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TREASURY TAX PLANS

Our criticism of the Treasury plan may be briefly stated as follows:

At tbe present time, there are, according to the staft' estimates,

14,000,000 taxpayers (12,000,000 according to Treasury estimates-}'

now subject only to Victory tax. The Treasury proposal will remove
from the tax rolls approximately 11,000,000 taxpayers, according to

the staff estimate, and 9,000,000 taxpayers, according to the Treasury
estim^ate. The net Victor\ tax collected from taxpaj^ers subject only

to Victory tax, according to the Treasury estimates, $370,000,000-

We estimate that over $400,000,000 will be lost from these taxpayei's,

and the Treasury estimates a loss in revenue from this source of

$300,000,000.
In addition, many taxpayers in the $2,000-or-less bracket will have

their taxes reduced below that of existing law. This is shown by the
foUowino; table:

Comparison of net tax under present law and under Treasury plan (b), and tax
levied it

Net income before personal
exemption

$600__
$750-.
$800--
$1,000
$1,200
$1,500

.gE-^-<^*'»=^
Net tax

Present law Treasury plan i

$17. 00
50. 85
62. 13

107. 27
152. 40
220. 10

$13. 50
38. 13
48. 25
88. 75

133. 75
214. 00

1942 tax

$15. 40
43.00
52. 20
89.00

125. 80
181. 00

Amount by which Treasury
plan is less than

—

Present law 1942 tax

$3.50
12.72
13.88
18. 52

$1.90
4.87
3.95

18. 65
6. 10

MARRIED, NO DEPENDENTS

$600--
$750-
$800-
$1,000
$1,200
$1,500
$1,800
$2,000

$1. 28
6. 28
7. 94

14. 62
21. 28
79. 28

144. 48
187. 95

$13. 50
68. 50

133. 75
187. 00

$48. 00
103. 20
140. 00

$1.28
6.28
7. 94

14. 62
7.78

10. 78
10. 73
.96

MARRIED, 2 DEPENDENTS

$600--
$750-
$800-
$1,000
$1,200
$1,500
$1,800
$2,000
$2,500

$1. 19
5.86
7.41

13. 64
19.86
29. 19
38. 53
57.75

159. 31

$13. 50
48. 25

160. 00
$13. 00
99.00

$1. 19
6.86
7.41

13. 64
19. 86
29. 19
25. 03
9. 60

Post-war credit plan No. %,



TREASURY TAX PLANS

(2) The Treasury plan splits the present first bracket into four
small brackets, as follows:

Present law

First bracket

—

to $2,000.

Treasury proposal

to $500.
$500 to $1,000.
$1,000 to $1,500.
$1,500 to $2,000.

The objections to splitting the first bracket are as follows:

(1) It will encourage taxpayers to file separate returns, thereby
increasing the number of returns and reducing the revenue which
would otherwise be received if they filed joint returns. Under the
present law, taxpayers will receive no benefit by filing separate returns
unless the combined net income of husband and wife is in excess of

$3,200. Under the Treasury schedule, a tax advantage is gained on a
gross basis if their income exceeds $1,600. Under the Treasury net
scheme, the benefit is realized at $1,300. This is shown by Tables
A and B.

(2) This split bracket proposal is identical with the proposal of the
Treasury, which was rejected by the committee last year.

(3) It adds another complication to the return form in the case of

the low income groups. For example, under the Treasury proposal
a married taxpayer with a surtax net income of $1,720, or higher, will

be required to apply more than one rate to this income in arriving at

his siu-tax.
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(4) Another objection can be raised to the Treasury proposal on
the grounds that it fails to secure the additional revenue from those

whose excess purchasing power is greatest. In the record of the
hearings on page 21 you will find a Treasury table which indicates

that of the $157,000,000,000 income payments estimated for the
calendar year 1944, those having net incomes under $3,000 will

receive $96.3 billion, or 61 percent of the total; of the $136.9 billion

of estimated income payments after personal taxes, this same group
wUl receive $89.2 billion or nearly two-thirds.

On page 237 of the hearings, appears a table inserted by Judge
Vinson showing the Treasury estimates of the gross additional income-
tax revenue under their proposal by income classes. You will note
that of the $6.6 billion additional revenue those having incomes
under $3,000 will contribute only $1.7 billion or just about one-fourth.

On a net basis, the Treasury proposal would actually reduce the
revenue from these classes by about $300,000,000.

It seems obvious that a program which on a gross basis obtains
only one-fourth of the additional revenue, and on a net basis reduces
the revenue, from those having two-thirds of the income after taxes

cannot hope to go far toward preventing inflation. The table referred

to is as follows:

Net income class

;

individual income tax

Under $1,000 $81, 000, 000
$1,000 to $3,000 1, 637, 000, 000
$3,000 to $5,000 1, 747, 000, 000
$5,000 to $10,000 1, 348, 000, 000
Over $10,000 1, 793, 000, 000

Total 1 6,606,000,000
1 In the combined program estimated increase in yield of individual income tax is $6,530,000,000 due to

interacting effects of other parts of the program.

Source: Treasury Department, Division of Tax Research, Oct. 5, 1943.

(5) The Treasury burden is so heavy, when considered in connec-
tion with the carry-over of tax in 1944 and 1945, that it is believed its

effect will be more harmful than any beneficial effect it may have upon
inflation. It should also be pointed out that this total burden is

without considering the effect of State taxes. Of the 33 States, m-
cluding the District of Columbia, levying individual income taxes,

10 allow no deduction for Federal income taxes. These 10 States,

including the District of Columbia, are as follows

:

California, District of Columbia, Maryland, Mississippi, New
Hampshire, New York, North Carolina, South Carolina, Tennessee,
and Virginia. In at least one State, that of North Dakota, the rate

is as high as 15 percent.

(6) The refundable provisions do not give recognition to personal
status. And, the taxpayer does not secure the full amount of his

post-war refund, if he desires to be paid in cash, but only 75 percent
thereof. Furthermore, by imposing a limit of $400 or $250, on the
amount of the post-wp.r refund, the proposal discriminates against
taxpayers in the middle arid upper brackets. If forced savings are

desirable, it should be accomplished directly so that each contributor
will receive at least the amount of his contribution.

The following tables make a comparison of the Treasury plan with
existing law. Tables 1, 2, and 3 are on the basis of no post-war
credit. Tables 4, 5, and 6 allow post-war credit under Treasury's
proposal No. 1:
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