, Il,eal, Estate
f lhe so-cal led " tex-she, l ters"  for  rer l  cst .nte invost lnent  are popnlar  i tems on

many " loopbolc"  c losing l is ts.  Thc cu) l r r i ts  are gel leral l . r  dcpictet l  as upper
bracket  indiv iduals,  of ten professionnls,  wbose investurents in real  property cast
of f  tax deduct ions in exces.s of  the ineome frour the real  estate cnt l  * 'h ie l t  act ,
thelefore,  to "s l re l ter"  their  other income frotn tax.  Tht :  of fent l ing provis ions of
the lan '  f t re geneml l r  ident i f ied as et ieessiye depreciat ion al lowances.

l 'he Tax I leform Act  of  1909, on the l rnsis of  tb is l ine of  re lsoning,  severely
restr ic ted t l re avai labi l i t l '  o f  accelerated <leprecir t ion methot ls  for  real  yt rop-
ert I .  -subjeeter l  the excess of  any such accelernted al lorvances over st ra ight  l ine
al low:urces to the n) in imurn tax rnd inerenser l  the sever i t l  of  the Sect ion 1250
rccr l ) lurc nr les.  Al l  of  lhese provis ions s igni f icant ly  inereaset l  the tnx cost  of
saviu(  i r rvcslcd in rcal  pro1ler ty.  l \ Ioreoler ,  these tdt l i t ionnl  tnx costs \ rere not
r l r r tcr l  in  1971 br tbe, lob I )evelopment Credi t  and ADR, for  r lh lch rcal  prop-
ertJ '  is  not  c l ig ib le.

I 'ndt . r  t .hc rer i .s ions I  hare pioposed, sar ing investet l  in  renl  property,  lust  as
th:r t  in  any olhcr  fornr ,  would be det . luct ib ' lo at  the otr tset .  No c lcprcciat ion al lorv-
ant 'es uoul t l  bc c la i ruct l ,  r t l rd a l l  reutnl  i t tcotne ol t  thc l r ropcrt ] ' i t t  excess of  oper-
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stlng costs snd lnterest on lndebtedness rvould be fully subject to ttx. And the
full 

"amount ol any proceeds frotn thc subseqnent sale or otlter dlqrosltlon of
lfro ptofio*y rvoulti slnrilarly be fully inclutled .in incoure in the yenr of the stle

oi ttispositibn. Ilenl propclty inconle rvottld be taxctl in tlre galne \eny '.s iucollle

fr.orn gther lropert l ; ,  ei l lni i rat i lg rtrost. oI t l to cglrtplcxit .v utt t lcr cxlst ing l1w'

,fn,t  r , t t  such sari ing-rtoukl be taxed equaily rvi th incoutc alk-rcttcd to consutDption.

CONCI,UsION

This inspect ion of  " loopholes" against  the cr i ter ion o!  equol  taxt t iou of  saY-

ing a"a consumpt io l  couid be great ly  extent led,  but  the exampl€s of feret l  nbove

si-ouiO sumce to illustrBte a central poilt of mt testimony: l\Iany of the prin-

cipal ,,loopholes" are rleemed to be strch only because they are evalttated agtinst

a t tanOara csl l ing lor  puni t ive taxat ion of  saving as compared wi th.consump-

t ion.  Against  the Etnndoral  of  equal  taxat ion of  saving and consumpt ion,  many

ol  thesS so-cal led , , loopholes" are not  "preferences",  tax breaks",  "sbel ters" ,  " tax

expendi tures",  or  wbnl  hare you,  but  l rodest  abntements of  the tax bias against

sai ing.  St i l l  others,  notably the tax on cal) i t2 l  gains,  are correct ly  seeD as he&Yy

Bddi t ional  tax burdeDB on saving.
c ioslng these , , loolholes" Blong thc l incs wlr le ly proposcd wot l l ( l  ntean fur '

ther inc iensing the eost  of  savlng rc lnt ive to tbe cost  of  cor lsul t lJ) t ion.  ' Ibe

consequences of  doing so would be to reduce t l - re rate of  pr ivnte sector  saYing
and capi ta l  format ion.  In turn,  th is rvould l tot  only ret i t rce the r , ' r te of  expan-
sion of-real  output ,  but  i t  woukl  a lso retar t l  the groq' th in the prot l t tc t iv i ty  nnd
in the real  wage rate of  labor.  I f  I  nay take t l te l iber ty of  c i t ing my favor i te
author.  t i r is  analysis is  dereloped at  length in a study which I  l tare just  com-
pleted for  the Nat ional  Associat ion of  l la t rufacturers.  l 'he s ludy,  "Tax Pol lcy '
Cnrr i ta l  l lonnat ion,  and the Grorvth of  I ' roduct iv i ty" ,  wi l l  be avai lable short ly .

' Iax revis ions to reduce the exist ing tax bias against  saving would contr i l )ute
signi f ieant ly  to s impl i fy ing tbe tnx lew. I t  would nl lord a mueh more near ly
neutra l  tax c l iurate for  the pr ivate sector  of  the €conomy nnd enhnnee the
ef lc ionr, - r  of  i ts  cpcra( iotrs.  I t  1\ -oul(1 contr ibute over t i tuc to accelerat ing the
econoruy's rate of  exprtnsion of  real  product ion capaci t :y ,  real  income, and em-
ploynent opportunl t ies.  Ant l  unless t i re case can be nt lde thr t  penal iz ing the
saving of  r lch and poor a l lke is  fa i rcr  than equai ly  taxing the sav. ing and con-
sumption of eyeryone, it would make the tax system faircr.
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T,rx Arns rN TrrE tr'nosRer, Buncor

(By Norrnan B. Ture)

In recent lcars, l  numtrer of proposnls heve been arlvnnced for inclurl ing inl
the budget of thc Ferleral Governrncnt €st irnntcs of the nlnounts of eneh of n I
ln rge  r ru rnbcr  o f  so-ca l led  " tax  cxpc ld i tu rc$"  o r  " tnx  a ids" . r  S ln r l r l y  s tn lo r l ,  thc  I
proposit ion upon which these proposals are fonntled is t l ,rat there is nrerely a I
formal accountlng dist inct ion between a gorernment expenrl i ture and the reve- |
nue foregone &s a conseqnence of a tax provision which afforr ls t . l i f ferpi l t ial  I
treatnlent for some taxpayers, in sorne sitrrnt ions, engaging in some t lpes of I
trnnsactlons. There is. of course, sorrrc lrnsis for this proposit ion in t lrc l l tern- I
t r r re  o f  p t tb l i c  l inance,  e .g . ,  in  sor l r { 'eco l l r )n l i c  nna l } ' ses ,  qov t ' r l r r r rc l t  t r r r rs fc r  I
I)ayments are treated as negative taxcs.! ol

.  CJ .  f * *  AFs ls t t rn t  Secre tar ;  o f  the  Trcnsury  S t rn lex  S .  Sur rey ,  Remsrks  be fore  thc
l lonc I  J \ t t rTkc teers  on  - "T I lo  U.S.  fncome Tt . \  S ls tn r r -  The Nec ' l  fo r  t r  F t r l l  Accour r t lng , "  ln
the  1988 Repor t  o l  the  Secre tary  o f  the  Trca8ur l  pp .  i l22-340 ;  S t t rn ley  S .  Sur re i ,  nnd'Wl l l la rn  

F .  He l lmuth ,  "The lnx  nxpend l tu re  I tudeet -Response to  Pro fessor  n l t t ker ,
"Nat lona l  Tao Journa l ,  Yo lume XXI I ,  No.  4 .  Decenber  1069.  pp .  528-537;  , \ ss ls tan t  Sccre-
tn ry  o f  the  l f r€ssury  Mr l r rey  L .  Weldenbaum,  " I Iow to  l fake  Dec ls lons  on  l t r lo r l t les , "
S ta te rnent  be fore  the  Subcomml t tee  on  Dconomy ln  Goyernment  o f  thc . lo ln t  l t cononr lc
Conrml t tee ,  June 2 ,  1070 i  lo rmer  Sccre t&ry  o l  the  Treasury  Joseph W.  I la r r .  "Trx  Ik -
pend l tu res :  GoyernmeDt  [ rpend l t t t res  ] I l r l c  Thror rgh  T l re  Inconre  Tnx  Sys t |n r , "  Sr rJ rp le -
m e n t a l  S t f t t e ] n c n t  b c f o r e  t h e  J o t n t  l l c o n o r n l c  C o n t m l t t e e , . f t r n u t r r y  1 7 , 1 9 6 0 . ' f l [ s { ' t c r n r s  f , r ( - .
n h o w n  l n  q u o t a t l o n  l n n r k s  h e r e  t o  l n ( l l c l t o  t l ) r t  t h e y  n r e  p h r n s c s  o f  t r r t  r n l h c r  l l r ; r n  o f  r o l l r l
n n a l r t l c t r l  e o n t c n f .  F l e r e n f t r r ,  t h e  q u o t a t i o n  m t r r k s  n r p  o m l t t e d  l n  l h o  l n t c r 0 s t s  o f  f a c l l t -
ta t lng  typ lng  on( l  reproduc t lon .  The rcadcr  sbou l r l  s r r Ip ly  them whenever  those te rms &re
enco l  I  n  te re( l ,

!  In  tho  I ieynes l rn  nna l5s ls  o f  the  ln lp rc t  o f  c l tnnges
nnt lon t r l  p rod t tc t ,  t l l c  n lu l t lp l le r  e f fec t  o f  a  g i rc r l  t r I t to l ln t  o f
l s  t ren ted  ag  the  sarne  &s  the  mul t lp l le r  c f l cc t  o f  nn  equa l
p&yment -c ,  1 .e . ,  nonexha l rs t l ve  expeod l tu res ,

I n  f i s c r l  n r r g n l t n , l . s  o n  g r o s s  f
c l r n r r g e  l n  l n c . r r n o  t r x  l l r r h i l l t i e s  I

n r n o r n t  o f  g o v e r n r n c i l t  t r t r n s f e r  
I
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'  r t  is, nevertheless, the conclusion of t l r is t l iscussion thnt tbere nre funrla-
mentlrl differcnces betrveen government expenditures snd sGcailed tax aids,
that the concel)tual and practical prolr lems of measuring these tax aids are,
in_ the present state of knon' ledgc, insrrrrnourrtable, and tf ,at the meflsurexrents
rr l t ich are offered by advocates of the proposal are grossly mislearl ing, and i f
relied upon to serre any of the objectives for which" ilre frroposal is idvance<l
would in al l  l ike l ihel ihood protluce batl  results.

EV LUATION OF TAX  INS IN TIIE FEDENAL BUDOET

whater.er one's view as to the appropriateness of ilre objeetives which mlght
be. servcd by inclurling ul€rsures of tax aitls in tlre tr'erleral budget, two malor
sets of problenrs confront the endeavor to do so. The most immealite inyr_rlyes
the rnethod of  n leasurer l rent  i tsei f .  ' rhe second set  of  problems is more fu ldr-
tuelrtal and concerns the very concept of a tax sid and o] its identifieation.
A.  l fcusurentcnt  Problctns

1.  Clncephtal

"^1. : : i=t i1! ,_TIelsgi .v 
Secretary Weidenbauru,  former Treasury Secretary Barr ,

the rcvelrue that  would tax

L.ri\ r,ruyrDrurr! ruure afe su4e exeeljLrons. .r ot some purposes, I'reasury estimates
solnetirnes reflect the irnpact on the reyeDue effeet oi a tax aicl oi projected
changes in so're econonric -aggregate over time, e,g., gross national-product,
corporate profits, personal insorrre, etc., but tlese giowih factors are assuned
to be i l rdependerrt of antl  unaffe_cted by the part icular tax provision(s) untlerconsideration. ror example, i l re- 'rreasury Report on Depreciai ion Poiici-receuttr
suburit ted by Secretary Kenngdy to Senator Jacob Javits. est imates-LLe impactof alternative tlcltrecittiotr liberalization methods on feOeraiievenires unaer

l l l ] , l , , l j : r , ,orpt i . .n s1.a f ixed rate of lncrease in inve.tment u"a io oupreciable
lrrcrr i t ies, r 'ut sl)ecif lcal ly disregards the eftects of l iberal lzing depreciat ion on
I Ule ratc ot investurent, hgnce on total output and on the tax base.o on rare
loccasr'rns! n 'Lr€rsrlry est imate is based on an effort to quanti fy i l re inr luced'sccon{rtr.F clterts of a prolosed tax cl,range, but sueh esl imates are invariabl.vconfined to '  si 'gre, sp.cit ic tax _clr 'nge enrproying hlghly sirnpl i fying as=ump-tions about-the scope.of the seeondary effects-and ig:noring"tertir'.y-"o"3"qo."."..
For exaruple, trre estimate.of flre revenue gain froh tne"proposei tax'on reaoeag-nsolirre Jrrcsuruably reflects (1) the effec[ of the consequent price incr"ase onthe volume of gasollne sale-s and (2) the lnerease in riepreciiilon-heouctions
rvhich would follow from ilre. rncreased capits.l ouil&ys dt ilt;i;r;-refiners.E'en estirnates of thrs character, however, ire likely tb tru'snir.-Co? ihe ..rear,,
revenue effect.

lt,is is, of corlrse, the st:rndarrl pr-rrcedure
i e

lDe resenue c{rFdis of  a proposed lnx cbange or the revenue cost  of  en exist iDg
tax provision, 'I'here are some exceptions. X.or some purposes, I'reasury esiimates

r  o n  c l t , ,  n ,  F t i .  I t n l t c s  e d d e d ..  C . f .  Conqreas ionat  Record ,  Ju ly  28 ,  1970,  pp .  E6g6B_D0g?b.6  I h l d . ,  p .  n f i 0 7 1 .
.  \Ye ldenbnr rm,  op .  c l t . ,  p .  14 .

. l f l re basir:  r luestion so frr.ns the nreasrrrenrent probletrr is concerned is nhether
"f irst ievel" esrirnrtes of tax air ls are nrearrirrgfui.r  rrr islenti i ,g. i r i l* , , i i . -"t  ror"r, ,est imnte, to releat, is ".  the r l i f felencc hetrveen thc tnx n,,turrrr p. l i r  arrr l  gre
tax t lrat q,ould othern' ise be pnid in the absence of the tax aia proi ision' .  No

l i : :1' l : . : :1..91.io1]i i" . leffects are taken into account .  .  ." !  io otr i" .  *oia.,  trr". .
I  es t ln ) t r f+ 's : rssuDr0  t i t : r t  t l l e  cor t l y ros i t ion  a l td  leve l  o f  ecor ronr ie  ac t i | i t . r ,  l r cnco i l re
I comltosit ion arld. lerel of the tax base ure nnnffccterl  b.v the prese.na"-o. 'r .bron". nr
l ! l r" t"* n^i(r;  I l  tn.u-, lhis in\r l ies thnt olr price elast ici t ie.s, of denrarrd for and
I fJr l , l ) ] .e ot r in,.r l l roduets and factors of production, are preciselx zero, surelrI thc lcasl I l r t t tsi l r le assutnption to rnal(e. T\ ' 'ere there no ottrei 

"""nai"u 
fr_rr r l is-puting the ut i l i t l '  of rneasuring tax aid.s in the Federal trudget, i ie ' inirerent

It t tplatts, i l t i l i ty of the l tresent trpe of nrenslrrernent woukl sufi jc"e since the inya-l idi t l -  of t l te nnrlerl f  i rrg nsstttuptions npon rvhiclr thcse estiruatcs o* i" .*"0 resultslrr ruislendi u g rrrcf l  su renrent,s

I I  L

'I'l ie col.rcct nrelsuremettt of the rcvenue effect of ft tnx lri<l is tlte <liffcrottt'o

bc tweeD (1 )  t l i e  a tuouD t  o f  nc tun l  t nx  l i ub i l i t y  l l n t t  ( 2 )  t he  t l t x  l i r r b i l l t y  r v l t l c l t

n 'outd ar ise ro i t l l  respcct  to thC cot t tTtctst t iorr '  unr l  Ic t :c l ,  o i  eatnomic ocl ' i t : i lU x.h ich

ioor l i  11r: [ ia i r  i t t  th i  abscnce of  thC tax aid.  Despi te thc al r l )nrent  s i r r rp l i t ' i t1 'o[

t i r ls  coircept  of  the real  Dlei lsure of  t l lc  t lx  a i t l ,  c t toruror ts cotnl r lcx i t ics nre

involved.-  
Ct ie most i l l )11e( l iate qrrest io l t  t l tat -  a.r ' ises col tcel ' ) )s t l te a14r161lr inte t i t t tc  f r l l t r te

for  the rne:rsrrrerrrerr t  as just  t l t . l inct l .  , \s  l t t t  ex l t l t t l r le ,  s t tJ t l tose t l r t '  ln lcr t r l r l  I les-

" i*o-Coi i "  
nere arnenr led to pcr l r i t  nrore l iberal  * ' r i tc-of f  of  tL: l r reci t t l r le  f : t t ' i l i -

t ies and t l la t  i t  were agreet l  t i la t  th is at t ret t t l t t rer t t .  col ts t i t t t tet l  n t : tx  a id '  I ' r t -

; i l tJ i ;  i^-"pn-t . . r  r , 'nul i l  tat .e : rdvaDta.qe of  the chauge in t l re l r rv iu the f i rs t

l^r" f , i "  yooi  in rvbich i t  rvas ef lect i l . r . ,  i .c . ,  \ \ 'oul ( l  i t11rrret l i l t te l ) '  r ' l l t i t t t  t l te l l to le

l i i iu"ai , iep.eci i r t io l  a l lo\1,ances,  b1t  i t  cal r  l tarr l ly  5e l t rest t r t ter l  t1: t t  t l r l i r  i t t -

"est , r iet . t  
iu  i leprecia l r le faci i i t ies,  t i rc i r  la l tor-capi t r t l  t r t ix .  t l t t r  vol t t t l . l '  o f  t l te i r

o i t i i i i i i ,  i r ,o p l i t ies of  their  produr: ts,  t l tc  i r r r l t r t< ' t  of  t l t t 's . r  t ' l t r t rges on ot l t t ' r  i t t t l t ts-

i . i " l - , . " i i i " " , e r s ,  e t c . ,  i n  t i r a t  i r t i t i a l  t l xab l c  ) ' e r r  wo t t l t l  f r r l l l ' r ' c l l e c t  t l t e i r  r c -

i r i o i r ' a "  
" " n  

t h l t  o {  o t1e1s  t o  t l r e  t n \  a i t l .  l ' h l r t  i s  l o  s : t 1 ' ,  t hc  c l l o ( i t r i  o r t  I f c t i t ' r ' t l

I . o t " nun .  i n  t ha t  f i r ' s t  t axab le  ] ' ea r  ( even  i f  t t l ensu lab le  a t : t l l )  $ ' r t t t l r l  I e l - l oc t

o"f i  ao i l i t ia l  impnr: t  of  tbe tnx ai r l  o l t  the t tx  bastr . " I l tc  t t t t t rc  n l : t l is t i r r  ns-

i i - ,pt i -n is  t l r : r t  i : l ic  rns1,u, , -*c.  l l t .nt tg l rotr t - t l tc  eeonol l lJ '  t r r  l l tc  t r tx  l t i t l  rv i l l  or t t r r r l

ovc r  ^  s r r l r s t i r r r t i t l  rm rn ' l r . , r ' o f  l c l r r s  l r u r l  t l t : t t  f t t l l  i t r l j t t s l t r r t ' t t 1 .  l l t t ' l ' r ' l o  u i l l  l i t '

a c l i e  ved  ou l y  i t r  some  , ' 1 . ) l l g  r . un " . " l ' i r c  u r cu t t i t t g  o f  t l r c  l i l s l ,  s t l t  o t t t l ,  l l r i r t l .  t ' t t ' . .

; ; ; i ; . ; ; . " ; i , ;  c f fect  of  t .he ' [ax aic l ,  evcu \ \ 'ere i t  nreasrrrablc,  is ,  thelcfore,  aur-

t ignuu" or '  at ' lcast  subjccL to lVi t lesprr : i t t l  l l l is i t l tc l l ) fc t i l t  io t l '
" -?* i r " . ly  

i i r terpreted,  i i t " ' .otuo. ,o c l l . .c t  i1 t l te yel t r 's  l )c fore f l l i l . t t t l . i t ts t l 'c t t t  is

achiever l  -shoul t l  be regardet i  as a lxeasr l lc  of  crne of  t l te restr l ts  of  t l le  t l lx  s l t i f t i t tg
'p."a"a.  

f , i  t r*  pat : t ic , , t , , .  J 'eal .or  us the l r r r rourt t  bx rvhi t :h rcvel l l les l 'o t r l r l  l t : tve

hin"reO hat l  t1-e shi f t ing p.o"es" 1ot  becu in i t iatet l  by t l te- tax r l i ( l '  Ol l I  * ' l ten i t

-Giiii-" 
"""nrlentiy 

colcl'uo"il ttr"t thc slii{ting pro{ress hltl becrt c,rtul'lt 'tetl could

glr !  i -u i "L, ig116usla tahe t l te r l i f ference l tc t rveen nct t r : ] l  reYenlres an( i  t l ( ]  reyel l l lcs

l fh ic l t  rvoulr l  have been .""" i tea n ' i th tbe totAl  tax b i lse that  rvot t l t l  l t l lve 0r is tet l

i r " i i ' i i rn i1x a i r l  r rot  been enacte( l  l rs  t l te cort tp lcte 1 le:rsure of  t l te revenpe ef fect

of  gre tax ai t l .  \y i t i ror . r t  r i  cou, l r lc te r luu. l t i t t t ivo l t t t t l l 's is  of  the shi f t i i ) r {  t t t l t i  i r tc i -

; ; r ; " ; ; i  ihe pl r t ic l lar  tax a i i l ,  of  iogr.se,  gr t ' re is  r r ( )  l r r rD)t) is \ rous brs is for  u '

u p. io. i1 i "*  a i  to wt iether that  re lenue ef fect  is  posi t ive or  negat i {e. '-  
To recapi tu lxte,  t t re , i *u. t . , . "  currcut l ] -  e lnployei l  q ' l t ic5 cour l i le te ly igr tores

notfi irririirxfiate airtl iong-tcr1n adiustliollts to tire enllctmel)t of tlte tax nid cx-

p." . , r .a t i re in i t iat  impact  of  t l re t r rx provis ion;  i ts  re levance is  only for  thxt  l )c-

; i " . I " ; i  f iure in which^theie ls t to.espir t tso Lo t le tax aid.  In t1e ( :nsc of  r  l : rx  i r i t l

wtr ic t r  t ra.s long beel  i . -e*ect ,  the in i t ia l  in lpact  a 'ersurc lucl l t  is  obl iorrs l . ' : ib-

surd.  BeLwee[ tne t ime of  in i t ia l  impact  and t l te t i rne i t r  \ \ ' l r ich the at l j r ts l t l tc t l ts

grrougho' t  l le  economy to th"  t , , *  a l4 are s l lbsta l ) t ia l ly  cotr tp lete,  t l tc ' r l i f feret t t :c-

b e t s ' c e u a c t u a l r e v e n u e s a l l d - t h e r e v e l l u e s t h a t $ ' o u l d h a ' r ' e b e e n t t b t r L i t t < : d f l o u t
I io t r , r  t r r ""  that  woukl  hare existeci  at  th{r t  lat ter  t i l r }e in the abset tce of  l l te

ia i  n iO rury be taken nJ t i re reret tue ef fecL of  the tax s l r i f t i lg  l ) rocess'  l l l te  colr t -

i r i ; t ; . ; "* , i . "  ot  t t t "  tnt l " t*n.mn.t  of  t l re t i rx  a id is  t l re t l i f fcrcncu l ret*ce' t t  : tc t r t i t l

i " r "nu"a at  the t inre r r l reu the adjustDent to the tax aid is  colr . rp lete ant l  t i t t :

; ; ; ; ; i i ; ;  t l ia t  n 'oui t i  have l ieen oi l ta inecl  at  thf t t  t in tc f rour the tax base t l t i t t

r touia f r " to existed at  t t rnt  t i tuc i r r  the absence of  the tax aid '

2.  Appl ie i l ,

The r l iscussion in the preceding sect ion nrgcs that  t i re ntoasurel t lcnl  of  t l lo

.orunu" ef fect  of  a tax axl  requires Dlel lsurement of  a l l  thc changt ls i t r  t l te t l tx

n"."  i fo i  occur in response to t5e plo ' is io '  of  the tnx aid.  In a t i1 ' t tamic eco-

?Ercn  rsc re  such o  f l rs t -ycnr  m€nsuro  o f  the  e f tec t .o f  the  tox  n ld  on  t l re  tsx

iiff U*::*'.*{ttril*r*+iliiinl!:"{$ilr?iil;ilir#i{if.trj
v.}to il,r, ,".Ia.rLrer-rq,11r..be brpothesrzed thf,t the "nff,,,xr"1:Tif,ild.?;t"1lii,:"lthliiltj".f,lL,l.i
llJ* ll,';xl{.l':,iili'ril'll-'lltJ"ffl"il'"'l;Irllli'"',Tli'l'lli';'l;ij'ii:o"i"'tr'id"ci,n,ii ir,n n"nn'
ii'ii;i ii'\- "'"ia-i'rio 

in'or;iinie".,lijl;t *li'*t"".: 
'*il1,l;"ill"i'1,'i'llif ";i'l"t'','l:l,iJl';l';

q 1 1 1 5 o  o f  t l l e  l t r c o r  s t o c K  c

*ill*$'.-,:l*i "J"ll"ii'ili:y"*"il*Uf'*"lllt';'":N:il*'*';l'l',ilil;l] !l ffi
o;  th ls  l t rs t  foc to r .

h a s e ,  h o n c e
t l l o  F r o d u c t

I t  w c r e  t r u c
ln  tha t  l i r s t

:
t -
i .
I
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.nonl ie environment,  th is requires in turn a means for  ident i fy ing those c l t i lnges
in t l te cort r l tos i t lon and volunle of  cconoruic ar : t iv i ty  rvhich ore impel lecl  t l i rec i ly
.nnd indirect ly  by the t : rx r id and dist lngulshlng them from the chnnges rvhic i t
woul t l  othern ' ise haYe occurred.  Otherwise st l r ter l ,  tbe requirerrrent  is  for  a f l l l -
b lown, quant i f iable nrodel  of  the shi f t . ing and incidence of  tarat ion ald of  l )ar-
t icular  features and elernerr ts of  part icrr lnr  taxes,  i f  anyl .h ing of l rer  than the
mislear l ing in i t ia l  imprci  rneasure of  t l re tax ai r l  is  to be provir led.

The probleurs in th is conrrect ion are obviorrs.  rn the f i rs t  p lacc,  f l )ere is  no
'e{ Iect ive eonsensl ls  reg: t rd ing tax shi f t ing and inci t lcnce,  erel  ln abstract  terms.
one need or ly  consider the wide divergence of  v ien's concerning the shi f t ins
a r rd  i r r c i de r r ce  o f  t he  c { } r l } o ra t i on  i nco rne  t ax .  I n  l he  seco r r t l  l r l l r ce ,  e ren  n ,e re  t l r e re
such a.  colsensus so that  a model  could be r igorously stated in abstracr  remrs,
i ts  quant i f icat ion surely l ies beyond t i re preseDt capaci ty of  econometr ics.  As &
pract ical  matter ,  thercfore,  measnrement of  i l re real  revenue ef lect  of  tax a ids
is r rot  l r resent ly  feasib le,  nnd quest ions of  the ra l i ( l i ty  of  i l re object ivcs n.hich
night  be servet l  by inc luding such rneasures i r r  the Fe<lcral  but iget  nre not  Jet
re lcval t t .

B.  Conceptual ,  Problens

1, Identi/icatiott ol I'aa Aids
The r l iscussion of  nreasuremont prol ) lerns aboye i r lp l ies tht t  the tax ai t l  n,hosc

re1-cnt le ef feet  is  to l te t r teasurc( l  can i I r  fact  bc i ( lent i f ic( I .  l fhat  is  io say,  i t  i tDpl ics
t l t n t  t he  coucepb  o f  I  t r t x  a i d  i s  so  c l ea t  ns  t o  pe r )n i t  an  l l na l r l ) i guous ' scg rega t i on
of  t .hose l l rovis ions 0f  the cot le rv l t ich Drny be proper ly labclcd tnx ai r ls . .  l tut  the
( le l in i t ion of  a bax ai r l  rnd cr i tcr ia for  thci r  ident i l lcat ion |ose problems sub-
stant i l l ly  n lore serere than those r l iscussed in connect ion rv i i l r  nrcasurement.

I n r l ec r l ,  no t  ovon  t l t e  y r r i t r c i pa l  J ) r opo t t en t s  o f  i l c l n r l i ng  t ax  n i t l s  i r r  { hc  b r r r l ge t
hlve l r rovi t let l  nn urr : r rnbi ; l r rotrs del in i l ion;  thc5'  h l l rp,  r r roreo, 'or . ,  c i i t rcer le,r l  i l re
t i i l l ic t t l t ics in t lo i t lg so at id have el tnracter izer l  t l te i r  orvn l is t ines of  the pre,sent
inventory of  tnx a i t ls  : rs non( lc l in i l - i \ 'c .  r \ss lst : r r r t  ' r r .er tsury secrctary \ \ re i< len-
) l l t r r n r ' s  cha l l r c t o r i za t i on  o f  f l  t nx  a i ( l  i s  ve r y  n ru t , h  t l : e  s i n re  n - .  t h r t  r r so6  I , v
surrel  and I3arr ,  i .e. ,  " .  t l rose provis ions *hich re l rcscnt  depi t r t .u les f ru i l  A
I)ro l )er  melsure of  nct  incorne .  .  . "  n Surrey e.rp l ic i i ly  recognizei l  the ambigtr i ty
of  t i r is  charf tc ter izat ion:  " . .  .  j l ls t  n 'h ich tas nreasr l res cnn i . re,said to f t r l l  iu  th is( , i tegor.v- in other \ \ 'or( ls ,  rvbich tax ru les are i t l tegl .a l  to a tax s l -steD) in order
to prol i t le  a l ) f l la l leed ta\  st ru. ture lnt l  r  l r roper nr t ' t rsurement of  1et  income, nnt l
$ 'h ich t l tx  ru los roprcsct t t  t leparturcs f rom th l t  nct  i t reonle con(,cpt  and balanccA
s t t ' u r : l i r t ' t .  . ' ? " ' u  I t  i s  l r o t  s ru . l r i s i ng ,  t hc r c fo r c ,  i l r l t  U rc  s l x , c i f i c  t i . i i i r ! .  n i  f  

" *n i r ls  by surroy,  l3arr ,  and \ \ re i t lcnbanrrr  are i r refacet l  by the ctut ion t t rn i  t le  l is t
is  r rct  exl lar tst ive,  thr l t  " .  .  .  solne i te l rs were exclnr led rvhere i l rere is  no ayai lable
indicat ion of  the procise nragl i tude of  the inrpl ic i t  subsidy .  .  .  Ior1 . r1.here i l ]e
ease for  their  inc lusion in i l re incorne base stant ls  on re lat ivcty technicai  or
t l reoret i r .n l , tnx nrgl i l r rc l ) ts  Ior ]  be 'cause of  i l re i r  re lat i r -o ly srnal l  quntr t i in t iye i rn_
lxrr tarr l 'e ."  

t t  I 'h is  iurpl ics l l ln t  i l ro i tcrus n 'h ich : r r .e l is tcd do not  r .un t foul  of
these constra ints.  This infc lence,  of  course,  is  h igbly 4ebatatr le,  as the r l i jcussio l
bclow rereals.

l fhe ' icrv lh l t  a t lx  l id  is  n provis ion of  the tax ru les which t f forr ls  an excel)-
t ion to the correct  concel) t  of -  i l ie  tax base is  a good star t ins poi ; i . .Ein. inat ion
of  tha rrnt i l icat ions of  th is v iew demon-strates just  how aimci i t t ,  amtr ig i rous,  ana
nr l r i t rary t l re i t lent . i f ical ioD 0f  tnr  a i t ls  is .

,  
' f l t t ' r ' r t r tcr ' t_crr t tc t ' l , t  r r . f  t l te tax basc.  of  course,  is  the rnnjor  hurdle tvhich rnustr)o overcol) le.  a lost  of  t l te i i terr t t t re of  publ ic  l inance at ldresser l  to th is qr iest ion

conccrns t l re inconre t lx ,  ant l  f l re l is ts of  tax a i t ls  which have t reen of ieret l  to
d: l tc  col)s ist  t 's t ' l t ts ivel5 'of  provis iorrs in the incolre tax r t r les.  But  t .he l .et leral
reYcl l l lc  s1 'stent  cot ts is ls of  several  taxes other thnn the inconre tax,  Inr leet l ,
l )ar_rol l  tnxt 's  hnve re| laeecl  i l re cor l )orat ion i l rcolne tax as the second largcsf
l 'edcral  revenuc producel  and excises are exJrected to prot luce aooi i i  hat t  as
uruch rerenue i l )  f iscal  1971 as i l re cory lorat io i r  income fax.  Non- incorne taxes,
in othel words, are important conryrolents of ilre l-ederal tax system ond ir theproposr l  to inc ludc tax aids in the bnt lget  is  to be adopted,  i l rere is .  as Bor is
I  wnl , lnnlr ; , rn,  o l ) .  c l t . .  n.  14.
, . -  10-sf f r rcx, .op'  er t . ,  lp .  en-s24.  surrey does not  herp to c l&rr fy matters by referenee torrbnlnnce{ l  s tnretrr re-"  

-
r  I ! .9. ,  Surrey,  lb l i l . ,  p.  329.
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Ilittlier 1as poirrteri out," tto teasott itt logic to con{itte the list to the income tax.
Orr  t l rc  conlrary,  the object ives osteusib ly to be scrved bJ '  l .he [ leoguremet l t  of
t1x aids ret lu i re a cotr t l r lete l is t i l rg.  r \s  a s ingle i l l r rs t rat ion,  i f  o l r ta in ing a bet ter
rr l rasure of  the impact  of  l iscal  operat ions ou the al locat ion of  the econotny 's
resources is  a vai id o l - r ject ive of  thc l ) roposal ,  surely the di f ferent ia l  excise on
grtsoi ine should not  be ignored. ' l 'hc t t leasl t reurent  of  the tax aid embodied in
th is e\c ise-presnrtrabl l 'n  negat i ' r 'e  t i tx  a i i l ,  in  th is i r rst r t rce - t i lust  rv: t i t ,  horvever,
ultil sorneole tlevelolts tlle coDcept Of the correct excise tax base so that itlenti-
f icat ion () f  excel) t io l ts  to that  base can be t rut t le.

Tbele is  l i t t le  prospect  for  resolv ing these conceptual  problems wi th respect  to
excises,  palro l l  taxes,  est t r te and gi f t  taxes.  Indeed, the conceptual  probl€rus in
for l iu lat ing the col tect  l - rase for  the incotne tax i ruvc to date been l l ighly resist -
ant  to solut ion.  l t  is  no wonde| that  norvhere in the lnternal  Revcnue Oot le is
tbe conccpt  of  i t rcoure spel led ot l t  nor that  l i t t le  i f  nny of  the legis lat ive ef for t
orr the 'I'ax lleforur Act of 1900 rvas coltstrained explicitly by l rigorously
dcl iuated cotrcept  of  the correct  incot le tax b[se.

OIe&r lJ,  no nccelr tuble dcsig lat iorr  of  tox { r ids can be for t l tcorning rv i i l rout  a
consensus r ' ( 'g l r rd ing the coucept of  the correct  Lrx base.  But  the corroctr less of
a t r r  base 4eirends ver]  I r rgel I  on the pr io i i t ies nssigned to t l le  var ious cr i ter i t
of  taxat ion,  i .e. ,  neut t 'a l i ty ,  equi ty,  s i rnpl ic i ty ,  adequacy,  etc.  Since consensus
is not  to be found regarding the concepts of  these cr i ter ia,  st i l l  less regart l ing

their  re lat ive intportance,  thele arc nul l rcrous obsl t rc les to be overcot t re l . lc fore
arry l is t i r rg of  tnx a ids uray be snfel ] '  i r t tcr l t reted as anyt l t i t tg l rore thnl  an
expression of  t i re l is ter 's  tsst .es ond I ) rc lerel lccs.

Consir ler ,  for  exlmple,  the impact  of  the r leutra l i ty  cr i ter icrn on the del i r tnt ion
of  the inconre tax l tase and rates.  A tax uray be prope| ly  character ized as neutra l
orr ly  i f  i ts  i r lposi t iorr  does noL al ter  re let ive l l r ices.  Any inr t tnte t r \ ,  therefore,
is  l ikely to v io lu le the neutr l l i ty  cr i ter io l r  s i r rce the tax neccssar i lx  increases t l te

Jrr ice of  rct . i l i t ies genelat ing incotr te inc luded in t ;he tax base re lat ive to the

lr r ice 6f  u l1 other act iv i l . ies.  I tven i f  one acccpts th is f t rnr larnent f l l  unnel l t ra l i tX,
one shoulr l  l r t  le ls t  require of  &n ineone tax in the interests of  nelr t ra l i t . \ ' that
t i le  tax l re i r lgrosed at  the SaNe el ' fect ive rate on t l - re net  returns per t ln i t  of
erery factor  of  product ion,  i r respect i re of  i ts  use,  the c i rcumstnnces of  i ts  or t r ter ,
etc.  I l l l t  tbe1,  c lcar l . t ,  the ent i re cor l torat iot r  i t rcourc tnx would have to be t r t 'a ted
irS n n.egot tuc tax aid,  s ince by t l i is  concept of  neutra l i ty  the Corpornt iot t  income
tax represents an incremental ,  levy on the net  returns per uni t  of  capi l .a l  t tscd

bI  cor. I torat iuns cornplrcd rv i th the tnx r- rn Ure net  returns l tcr  ur t i t  of  c l l t i t l l
rusrd in ot l lcr  orgf ln iz l l iorra l  forrus.  B.r  t l ie  s: rnre to l icu,  l t l ty  t : tx  on ca1r i tn l  gnins

nl t l  any tax on saving v io lates the neutra l i tX cr i ter io l r . ' " ' I 'hc presert t  i t tcoI t r r ' t . tx

di l lerent in i  on real izet l  capi ta l  gnins shr iu l t l  therefore t re inc l t r t ied in t^he l is t
as x ncgat iT 'c tax aid.  rat l ter  t l ia I r  as a posi t i re one as i r t  the Surrcx l . is t  and
part ia l ly  in the Btrr r  en<l  \ \ re idenbauur l is ts. ' Ihese l is ts,  I l loreover,  shotr l t l  adr l

ihe tax l iabi l i t : . '  o t r  snving ns ncgat ive tax l ids.  By ure sr tne reasoni l lg '  f lcecl -

e1rte6 i leprcciat ion,  the invcstnrent  crct l i t ,  or  nI lX s in l i lnr  t lcr isc shot t l t l  be
r iewed not  ns i r  tax but  as a part in l  Bbatcutent  of  the addi t ional  tnx int l tosed
on saving embot l ied in physical  product ion faci l i t ies.  , !nd t l te fa i lnre to a l low t
t leduet ion for  i t rvcs{meut in edut ,at io l r  or  cycn the amort izat ion of  t l t is  invcst-
ment repre,<ents a negat i re tax aid of  r .ast l l  largcr  propor l ions than the tax

aids on Leira l f  of  cducat ion in the Srrrroy,  Bnrr ,  tnt l  Weidenl l lutn l is ts.  In t ) r ief ,
a neutra)  i l lcontc t i rx  n.oul t l  ht \ -e to excl t i i l r : l r l l  Stv ing,  i r rosl leCt i le of  j tS r l lo-

cat ion,  f ror t r  tax;  tho inclusion of  l t rost  sar ing i I r  t l te tax bnsc rcprcsert ts  n nega-

t ive tax aid of  rnuch larger amott t r t  thnn the so-cal lad tax aids l )er t f l in ing to

tbe t reatnrent  of  capi ta l  in t l le  exist ing l is ts.
. l .he ncutur l i tJ  er i ter ion s 'ould lcad to u conr:ept  o l  t . i te "corrL-ct"  ineoure tnx

l . ra.qe uple i in l l t 'd i f ferent  f rorn t l i i r t  no* ' i t r  t i rc  lnrv l t t td n-oul t i  c ls t  up an ent i rc l l

d i f rerent  l is t  of  tax a ids,  t t tost  of  t l tetn t icg:r t ive,  f rom those norv of feret l .  In

at l r l i t ion,  adhercnce to the neutrn l i t l  cr i tc l ion n 'oul t l  require t rer t t ing {rnJ-gr : rd-
ut t i r , rn of  cf fect i re tax rofes as a tnx aid ior  tbe l rcnef i t  of  those persons n 'hose

effect ive taX rates are bclosv the oleral l  l r lerage atrd as a negat ive tax aid fOr

those x ' l tose ef fect i re tax rates exceed the lLrerage.

t  B - l t  L  U l t t ko r ,  "  eeoun t l ng  f o r  Fc r l o rn l  ' Tnx  S r t l r s l d l os '  I n  t he  Nn t l onn l  I l r l ' tAe l , "
^-at ional  Toa Jounal , \o l r l r l re Xxl I ,  No'  2 '  Jr tne 1l ) { iB.  pp.  244-281.'  

i i -e"  i t ic6me-tax whlcu l r i ludes i r r lng ln thc tax 6ase,  t rF the present t t rx  lnrgely d.ocs,
tmnOSe  R  t&x  on  t he  Cap t tO l l z cd  vA l t r e  O f  &  f u l r l rC  I ncome  F t ro t r u - . 1 .C . , _ t l l 0 . sa l l nq ,  f n ( l  On
i i ' , i ' t " f i ,d6* i -s i .cu*-ai  i t  nrnter ln l lzes,  1.e. ,  lu lce.  A tax on eal) l t t r l  Ar lns. ls .  n tRx on l l tc
; ; ; i t ; l t ; . " ,1 

' ; ; i ; tot  
; "  expecteo tncrease ln nn lncoroe Etream, s l r lch El l l  be tnxed os l t

m & ter la l l  zes.
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Quitc d i f fercnt  conelusions mny emerge i f  some ot l ler  tax er i ter ion is  g iven
pr ior i ty . ' I 'be I la ig-Simons def ln i t ion of  ineome ( the algebraic sum of  consump-
t iorr  nnd the change in net  rvorth between t tvo points in t ime),  for  exantple,  ts
nrore c losely or ient .ed to an equi ly  c l ' i ter ion than to neutra l i ty .  In the introduc-
t iot r  to h is t rent ise on ths srrb. ject ,  Sinrons ( leal t  f l t  lengtb wi th vary ing bodies '
o f : r r gu rnen t  nbou t  t he  bas i s  f o r  i neome  taxa t i ou ,  an ( l  c l ea r l y  i nd i ca ted  t hn t  b i s
focrrs rvas on t l re lno: lsurernent  of  equal i ty  or  inequal i ty  of  status.  Dlses'here in
Ir is  ( 'ssnL he repe;r let l ly  inr l r l ier l  that  the approlr r iateness of  any given income
col lcol ) t  depett r ls  ot t  l l lp  1151'  to rvhich i t  is  to be put .  And Simons qui te expl ic i ty
recoqnizer l  l :hc eorr l l i ' . t  l . t ' tNeen his eoneent of  incort re and i ts  incorne tax t re: l t -
rnerr t  nnd r :onsider i r l  iorrs of  ocononr ic ef l ic iency ant l  economie groJt ' th.

I f  equa l i z i ng  r . r , o r r o r r r i c  s t n tus  ( o r  mo re  ren l i s t i c t l lX ,  r educ ine  d i spn r i t i e s
t l re le i l r )  is  l 'osar( lc( l  t rs  thc pr inr : iyr t l  cr i ter ion of  taxat ion and i f  consuml) t ion
l) lus chanqe in net  l 'or th is  necepted ns the best  rnenslr re of  economie status,  then
t l re correct  inconre ( 'on(rcpt  to use for  the i t lent i f ieat ion of  tax a ids \sould be pret ty
n ruc l r  t . he  S i r r r ons  co r r coJ r t . ' l . he  l i s t i ng  r vou ld  p robah l y  he  su l r s t an t i n l l y  n ro re  ex -
t e r r s i vo  t han  l hose  o f  Su r rey ,  Ba r r ,  o r  We idenbnum,  bu t  * ' ou l d  i nc l ude  a lmos t
al l  of  thc i tents on t .hose l is ts.

Thc el idence is  unmistnl in l l lc ,  l to$ 'cyer.  thnt  the proponents of  inc luding tax
r i r ls  in the budcet  r lo not  feel  constrn ine' r l  t ry  the r igorons f l fp l icnt ion of  tho
Sirr rorrs def ln i t ion in i t lent i fy ing tax nids.  Thus,  Surrey and I le l lmuth,  respond-
ing to Bi t t l ier 's  chnl lense of  the ut i l i ty  of  the Simon's del in i t ion for  th is purpose,
obscrver l  that  " . n 'h i )e ofTcr ing n Inrge measure of  guidance,  such an eco.
nonr ie def in i t ion is  not  the cr i ter ion sole lv used in the Treasury c lassi f ieat lon.
The lat ter  tempers the eeonomie anf l l ISis bI  nt i l lz ing 'widely accepted def in i t ions
of  inr :orne'  and the 'general ly  accepted strueture of  nn ineome tax '  as the govern-
ing guidel ine .  .  The development of  the t rounrhr ies of  an income tnx structure
rr i l t  r t  mnnx points be nn evoir r t ionar l  mf l t ter .  .  . " ' r  The nnrbigrr i t ies of  concept
eonveyed in th is response rerer ls  how mueh the elas.s i f icat ion of  any tnx provls ion
rs n tax f l id  ref leets the v iewpoints of  the c lnssi f ier  rather than some ohjeet l re l l
detor ln innble excopt lon to t l re correct  concept of  ineome. Having eschervet l  the
Sinron's def ln i t ion.  nothlng now rernains ns the guide tn e lnssi f ient ion except the
rr lspeei f ier l  "widely aceepte( l  def ln i t ion of  ineonre" aDd the "general l t  accepted
structure of  an ineome tax."

2.  Com.parat>i l i ty  of  Direet  Etpeni l i l .ures ani lTar Ai i ls
one of  the pr ineipal  arguments for  inelucl ing tax aids in the bur lget  is  thnt

thel  arc substnnt i r l ly  the stme as di rect  government expendl tures in ter l r ts  of
thci r  ef fect  on the but lget  def ic i t  or  surplus,  impaet on tbe al locat ion of  resources,
and amounts of  rcsourees devotet l  t ty  government to var ious progratn,s.  Qui te
apnrt  f rom the reservat ions erpressedl  ln the preeet l ing discussion,  the ut i l i ty  of
ineluding tax aids in tbe bur lset  must  a lso depend on the cornparabi l i ty  of  tax
aids nnr l  d i reet  expendi tures.  I f .  for  exarnple.  a tax ai t l  of  a g iven amount nf fects
resources al locat ion through di l lerent  channels f rom that  of  a d i reet  expendi ture
of  equ: ' r l  amount,  present ing the two as eQnal  budget magni tucles wi l l  mis inform
rr ther thnn enl ightcn the bud[et  pol lcy maker.

One olrvious differenee between some tnx aids and rlirect expentlitures whieh
ersts ser ious ( loubt  f ts  to their  compnrnbi l i t l  was noted by Barr  and Surrey,
thonch not  n ' i th the reservat ion Just  erprossed. Thus Rarr  observed that  "Sonte
of  thc snccin l  tax provis ions cause ret 'enl le to be lost  to the Government '  forever
.  Sueh tnx expent l i tures eorrespont l  e losely to r i i rect  expenal i turcs.  Other
speeinl  tax proyis ions defer  the t inre when the taxes wi l l  be paid spe-
ci r l  tnx provls ions,  n 'h ie l t  serre to r ' le fer  hut  not  forgi re tax paxntents,  mlel t t  be
eonrDnrct l  to net  lending In brrdget  terminology."  ro

I l : r r r 's  stntenrcnt  i l lustrntes t l re ambisui t . r  of  the eonrpnr ison.  Certa ln ly there
is n nrrJor r i ls t lnct ion between net  lending nnd di rect  expendi tures in every re le '
vnnt  sense,  i .e. ,  r l i rect  in lpaet  on resouree al loeat ion,  on compo's i t ion of  denland
for  nnr l  s lppl I  of  f lnds in the f inancia l  rnarkets,  on fut l l re revenl les and expendi-
tures.  etc.  This d ist inet ion suggests that  tax aids should be sub^classi f fer l  in to
cr t r .gor ics conrpnrnble to d i rcct  expendi t l l res and net  lending in the Federal
l  r t t  r l  rc t .

' l l r ls  r l is t inet lon,  n lorcorer,  l tas importnnt  impl icat lons for  the mensl l rement
of  tnr  a ids.  Thtrs.  solne tnx aids should be ntenst l rer l  t ls  s l lggest€d r t l )ore '  i  e"  as
the t l i f ferenee between actual  rcvenl les ond the revenues that  woul t l  have been

r{ Srrrrev Dnd llellnutb, op. elt., D. b32.
16 Op. clt., rrp. 3-'1.
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obtainer l  f ro ln the tax base that  rvoulc l  h lve been gel ler l ted by the levcl  nt td
con)posi t ion of  act iv i ty  that  would hare prc{ t i led in the al tsence of  the tax l l id
( i l rc idental l l  in  nuurerons cases th is n)casure r l 'ould require amenr l i t tg t l to I l i t r r
s tateruent  to rea( l  "Sonte of  thc s l tecin l  tax provis ions cf tuse reyenue to l le  oai t ted
' t o  t be  Go t ' en tme l t t  f o reve r , .  Sucb  t ax  cxpen r l i t u ros  co r respond  c l ose l y  t o  t ao
reoenues") .  l lu t  those thnt  correspond, as Barr  put  i t ,  to net  lcudins reqt t i re n
di f ferent  n le:rsurenlent .  In th is cf lse,  t l le  d i rect  expertd i t t l re countel ' l rar t  of  l l te
' tax provis ion is  the present valne of  the foregone i r l tercst  on t l te <lefcrret l  tax
payrnents less the preseut value of  tbe rLet  increase,  i f  t t ly ,  i r t  f t t t l t re revent tes.
As in the forurer  case,  i t  is  lot  evi r lent ,  i r  pr ior i ,  rvhet l ter  th is woul t l  resul t  i r t  t r
posi t ive or  negat ive expendi t t l re I r le&sureir le l l t .  I f  the specia l  tax prol is ion '  for
exirmple.  n 'ere to resul t  in a largr . r  exl )ar ls iorr  of  t l re tax base th ln \ynt l l ( l  ot l ler-
n ' ise be the case,  t l ie  present ln lue of  t l lc  incref lse in revetrues t l toref t 'ont  rvotr l t l
hare to be subtracter l  f ronr t l te l ) resent  la lue of  the interest  on the tax payntents
( l r , f c r r e i l  l 15  I  l r o  spoc i r l  p ro l i s i o t t .

, \cecler l ter l  ( loprecint ion i l lustr l r tes t l r is  cnse.  1) l te governrnent loses t ' l te i t t ter-
est  i t  r r r ight  l r lve enrner l -or  equiro lent ly .  pays more interest  on ' l  larger vol t t l t te
of  l rorrorv i r rg--orr  the tnxes i t  ( ioes not  col lect  on the di l lcrence betn 'een the nr : -
c t , l e r l t e t l  nn ( l  non rcco lo l r t e ( i  ( l cp l ce i a t i on  dodue t i ons .  B r r t  s l r l ) l ) ose  t l t a t  t l t c  r - o l -
' n r r r e  o f  c l r p i l r l  f o r t r r n t i on  i nc rensos  f y  v i r t r t e  o f  t l r e  ncoe le ra te r l  t l e l l r ee i e l i o r t
prol is ion nrra l  the resul t ing increrse in pror luet ion cal)nbi l i ty  expanr ls the f r t t t t r t t
t nx  hase  i r r  equn l  p l opo r t i on .  Then  t he  Go re rnn ren t  ga ins  t he  a r l d i t i onn l  r eve l t t l e
a t t r i bu l t b l c  t o  t hn t  i ne ren te t t t a l  t ax  hasc .  I n  e f f oc t ,  i t  i s  r e l t n j d  n ro re  t hn l l  t l r e
p r i ne ipa l  n rnoun t  o f  t l r e  " l o rns "  i t  c x tendo r l  t nx |a Ie r s  h I  l l e rn r i t t i ng  l n rgc r
r lepreci ; r t ion r l tdnct ions.  I ts  l )c t  gnin or  lo,ss is  the r l i f ference bctn 'ccn the strealn
of  forcgnnc interest  recci l ) ts-of  h igher interest  J lnJ 'nrcnts- t r t r l  the strennt  of
' h i ghe r  

r eve l r r r os .  T r i  c xp ress  t hn t  ne t  g t i n  o r  l oss  f o r  t ho  e l r r r on t  I cn r .  i t  i s  I t t ' r ' e s -
sn ry  t o  r l i s co r rn ( ;  bo th  s t r o l t r ns  l r y  so r r r c  l r ] ) p r ( ) l ) r i l r i c  r l i s co r rn l .  r t t c . ' I ' l t e  t l i f f c r t t t l c c
bets 'een the l r resent  vnlue of  the t rvo -strcnms n 'oulr l  be the correct  I igure to
inelude in the budFet for  the eunert t  yenr.

Other f r rohlerns of  cornparnl l i l i t l  are er .en nrore scvero.  l \  r l i rect  expendi t t t rc
i r r t o l l es  n  r l i r oe t  i r r r pac t  on  r ' oso r l r ce  r r sc :  $X  h i l l i on  o f  t r r i l i t n r y  a i r c ra f t  l l t o c l l r o -
me l l t  expend i t u res  r ep resen t s  $X  b i l l i on  o f  eap i t a l ,  l nbo r ,  r aw  n )n te r i : l l s ,  f l l c l
suyrpl ios.  ete. .  coni l i l i t ted 1.o the speci f ie act iv i ty .  I lu t  t r r  a i ( ls  ( lo not  inYol l 'e  a l ty
sueh r l i reet  i l l lDact :  thc l  opernte or l  resr)r l rce use br  c l rnngiDe rel r t t i te ] r r ieos ot
eqrr i ra lent ly  the actual  or  erpeeter l  af ter- t f lx  incolne f lon 's f rom the benef i t let l
act i ' r . i ty ,  c i rer t rn,stnnce,  etc. ,  re lat i re to t l te ineome l lo* 's  in r r thcr  act iv i t ies,  e i r -
cunrstnnees,  or  s 'hat  have I 'on.  Tl re magni tur le of  the c l l f tnge in the t rse of
resourees etnnot  bc inferrer l  n lerely f rom the arnount of  t rx dol lar-s involver l ;
the r leternr innt ion of  that  resDonsc l r ls t r  rcqrr i res l<tron' ing t l te r legree of  respon-
si rene-ss of  taxnnyers to t l re tax ai r l .  i .e. .  the pr ice elast ic i ty  of  the af feeted
aet iv i ty .  Aecnrdingir ,  $X bi l l ion of  tax : r i r l -q,  proper ' ly  measuret l ,  mf ly inrolYe
srrbstant ia l ly  l r rger or  -qrnnl ler  resource al locat ion ef fects than the sanie alDount
of  r . l i rect  expendi tures.

Suelr  r l l f fercnces in eJTccts rcf leet  substant in l ly  nrore thtn the quest iot l  of  f i rs t -
level  impact  vs.  u l t imate inci r lence discussed al )ove (Snrrey ant l  F le l lmuth are,
of  course,  qui te correet  in observing thr t  ( l i rect  cxpendi tures are also meastrred
in the but lget  at  their  f i rs t - level  impact  values'o) .  Rather,  to repeat,  the r l i f fer-
ence is  that  d i rect  expendi t l l res eonst i tute a d i rect  c ln l tn on resol l rces (grant-
inc that  the exerc ise of  these c ln ims involycs secoDdnrx ef fects)  rs l t i le  tax ai t ls
do not .

A r igorous quant i tat ive eompar ison of  d i rect  expendi tures r tnd tax nids woul t l
reqrr i re mersurentent  of  the fu l l  ef fect  of  each on hut lget  magni tudes in the
context  of  a fu l l -b lown, dynamie model  of  { iscal  inc idence.  A compar ison other-
rr ise der iver ' l  should be regarded as .b ig ' l l ly  s l lspect  anal  as l r )ore l lkely to obscule
thBn to e lucidate the budeet.

6tllt Ir-{Rr AND CO}.. CLUSIONS

The nrecet l ing r l iselss lon of  the problctr rs of  eoneept nnd nlensl l rcnrcnt  st ro l rg ly
I r rge thnt  the Incluslon of  tnx oids in thc Fcdcrnl  bu<lget  wol l l ( l  not  ncl t lcvo t l tc
objeet ives ostensib ly sought by propost ls  to th is ef feet .  GiYen the present state
of  knowler lge nnt l  of  the ar t  of  eeononretr ic  analxsis,  the ident i f icnt ion of  tnx
provis ions ns tax nl t ls  is  necessar i ly  nrbi t r f l ry  nnd depen( le l r t  ou the v iews of

rr  op.  c l t . ,  p.  538.
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t i te c lassi l ler  ns to rv l tat  const i tutes t l re correct  tnx base,  arrd the rncasurenrent  o l
the revenue ef fect  of  thc provis ions ident i { led ns t l rx  n ids i -s ner:essnr i ly  inaccurnte
and tu is lending.  Including tax nids in the l rur lget  n 'oulr l  not  af ford n fu l ler  ae-
t :ourr t i l rg of  publ ie f lnancio l  resources nl located to l r r r l r l ic  progrol l ls ;  nt  rnost ,  orre
might  he al t lc .  to sny,  lncking l inorv lcdgo of  thc resl r rnsc to the tax ni r l ,  thnt  r r rur l
pt t l t l ic  f i t tnnclo l  resources i t rc  deroted to tbe var ious progranrs than is  i l rd icater l
by the di rect  expen( l i ture nloasures.  Includiug tax aid-c in the but lget  noui t l  uot
af for( l  a luore aceurntc me0sl t re of  the ef fect .  of  the i r lent i f ied tnx provis lons on
the but lget  surplus or  dcl l<: l t ,  unless l :he l t rovis ions uLc t lecrrre<l  to I r l rve uo cf fect
on ecoDoDIic act iv i t .y ,  \ \ ' i t i rot t t  soly ing the l reasnreruent problenrs,  tax a ids in t l re
bt tdget  cannot be expected to improve decis iou ul r l i ing nhout hr i ( lget  a l locnt iotrs
nor do t l te. \ 'a f ford the basis for  cvaluat ion of  a l tern:r t ivc I iscal  ( lev ices in acl r ier-
ing progranr objectives in a cost-effectir.eness analysis. Their inclusion in ilre
bur lget  rvoulr l ,  i t t  a l l  l ike l i l toot l ,  increasc their  publ ic  e\posure,  but  r rn less t i re
corrr :eptu: t l  problerng of  ideir t i f icat ion arrr l  l l re praet ical  l t r .oblerns of  measrtre-
Drelr t  c f tn be ovelcone, ihe congress and the publ ic  are l ihely to be entrnpper l  i r r
doc t r i ne  ru the r  t hnn  i n f o rmod  by  ha rd  f ac t s  and  r l go rous  nna l ys i s .' I ' l te  sart te problents of  rneasrrrernolr t  nrra l  conee| t  nr i l i tate against  the rr t i l i t . r
o f  quan t i t r t i ve  s t a ten le r t s  o f  t t r x  a i r l s  i n  i . he  bu t l ge t  as  a  l uean -q  o f  ac l i i e r i ng  t a r
pol ic .v object i res.  Nor n 'ot t l t l  ecouorrr ic  pol icy fonutr lut iorr  pr  the lchicveurent
of  cconomic pol icy ot) jeet ives bc enlranced by nreasur ing tbe in i t i l l  revenue im-
pact  of  desigt tnted tax provis iotrs in the l rudget.  Vast lJ  mnre work has to bc dnue
before t l tese proposals n 'oulr i  resul t  in thc data rer lu i ter l  for  bet ter  ! . r r r l  urorp
ct t l t tp lete arrn lys is of  l iscal  inrpnct  on thc dist r ibut io l r  of  inconre atrd s 'eal th or
on the al locat ion of  rosources in the economl.

In this last corrnectiun, a further brief word is cal let l  for. Tax sids, loopholes,
tax sitelters anrl differelrtial provisions &re frequently criticized as contrlbuting
to resource misflllocatlon and to a eonsequerrt loss of eftciency in the economy.
The proposit ion is that a tax aid ret luces the effect ive rate of tax on a part icular
t lpe of act ivi ty which, as {r eonsequence, wi l l  increase to a level that is greater
tban optinunr. 'Ihe corrditions of optimurn are delineated, with few exceptions,
under the assurnptions of a "best reorld", i.e., under tlre assumptioils that except
for the tax aids, tbe resotrrce al loeating rnechanism operntes perfect ly. Rut the
real ryorld is hardly a best world in this context; on the contrary, i t  is a world
o f  sc ' r ' c tc  i r rs t i ln t ion t l  l i r r r i la t io r rs  o l  f l ce  and l ie r fcc t  rnar ' l i e ts .  In  th is  rea l
r lolkl ,  the elfoct of a tax:r id in uroring torlard or. a\TAI frou a higher level
of cf l ieicnqy cannot lre clrnracterizerl  on n priorl  groun(is.

l i 'or c\auU)le, a strong [rgu[tent mfly be mrt le that the general outl lnes of the
Federal t tx systenr involve an extremely heavy bias sgoinst private cspitsl .
A tax aid which re'r luces this bias with respect to some glven activi ty wi l l  indeed
result l r t  n t l i f fcrent tulx of capital formation from that which woukl otherwise
preyai l .  A priori ,  however, there is no btrsis for determining whlch mlx ls "better".'I'lte inrestment tnx eredit was avtrihble wlth respect to speciflc types of deprecl.
able property; by virtue of l ts restr lct lons, i t  surely lnl tst have bad sorne effect
ort tho conrposit ion of yrr ivate inyestment. What would one lrave to kuow to be
al) le to assert conl l t lentl .y that the &ctual investment mix was inferior to that
which would have prevai led in the obsence of the crecl i t? Ead the eredit been
lntroduced lnto an othcrwlse perfect ly neutral tax and lnst l tut lonal sett ing,
the a priori  answer would he clearly that i t  misrl locoted cBpital.  In the actual
sett ing iu which i t  was introduced, no sucb assert ion Bhould be unquali f ledly
BCeerrted.

There is an importnnt implication for the measurement problem in this recog-
nltion of a far from best world state of alfalrs. EIow shoulal the revenue effect
of any given trix sld be measlrred-&galnst the tax bose thnt woukl in fact
exist in i ts absence or against a tax base that would be generated hy a perfeetly
nentral tnx reglme? No one has yet proposed the latter, but whnt is the meaning
of the former measurement except as n quanti tat iye statement of a dif ferenee
In the state of trx affnlrs? The present lncome tax has been frequently and
wit lely characterized ns a eol leetlon of seleetlve excise tnxes. Assuming the
correctness of thls characterization, how le one to me&sure the tox ald in a
provislon of the law whicl l  results in orrc exeise heing Inrposetl  at n lorvcr.offee-
t lvc rt tc t l tnn Sotnr] othcls' /  Slroult l  olrc chnlncl.r ' r tzp 11r n trrx nir l  lhc dit l i ' r 'orrr:e
between an excise on a c{Ir aDd o truck i f  tbe excise for tbe eor lB 7 Dercent and
the excise for the truck ls 10 pereent?

I l  t

The listing and measurernent of tnx oids in the budget woukl teld to undcr-
mine their effectivenes8. Not even the principal &dvocotes of the proposol a8sert
that to tnx rid ls Justified or useful ln eltectunting governurent pollc.r, 1'be
possib le wlro lesnle undermining of  t&xpl ler  couf idence in tax aids,  tbose tbot
are deelncd by thc clnssi{Ier to be "good" oloDg wltb l.hose regarrled rB "i)nd",
would uDnecessarily circumscrlbe tbe gorerument's use of an eflectlve llscol
device. This device-the tax aid-iras already been made less powerful by the.
demonstrotion in the 'l 'ax Reform Act of 1969 of the vulnerability of ony suc-h
tnx provis ion. '? I ts  fur thcr  wenl(enlng coul t l  a igni l icnnt ly  crrr ts t rn ln gorcrnment '$
options in tlre selecbion of instruurents to achieve policy objectives.'8

A collateral point is tbat many tax aids Ilave a built-in control otr their budg-
etary impact, rrhile this is the exception in the case of direct exprenditure. There
are relatively few tax aids \yith respect to which some substantial pert of the
ef fect  on governurent  revenl les does not  depenr l  d l rcct ly  on taxpayers ' response
to the tax ai t l .  In other '$ords,  the aDourr t  of  the tax ai t l  and thercfore the reve-
nue ef fect  dcponds s iAni f icant l ] '  on the exter) t  to n 'h ich taxpnlers ( lo-or  do nr{) te
of-the specific thlngs whlch the tax aid seel(s to eneourage.ro On the other
bnnd, nurnerous di rect  expent l i ture programs go on their  merrx way i r respec-
t ive of  their  accompl ishments;  indec<l ,  some incrcase more rnpid l r  the nrore
prorrouncer l  I  heir  fa i l t t re.

I f  the poi l t  of  t .hc imnredir te ly precediDg discussion is  n 'c l l  ta l<en,  nt lent io l r  on
tnr  n i (1s shoulr l  l re refocused f rorn fut i le  or  mis lcar l ing cf for ts r t  their  t tu l t t t t i f ic t -
t iou to i t rc lensiug t l re i r  ef fect ivencss as tools for  achieving puhl ic  pol icS'  objcc-
t i r es . ' I ' a x  n i ds  r vh i ch  do  no t  vn r1 .  i n : u r ro ru r t  \ \ ' i t h  f l c com l l l i s l r r no r r f  s l r on l r l  l r c
exaur ined for .  the possi i r i l i t ies of  lcv is i t rg thetn 1o l ru i l< i  i r r  srrc l r  urr  f l r r tonut t ic
regulator .  In o l . l )er  $ 'ords,  t l le  enlphi ls is  in th is far  f ronr " l rest"  s 'or l< l  shoul<l  l re
plncer l  r rn increasing the e{ l lc ienc.v of  l lscal  tools rathcl  than on r l iscarr l ing lhour
bectuse thery tn ig l r t  noi  bc xp1l16pr i : r tc  in a l rcst  s 'or ld.

Antrr r ' roN.r t ,  INFoRlr . \TroN St i rp l , r r : r r  roR TIrn Rnconir  l l r  Noirr r , rx B.  1- t  t rn

th p l rge [1{ i8]  of  ury l i r t l rarct l  s lat( 'u ie l } t r .  ( l i -s( 'ussiu.g thc perccntrgt ' rk : l ) lc t iorr
a l r t l  i n t n t r g i t r i e  d r i l l i t r g  o r  ex l ) l o r r t i o t t  nn r l  < l cye lopu ren t  do rh re t i o r r s .  I  s t t l t r l :
" ' l l re t . t r  er l t ta l i ty  corr( I i t ions discusse( l  xbore suggest  tht t .  thc aplr lo l r r iate s 'n1 of
lool i ine at  t l resc tax l r lov is iorrs is  to dotcnuinc s 'hether t l re surrr  of  ( tha l r lescnt
r r r l r r o  o l i )  t hc . .  .  r l o r i r r r : t iO i l s  ( ' qu r l s ,  f r l l s  sho rbo f ,  o l . t ' x cccds  l l r c  i nY r . s t r r r e r r t  i n
tbo propcl t l ' .  ' fo  { .he exteut  th l t t  the sr i ru is  l t 'ss tharr  the iu lcstr r rcnt ,  l l rc  exls l  ing
tax 1;rovis ions are rrot  proper ly regardtd as " loopholes" or  " l r rcferenccs:"  in( leed,
t he l  i r r l o l t c  n  hc l f i e l  t : r r  b r r r r l en  o l  i ho  s l r i ng  i n l es ted  i n  such  p ropo l t i es  t hau
$ould l re in lposer l  on an equt l  ar l lo l lnf  of  consrrrnDt ion l ) r  { l )c  l rcrsons srrpply i t rg
the savings invested in the property.  I l  thc sunl  is  just  equr l  to the inrestnrent ,
the axist ing tax arraugements should l re deenrei l  to confol ln s ' i t l r  lhe require-
rncnts for  equf l l  taxnt ion of  savi i lg  ant l  consunrpt ion.  OnlS' i f  aDd lo the cxl r .nt
that  tho ,srrrn excper ' ls  the in lestr lent  arc the y l resent  t l rx  l r rovis io l rs i r ro|er ly
chnracter izer l  ns "preferences."

Tlre v ieg'  appnrent ly  hel t i  by t i rost '  urging the el iminat ion or  r t ' t l r rc l  i r r r r  of
deduct ions for  int rngi l ) le dr i l l ing cosrs and pcrcenl&ge deplet ion is  t l rat  those
dcduc t i ouq  t ns t l l ' e r : ce ' o r l  t he  g ross  i uves t rnen t  i n  t ho  p roy re r ' l y .  l l ' h c l e  i s  l i t l l e
T reasu ry  Depa r t . u ren t  i n f o r rna t i on  a l a i l r t l r l e  f o r  con l i r r n i ng  o r  r e f r r t i n ! ' l h i s  v i e r r ' .
t r Inter in l  f rorn a recent  stud5 hy Se5'nrour Jr ie l iowsl i l .n l l r ) \ \ 'crcr .  is  l r iuhl l  i l lurn i -
nnt lng.  Dr.  X ' ie l iowsl<I  est imated the nvernge det luct ions c la in led l ry o i l  nnd grs

u Un less  ono r l l sRgrecs  s l th  th ls  conc lus lon ,  the  Tax  I lo fo rm Aet  o l  1969 o lTcrs  cont lnc ln r r
ev ldenee o f  the  er ro r  ln  thc  fnml l l r r  n ronos l t lon  c l ted  ear l le r  ln  th ts  r€nor t .  thn t  d l rcc t
expend l tu reF nre  cont ln l louE l l  F t r l )Jec t  to  thc  hnzord  o f  be tng  roduced or  e l ln r lnn tor l ,  sh l lo
tax  a lds  res t  Berene ly  nn t l  secure ly  beh lnd  n  b i ldge tary  ve l l .  Indee(1 .  the  T I iA  wRs not  re -
qu l red  to  demonst rn te  the  vn l ld l ty  o f  the  eont ro rg  nos l t lon .  T lz . .  most .xpcnd l f r r re  l ) rogr r r r rs
l rave  aD a ln ros t  un l lm l ted  l l fe  expcc tanc l ' rv l lh  sp lgnd ld  g rowth  Drospac ts  s ' l r l l e  nanr  tax
n lds  requ l re  cons t&nt  v lg l lnnee and d l l lgen t  s r rppor t  b I  the l r  l renc f lc ln r les  to  s r r r r l re .

fA  renara te  esFay sou ld  l )e  rcqu l red  to  exn lo rc  the  re ln t l \ -e  e f l l c lc r rev  o f  f l scn l  a l te rnn-
t l yen .  There  r tDpeorg  to  be  no  bas ls  fo r  thc  a  p r lo r l  judgment  t l ra t  d t rec t  oxpcnd l tu res  are
F u n o r l o r  t o  t n x  n l d s .

l e T h e r e  n r e  r l g n n l  a x c t p t l o n i .  o f  e o u r s c .  W h n t  l R  l h o  r p c c l f l c  ( h t n g  l n t c n r l e r l  l o  b c  l c c o t t l -
n l l shed by  tbc  add l t tona l  persono l  exempt lon  lo r  b l lndncss  (k lsn t l f ied  on  n l l  l l s ts  ns  s
tax  a ld )  ?

m Seymonr  n ' lekossky .  "T l le  Imp ' tc t  o f  T r r r t lon  on  l \ { lner r l  CnDl tn l :  T l ta  Cnso o f  o l l  nnd
Gas, "  ln  I l conont ice  o l  t l l e  t r t lnera l  I i l d l t s t t ies  (NY:  Amer lc t rn  fns i l tu te  o f  l f ln lng ,
l le t r l lu rg ica l .  nnd Pet ro lo i lm EnFlneers) ,  1973.
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Discounted at  15 percent ,  the present value of  tbese der luct ions are:

I )oprel in l  iou
In l uns ib l e  r l r i l l i r r g  cos t s  aud  d r y  ho les_ - -_
Deplet ion
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cotnpanics, basod on ftnDuol srrrrels of costs reported by f lrms to the Anrerlcan
Petroleum Insti t tr te. I Ie found thnt for eech r lol lar spent on doDestie exploratton
antl development, tlre average deductions rvere:
f )eprcc ia t ion  $0 .12
Intangible dri l l ing costs and dry holes---- .  ?0'
Deplet ion _-------!------- 0.60-. ?0

1 7 9

l'hc Crt,ttrut^N. I l ' i l l  let Dr'. Tulc. r 'esl)ollcl) [ l t)d t])cll \rc \vil l  go lo
Pro{essor IJitt l ier.

I)r. Tonn. Th:rnl< you,I{r. Chairman.
I  am ner fect lv  r i i l l ing.  i f  neccsstr r ' .  for  the s lv i r rg invcstcr l  i r r  n

cor l )o l '&te stoc l i , ' i t t  a  nrur"r ic ipal  bond,  i i i  a l ly t l l i l lg  you lat r  t l r in l i  o f .  t r r
be in*e, i  n t r r l  l re  tnxet l  n t  t l re  snruc I 'a tcs n i  n l lY"ot l rcr  i t tcot l te ,  o l lce '  I
ca,n see no justif icntion in alry asPect of public policy for tu.xirig ib
tn'ice, thlee tinres, {our titnes, f ivc tirnes ad nauseuln.

'I 'he obsellrt ion hns bcen tnnr.le bv t,hosc 'wlio have tlone a good dcll
n )o re  c l ose  l r r t t l r e l r r t t i . n l  u ' o r l i  o r r  i t  t l r t n  I  l r : r vc  t l r r t  t he  n i r ro t t r t l  o f
tax accurnulatetl in a clollar of stving ancl clollar of capitt l is enot'-
l l lously gretter than the {lm()ttnL of tn.r thab is irnposed at all levt:ls of
go1'cuulrolrt on this cigrrctt.e, rvhich strongly strggcsl s if t lrt '  rcspec-
i i vo  n r r ro r r r r l s  o f  I nxcs  a ie  t o  bc tn l i r ' n  ns  an  i r i d i ' x  t l i i i t  t l r i s  s t r c i c t v  l l r i zes
calrital arrcl additioli to our stoclr of it than it clocs smoliittg. It seenrs to
rne t l ia t  x 'h t t  l ) rofessor  Snrrcv i ras done is  to ident i { r ' indeed one of
the p l inc ipal  sorr lces of  d i { f icr i l t ics,  I  th in l r ,  rv i t l r  which I t tentbc ls  of
th is  conrrn i t tce are cont inuouslv {acccl .

T i re l 'n le t lc l in i t i ,ua. l  qr rest , ibns.  \ \ 'hr t ,  in  fact ,  is  i t rcorr re? 1\ r l r t t  is
the approplinte rva.y to tax it in olrlcl to rnrl ic sure )'ou tlo ttot ittclerse
the cbii oi onc kinii of activity rclative to anot,hcr'? ' l 'hrb, it, -qeerns to
me, to repcat nr.1' testimony, shorrld be youl acirl test. Is thcle some
socia l  objcct i lc  t .hr t  s tvs to t 'ou t l r r t  i t  lea l ly  is  desi l rb le to i r rcre lse
t l re cost  of  snvi r rg rc lnt ive to the cost  of  consumpt ion ? Perhal )s  t l lerc is .

l f  a  cnsc c 'nt r ' t ,  I re  rnar lo for  that  anr l  i f  is  rccognized,  then I  t l r in l t  rve
ouglr t  lo  l rc  l l r lc  to  c l r :s igrr  an inrp lovccl  tax s.ysterr r  u ' l r ic l r  n t terr rpts  to
irriplerrrcnb tluLt t lccision. As rrlattcls stancl norv. it -ceerrrs to r)re \:ou ru'c
pr6ceeding oIr the assurnlrtion thab. inclecil, the plesent an'ntigetnttrt
taxes equnlly l 'heu indccd it cloes not.

'I 'he. 
Crr.rrurrr,rN. Professor IJitt l icr.

Professor lJt 'r"r-nur. I har-e an ob-qervnt.ion ori I[r. ' l 'rr lcts lcnrat' l is,
couplec l  rv i th  n quest ion I ' r i r  h im.  The observat , ion js  lh t t  i f  ex is(  i r rg
lan' trxes savitrgs 4 or' 5 tirnes or tt&c-l nauseunr.tt as lre rrs-.eltecl, L anr
s r r r l l l i s cd  i n  l oo l i i r r g  r r rou r r , l  t l r l t  t l r e  co r rn t r l ' r l oes  r ro t  l oo l t  l r r o ro  l i l i e
I langladesl i .  n l .v  r luest ion is :  Does nof  thc logic  of  youl  posi t ion lcad
to an ideal  incorne tax cousist ing of  r  t rx  on \vagcs,  s t la l ies,  and ot l ror
e l l ' r r e t l  i r r co r r r c  1 r1  r r s  I  t nx  o r r  c { r i t a l  g l r i r r s .  l - r u t .  l ' i t l r  t r o  t r r x  l r t  l r l l  r , r r
interest. rents. and clir-idends-in ortlel that those iierrrs wil i not l in
taxecl. as yoll derfine it. a scconrl t inre ?

I ) r .  Tuj tn.  No,  s i r ;  i t  t loes not .  lL  sr rcgests that  l rorrsel ro l r l  inr :orr rc  be
taxed orr  t . i re  current  l lo* 'o f  * 'hatcvel  i t  happens to bc,  l lgcs,  sa l r r l ies
or  a l tY other  i l tcornc soul 'ce less thc au ' rount  t l re  l rorrsc l ro ld cornnr i ts  to
i ts  orvn capi ta l ,  i ts  cun'cnt  srv ing.  I t  ce l ta in ly  r locs r rot ,  in ' r 'o lve unv
tax ou capi ta l  gains at  a l l ,  s incc ' iv l i t tever  i t  i i  t l ra t  c : rp i l t l  gr in  hr i "
capitalizerl is going to be taxed as it come.s along.

hr  the case- ihai l  have preser . r ted in  test inro i ry .  in  fact .  t i ra t  capi ta l
gain is  s i rnply  the rnrrkct  va luat io t r  of  the reta iner l  ear l ings of  the
cor'poration's'hir. 'h ]r a'r 'e already been t axecl.' l 'he 

Crr,rrnnrnN. I)r. Snrith.
Professol Srrrlrr. I ha,ve tt 'o ol t lrrcc cornrrrcrrts on thosc of t.he

panelists, IIr. Chairman.

7 . 4 2 - 7 . 5 2

$0. 06
. 7 0

0. 27-. 31

Total  - - - - - -  1 .08-1.07
Thcse data strongly suggest that on the avernge, the present-lnrv doductiorrs

Irroyirle lcly rrenlly correct treatnrent of,sat-ing inyestcrl in oil nrrd gns l)rol)-
erties.'I ' ]trt tnx preference is so snrall thnt it should be disregartler.l in lssessinq
tlrt '  lrderlulcy of t lre existiug tax ltrovisions,

Tlrc (lrr,rrn.rr,rN. Thanli you. I)r.. Tutc.
.  - \b  t l r is  poinb i I  thcr .e ar .c  nrr l 'ac l t l i t , ional  s taterncrr ts  rn. i 'o f  the panel-
is ts . rv ish to rnnl ie ,  r  u 'ould : tppreci : r te  youl  ra is ing your i rani l  o . i f  yo, ,
rvislr to intsrlogrte.

lIr. Srrrrcv. 
-

Prof.ssor Suuur.rr. ,frr-qt, a {err obser'ations. I cl icl not. in nry olrening
str tcnrerr t ,  go in to c leta i l  on the pr :esor t  escnl )e f lonr  taxnt ion. , \ , lcurr t6.
fi-gttres, u'ith respect to itrdir. idrirls, arc vcri Irar',1 to olrtairr. \\re l<norr
t l r l r  r 'or rg l r l .y  100-odd i r t r l iv i i l r ra ls  u ' i th  i r rcor i rcs of  or-er '$200.( ) ( l { )  t l i t l  lo i ,
p l1 '  t lx .  nny_tax,  in  1970. ' I 'hc T leasur l ' l r rs  t l icd to expl t in  t l 'uy
those figrrles-lry tall i ing about atl justcd s'r 'oss incornc, rvhiih happens
to r:: iclrrt le all of the tax_escapes, nncl to use aggregrrte clebts ralher
thnn clctri lerl f isures in intl ivit lual cases.

We al-"o lta't 'e some infortnntion on corporat,ions, but not accnrnt.e rle-
tailed inforrnrtion as to parcicular corbolations. l,Iv suess is if t l ie
cornnrittee and the public-were given tl ie actual facti i i th respect to
tax escapes by indivicluals and-by corporations, the outcry in this
country woulci be deafening. But that information has been ivithhelcl,
as flrr as f know.

Second, with respect to I{r. Ture's staternent, i{ he wants to use the
e-xnrnple of tax-exenrpt municipal  bonds as an outstandirrg wlv to run
the trx s.1'st.em, tiren}e is welcome to use the example, f6r Iihi"t it
indicttes how lidiculous the whole mechanisrn is. Today rve pay out
about $3 lil l ion to high-income individua_ls rnd brnks so that tlley, ,.n
turtr, will pa.y out in cllccb $2 bill ion to -Shte and locrl soverrrrneirts
in lorver boncl irrterest rates. Irr other words, local government saves $2
billion, but tlre 'I 'reasury loses g3 bill ion to tho ipper bracket indi-
viduals and the banl<s. 'I 'hnt is n cornmission for a ffl-percent taxpayer
of 170 percent.

Now, f  c lon' t  knou'horv rse crn j rrst i f .y c, ,rrrmissions of 170 percent
in carrying out sourrd objectives. it U.. '-fure olso warrts to s^ay that
wc shor-r ld.  in effect,  rrot  tni  the srvings on investrnent,  the divideirds on
stock, and wo should nob tax rny npprecittion on stock, I would lil<s
to.sec hirn explain that to a r tnge cair ier in Johnson City,  wlr ich is IUr.
Bittker's test.


