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. new ideas concernmg the use of. taxmg power to force
" istribution of wealth may spring up from time to timg;.it

) purpose of this article to discuss

Sorrell: Some Aspects of State and Local Taxation

‘ D
Some Aspeots of State and Local T,axatlon

By VERNON G SORRELL

i‘ HE problem . of raising amd endlng governmental
funds is an. ever-recurrmg one, whether we have in
mrmd the local, state, or natlonal government ThlS situation
|probab1y is, on the whole, inevitable. As economic condi-
,tL ns change new methods of tgaxmg, borrowing, admlms-
| tnatmg, and spending must be dbv1sed to meet the new con-

!dﬁtlons It is quite possible that certain taxable industries |

‘may come suddenly into ex1stence while others may as| sud-
“denly ‘decline and disappear; as% time goes on, new concep-
‘tions of the scope of governmental activities may dev lop;

‘may be considered désirable, at (;ilﬂ"erent periods, to tax ont
of existence certain devices and practlces whieh are he#d to
‘be inimical to the public welfare: all of which inevitably re-

sult in fundamental changes in the system. oﬂl@ollectmg and |

_disbursing of pubhc monies. The economic history of the

1lem.! Those who fondly hope fox an ideal system that i
,sthnd the test of all times and all}condltlons probably n
'will see their dtreams realized.{ As ecopomlc condit
;change, the system will change, perforce, to meet them..

' However, in splte of the faet that conditions change,
t}:Ere are certam fundamental ideas that should be b rne
e

I

rate, civic housekeeping in the tw Fntleth century.. It isithe

‘ Amerma{ people bulks large with the perennial tax prob- |

tain of these fundamental ideas with partlcular reference to

, |state and local p:roblems o . -

i_ ' Atthe outse’t it is well to remi nd» ourselves that the only
purpose of ralsmg public money is to spend it. Itis an un-
. ‘ [219]

¢ ’ g

r in mind in the matter of c1v1,c housekeeping, or at ny :

in summary fashion cer-|

-



New Mexico Quarterly,.Vol. 1 [1931], Iss. 3, Art. 6

220] "The NEW MEXICO QUARTERLY

o ——————————————

N
J

- wise pohcy for any jurisdiction to save in the sense that in-
dividuals save. If, then, all monies are to be spent, the
subject of public expenditures is the most 1mportant one in
the entire field of public finance., At once this raises the

~ question of the proper scope of the state’s activities. This

“question, in turn, depends on the political philosophy of the
-people, who, as 1nd1v1duals, will differ in their opinions.
No one nowadays seriously questions the adwsablhty of the
expenditure of huge sums of money on our public school
.systems Agaln, no one will'argue earnestly that the build-
ing of roads care of the dependents, administration of jus-
tice, etc., are not proper functions of the state. .On the other

‘hand, no one will contend, although there mig]
tions, that the state should provide a job for ev
his attainment of a certain age. Over the borde
however, controversy waxes warm, as, for examj
a city should own and operate its public utilities
a state government should engage in the man
. some commodlty which h1therjto has been supp
vate enterprise.

While great differences of oplmon exist re
scope of governmentallact1v1ty, nevertheless the
ciple which should be the guide.
. economic endeavor is to provide means for the
of man’s material wants.
to satisfy human wants better by state expendit;
“dividuals dre able to do by their own expenditur

The end and pt

nt be excep-
Bryone upon
r line cases,
ple, whether
or whether -
ufacture of
lied "by pri-

garding tThe
re is a prin-
irpose of all
satisfaction

‘This being true if a state is able

1re than in-
es, it is bad

economy for the state government not in incur the expendl-

TIPSOV SO S S B

tures. | Adam Smith, years ago enunciated this’
with the further warning that care should be tal

‘cost of collecting and disbursing of the state]

- should be held to a minimum so that the advant
from shifting the activity from individuals t
would not be overcomé by the high cost of adm

s' principle,
ren th‘at the
S revenues’
age derived
b the state
inistration.

k Governor La Follette of Wisconsin has saﬁi the

\same thing

in 1931 If a state government is able to engage in certam
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®
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nomic acti{rities, so the govern i says, in a ‘more eco-
mical manner than individuals, then it is unproductive far;
jety if the state does not so engage in those activities.
i It goes without saying that governmental expenditur
1d increase the well-being of e people. Wealth, pref
er ly, should be increased, but in nb event should it be d
c¢reased. The patrimony of a people must never be dimin-
ished by the taxing power. . To doﬁso, as unfortunately i
_ hag been done frequently by governments of the. past im
e
gec y and destruction of organized soc;ety
-1t Seems to be the better fiscal policy for a people t
decide first what the government should spend in carryi
- outlits various functions and then devise ways and mean
to meet the proposed expenditures. This policy does no
mean, however, that in making budEets due regard shoul
notl be taken of the probable sourcés of .revenue. In this

mrae-u«

-

—

rishes the people, invites revol tion, and leads to the

£}

individuals. No one Wduld argue s
rule individuals should make p

Rather the opposite, is true. '

respect governmental policy 1s dIﬁ'ef

-ent from the policy of
=r1ously that as a gen
rovision to spend thei
or had contracted fo

But inasmuch as gowv:

rnment exists for the carrymg out

of functnons delegate

l

4

l
o

The chief ways in Wh1ch governments raise funds arye
ans of fees, special assessments, borrowing and taxa-
‘Taxation is the most 1mportamt of these means. £
1 a general compulsory contribution of wealth levied
persons natural or corporate. ;The different kinds df
r, relatively few of im-
Under the more 1mpor-

D , (4) the 1nher1tance
and (5) the sales tax.’ Ina system of state and- local

) 4
[ ;

i
k
3
i

f
l
Y
}
|

} l Digitarl Reposit(;ry, 1931

» taxes may be listed (1) the lncome tax, (2) the g'eneralﬁw
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o taxation the use of all the above in one form or. another is-
probably desirable. : :
@ .- Even a cursory examination of the tax systems of the
states of the Union will show that they are extremely com-
_plex. Systems haVe ‘just growed ” hke Topsy, Wlthout
apparent rhythm or reason. A
For many years students of taxation have dreamed of

a simple tax system in which a tax on a single thing would

be the basis of the system. In theory, a tax on personal

incomes meets all the requlrlements of such an ideal tax. -

After all, personal incomes ultimately bear the' entire tax
s, burden, regardless of how the tax is imposed; otherviise

. cap1tal is impaired and wealth destroyed. Wealth is valu-
able only as it produces an income, and a tax on the income
is. likewise a burden on the wealth that creates it.” Again,

"income is by the large the best index of a man’s ablhty to ’

\ . bpay, regardless of whether the income is derived from prop-
erty in any or all its forms or from personal services.) While
in theory an income tax is the ideal tax, yet no ohe seriously
contends that it should be the only tax under present con-
ditions.

W1th1n the past several decades the 1ncome tax has
gained decided favor amongst both theoretical students of
taxation and practlcal statesmen. Wisconsin was the first
state to have an income tax law, -‘which was enacted in 1911
Slnce that time some nineteen or twenty states have made
use of the tax in one form or another. The first Federal

* income tax lgw was passed October 3, 1913, several months
afteir the passage of the Sixteenth Amendment. This Act
was the culmination of several decades of dlS(:llSSlon and-
controversy: The income tax had to. be Justlﬁed from a
theoretlcal as well as a practical. point of view, and dlﬁ‘ieul-
ties concerning constitutionality had to be overcome. - ‘The

| states have been slow in adopting the idea of such a tax, and
those states that have adopted the idea have had dlﬁiculres
oo : - (-

e !
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" lin ;’ornt ing a Workable law. Howeverg, there can be no doubt

of the trend at the present time toward state income taxes.!|

.1 ' Perhaps the chief practical argument for a state iin-
ome tdx is that it will hit a source bof ability to pay that
knn riably escapes under other types {Bf taxes. The general
E,. erty tax is the oldest of our taxesr and it grew up when
‘practicdlly all wealth existed in ,_a ible form which Was
itly easy to assess-and quite dlfﬁcu, to conceal. At pres-
' howewer, an ever increasing pottlon of the nation’s
lth ,ons1sts of 1ntang1bles——stocksg bonds and other se-
urjties Now it is a notorious fact{that intangibles are
sfel(ﬂom l:axed under the general propérty tax—the owners
simply evade ‘the tax. Yet it is certamly true that wealth
the form of securities represents taxable. ability. A tax
n personal income, it is argued, will strike at this ability 'to
urthermore, such a tax will re heve the burden on
general property, which, it is admltte ' by. all, bears a "bur-
di? in omparlson with other taxable | sources, entirely out

prop tion to the ability represented; thereby. .Governor |

I‘}&l ry H. Woodring, of Kansas, said m his reeent message
he le 'slature of that state, “To my mind the only feasi-

'1' he base of support
;pof hftmg' a part of .

the tax to the abnl-
ity ¢f the tax payer to pay; a graduated fincome tax law that

1]

r sﬂrl ts{the revenues so derived to an‘- ctual reductlon of

cond greatest source of taxable income, being 1
(3 agis and salaries came first with 387.34 per cent). :It seems “that people will
make an honest return to-the fgdéral income tax collector,whereas they will not turn
in their intangibles to the local mssessor. = Whether this (is because they have more
" feay ct the strong arm of the federal government or whether they have more respect
for|'the income tax, is perhaps difficult to say deﬁmtely hut probably the latter i‘s
thel mpre important reason. j 7

4

s D LT
[3

A

ST e e

e e

74 ‘per cent of the total. -

. . ie
] W - M . i |
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person having taxable ability should pay some sort of a
direct personal tax to the government under which he is
domiciled and from which he receives the personal benefits
. that government confers.” There are few who will disa ee
~ with the governor. .
- Modern income taxes usually take the form of gre ua-

tion. That is to say, the rates are so devised that a gr!iater '
proportion of a large income is taken by the govern !ent, ,
.than of a small income. This principle of progression seems

to have become well established in the theory of taxation, - |

alth‘;ough7 up to the end of the last century it-was argued
that the idea was “socialistic” in that it effected a redjstri-
bution of wealth—an argument which is seldom heard now.
' While it is true that progressive taxation has its effect on
the :distribution of wealth among the different classes in
society, nevertheless, no one would argue.seriously that a
man with an income of $100,000 bears a heavier burden if
he pays $5,000 in taxes than the man with an income of
$3,000 who pays ninety dollars. In the first case the rate is
five per cent, while in the second it is three per cent.

.Never before has there been a more propitious |time
for the introduction of state income tax laws thah at pres-
ent.. The federal law has been'in operatlon 18 years and
durmg that time the public has been educated to the 1dpa of
this kind of tax. While, no doubt, there are defects in the
natilonal law, nevertheless, on the whole it has worked Well
and the public is fairly well satisfied with it. -There seems '
to be no reason whyithe states in admlmstetrmg their i 1nrome

- tax laws' should not be allowed to utilize the federal ma-
chinery -already in existence. As an outstanding tax au-
thority puts:it, a state income tax might very well “lean up

. against” the federal law. It seems desirable that Congress
make provisions to bring into existence co-operation of this

_ nature. Under such a co-operative plan the tax payer Would
make one return which would be used as the bas1s for both '
federal and state levy.

\ .
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‘ The oldest and most un%rersal of ftaxes is the general
roperty tax which, at present,.is the greatest source of
' revenues for state and§ local jurisdictions. This tax is levie
emerally upon all property, real or personal, tangible or m-
nglble, and the rateg is the same for }gbll operty. In lts )
origin it was 1ntended to be a direct p%rsonal tax; in more
s ent time the theory& has changed somE What and 1t is nov

by

.~ This property, m some states, may be taxpd in the

ame of “unknown ovyners The levy is based upon the
;F value of the property

The geneial property tax has beeng the subJect of con-

t ozersy for many decades; it has been “cussed” and 'dis+

1ssed from many angles; often it hasjbeen spoken of de-

'\ﬂvely, and in many quai'ters it has be; n the butf of jokes

| it will show further the reason for its- falling 1ntol

istepute. 2 ;
| In the first place,; the general propgerty tax is univer-
y evaded. This is mot true so much {in the case of land,
bui dmgs, and certain utems of tanglble personal prope,rty,i
buti it is notorlously tﬁue in the cases df intangibles. Yet
en in the case of tanglble personal} property the piec-
re is\none too rosy According to;j the tax roll of a
inly prosperous and populous county in a certain’ Western
’ qe, so the writer has been informed, there is not a smgle ’
iano nor a solitary dlp.mond ring! (Ng one believes there .
e mo solitaires, however.) And when-we come to the mat- |
‘ f evasion of monies, creflits, and other 1ntang1bles, the,
icture is black indeed. Professor Dam“khls, one of the out-

|

effectiveness of oaths, affidavits, etc., that the tax payers
mu%c make in declarmg thls type of .Qg:operty. “If Jove |

b

|

|

. . Invariaﬁy the tax laws use the expression ‘fair value “full value,”” “true ‘
valuT, or “fair ‘market value,” or gome equlvalent phmeol/x;gy . ‘
3 ] ’ }

'.fdlng authorltles on public finance, says, regardmg the |
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. laughs at lovers’ vows, he probably guffaws at tax payers’

oaths. . . . Where the tax payer’s conscience is tender, he

/- finds (as onegputs it) that v1rtue is perforce its own reward.

This phase of the system is described in one tax report as

‘a tax upon ignorance and honesty, and in another report-
we are told that ‘the payment of the tax on personal prop-
erty is almost as voluntary and is considered in pretty much

the same light as donations to the neighborhood church or
* Sunday School.’” - Other tax authorities and tax commis-

{

sions hgve been even more condemnatory of th1s ancient ,

tax. ' " ' i
In, the. second place, there is an 1nherent Weakne;s in

" the matter of assessment. The laws state that the assess-
‘ment shall be based on the true valiie of property. But what

is the true value? Now the best notion of the value of|any-

" thing is what it will fetch in'a free market. The true value

of a bin' of wheat, for example, may be fairly easily a'r‘ ived
at because wheat is bought and sold every day of the|year

~and it is a simple matter to obtain the current quotation.

But the vast amount of property, especially tangible prop-

-erty, is not the subject of régular and steady sales. |Con- -
' sequently, the assessor is more often than not forced to

make & guess. If the owner thinks the guess-is too high he

makes his own guess and the matter goes before an equaliza-
tion board of some | kind. What happens there is usually a
compromise .between the two guesses. And the prqblem
becomes increasingly more difficult as ‘the property in-
creases in amount, variety and permanency The property
of puibhc utilities is a case in point. The legislatory and
courts have struggled with the problem of fair valuation for
a number of decades and the problem seems to be getting

mo nearer a solution. The problem perhaps has more prac-

tical bearing on the matter of rate making than in levying
a tax, yet in essence it is the same problem. What should
be the basis of valuation? Is it original cost of production,
original cost of production Iess deprec1at1on, cost of repro-

i ttps://digitalrepository.nnm‘edu/nmq/vol_l/iss‘3/6 8
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ction new, or less depreciation, ox capitalized value of

ie supreme court has favored reproguctlon cost in recent
.ca e% for rate making purposes.’

|

ation purposes. ] <
Because of ’bhe,Jnherent dlfﬁcultlles of assessment and
ease of evasion, a number of undesm'able features result.
ere is the tendency to assess all pl;éperty of a like kind
ata uniform rate whether or not the different properties are
e #ally productlve Thls is clearly unJust to the owner of
an unproduétlve piece ‘of property! Again fraud, dis-
honesty, and perjury, apparently ﬁnavmdable, concomltant
féatures of the tax perpetuate a very;undes1rable moral “at-

s tgward the government.*.And further, an inequitably heavy
btfxrden is placed upon the owners of land because land can-
' not be hid from the assessor. Finally, the tax stands in the
w. 'y of more efficient systems of taxa,ftlon. , ;
| The glaring defects of the general property tax.have
led to various and.sundry so-calied reforms of the tax itself.
Yet the problem is not being solved. A number of writers
think the only solution is an abolition: of the tax entirely, but
w th the retention of a special tax on land and permanent
provements. It is believed that greater justice. will pre-

n tably tpe inédme tax.’

* i

desire as }ugh _a__xaluatlon as pbossible for the establishment of a rate for theik

lé The utzhtles are often bet iZeen two fires on the question of valuation. They

f ﬁgures and before a tax commission with another.

) 5 There is much to ‘be said for the retention of a tax on real estate. Land
buildings, cannot escape the assessor easily, they represent in. a fair measure
to pay, and such a tax is fairly easy to administer. No tax Jurlsdxctlon is
, under present conditions, to adopt the income tax as the sole tax, éonsequently,

it spems wise to retain this important element qt{ the general property tax.

o

i ’ t

|

|

&

P
P

i

1

It is beyond the scope of this artmle to discuss the vari- |
o b posmble bases of valuation; it Wé]l be sufﬁc1ent to say -
t ?t the writer favors the capltahzed earnmgs basm for tax-

titude toward the tax, toward taxa;tlon in general, and .

1 nings, or what-not? There is no hnammlty of opinion. -

11 if the public revenues are obtalned from other sources,. .

ces, but as low as posslble for the tax levy. ‘Consequently, we have had the:
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Sales taxes, often known as consumption or excise
taxes, take varying forms and are used by both federal and
state jurisdictions. Taxes on tobacco, liquors, drugs, éte., -
“are imposed by the federal government, not so much for he
purpose of raising revenue as for the purpase of regulation.
The states have not made great use of sales taxes, except in
one notable instance, i. e. the gasoline tax. There are sev-
~eral principles that should guidé in sales taxation. First, .
the tax should be 1mposed on articles of widespread eon-
sumptlotn This increases the productivity of the tax nd
~ distributes the burden more equitably. Secondly, being a
consumption tax, the point of imposition should be as clpse
to the coirsumer as possible, otherwise an undue carry ng
charge is thrust upon the producer.

It has been argued that a sales tax should bear but
lightly, if at all, upon the subsistence level of living. That is
to say, basic commodities, like bread meat, tea, and coffee

. should not be taxed on the theory of justice which says that -

a certain per cent of the poor population, by virtue of their
poverty, should not contribute toward the support of the
government. To this principle there may be certain justi-
fiable exceptions. There is justice in the view that every -
person should .contribute something, however small, to {the
support of government, provided he has at least some ability
to pay. If this principle 1s accepted, then a tax on basic
commodities becomes an 1dea1 tax for the purpose of im-
posing a part of the total tax burden on the lower income
groups for the reason that seldom, 1f ever, are they taxe 1n
other ways. , '
~ The most important. sales tax among the states-is-the’
gasoline tax. In many ways it is a good tax. It is le\ped
upon a commodity that has widespread consumption; it is
a good revenue getter; the burden is widespread and fthe
tax is levied in the first instance, as a rule, on stock in the
hands of the wholesaler and at a point as close to the don-
sumer as is Justlﬁed from an admlmstratlve point of v1 Ww.

d

M

L3
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put, i. e. improvement of roads, has resulted in a tangible

Furt‘ﬁ\ermore, because the use to W_.;hlch*the revenue has beecn
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and real benefit to the users of gasoline, it has never been an. *

popular tax. In addition, the rate is ‘not felt to be exces- .3

ive, which has further enhanced its popularity, although

here is some eVidence at present that some states may in- -

rease the rate to such an extent that it will become burden-
ome to at least a portion of the pubhc
- Other forms of sales taxes used by the states may be
mentioned. Eleven states tax tobacco; a number of states
,tax soft. drinks, eandies, ete., prize fight admlssmns and

hne state, South Carolina, taxes theater admissions. Occu- -

]'pati(f)n taxes, severance taxes, i. e. tax on material extracted
Or “severed” from the earth pr1v1lege taxes, etc., are other
forms of this tax. - .
A tax that has gained popularlty among the states m
he past several decades is the inheritance or estates ta}t ’
t the end of 1928 only three states were: without thls tax in
some form. The rates usuaily are progressive in two ways:
he rate may increase as the value of the estate increases;
if the tax is levied on the distributive shares the rate may

g

egree of relationship of the beneficiary to the decedent,
that is to say, collateral heirs are taxed more heavily than
irect heirs, and strangers more heavily than collateral
eirs.  Practice differs on the point of imposition of the
Xx; some states tax the estate others the dlstrlbutlve

—::..—Frnrér

" total estate. |

"—c‘irm_g“',s‘

-[ hould be-a state tax, rather than ‘a local or federal tax.
ongress might well repeal the federal estates tax, leavmg

thls field to the states entirely.

-

4

ﬁ

6. If a tax is lev;ed on distributive shares it is known -as an inheritance tax
f levied on the entire estate it is known as an estates tax.

ncrease not only with the size of the share but also with the:

Y2

shares. The féderal inheritance tax imposes the tax on the'

. ‘. .
.Opinion is fairly unanimous that the 1nher1tance tax i

11}
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In-its development the tax on inheritances. had met
* much opposition from a theoretical point of view. These ol
jections have been overcome in large part until noW it is
“generally conceded that this tax is a permanent part of our
' tax system. Justification for this tax is based on the follow-
'ing considerations. First of all, private property is a cre-
ation of society, and what society has created it may abohshl
The view that property rights, i. e. rights to possess, us
transfer, bequeath, etc., are “natural ” may have been gooEi

philosophy in the elghteenth century, but it is hardly in ac-

. ¢brd with twentieth entury ideas. If the right of bequest
is.a right conferred upon ownershlp by seciety then there {i
no inherent reason why society may not curtail this right by

taxation. - In the second place, the tax strikes at ability tb

pay. A sudden increase in the beneficiary’s income cer-.

tainly increases his taxable ability, and in justice he should
be taxed on this ability. In the third place the tax, in a
measure, leads to a desirable redistribution of wealth. The
opinion is gdining strength that a man’s wealth should bear
some direct relationship to his efforts in creating it. Wealt
_recelved by direct Wlndfalls, to use an English expression,
seems to be a peculiarly fitting object of taxation. Then
again, it is a notorious fact that huge fortunes often are dis!-
'sipated by the heirs. There is truth in the old adage that
there are but two or three generatlons between shlrt sleeves
~and shirt sleeves,

Another fairly new tax used in the several states is the
corporatlon tax. Practice varies- widely on the method of
“levying the takx: Seligman enumerates sixteen different
bases for the’levy, among which are, value of property,
gross earning, net earning, franchise, dividends, and capital

- stock plus total debt. Space will not permit discussion of

thesé-methods; we will content ourselves with a #)rlef dis-

‘cusS;’;‘m of the general principles of the tax.- !
In the first place the question might well be _raised-%

why tax corporations at all inasmuch as they subserve onl

¢ ‘ L
_ . !

? I
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the ends of individuals Who create them? This is a fazr :

(guestlon, although to a considerable extent‘academic. Cor-

oratlons are artificial persons enjoying no benefits per Je '

nd have no income other than that which is destined for i 11;-
ividuals,’ and a direct personal income tax is the best tax
n personal ability represented by this income. Yet from all
admmlstratwe .and practical standpoint much is to be sa1§l
or a tax imposed upon corporate capacity and for thls rea-
f%on, if for no other, states should riake use of this tax." |
li Grantlng the desirability .of the tax it is to be nﬁted
that in the ﬁrst place it is unfitted for local purposes because.
tlae scope of activity ‘of the corporation mvarlably extends
beyond the boundary of local jurisdictions, and for thls

réason state governments logically sHould impose the ta:;

B In the second place, the tax should be levied upon earmngs
i although this need noﬁ’be an iron-clad rule. Net earnlng's

is a more logical basis ‘than gross earnings. Again, because

) from a practical point of view no single type of levy will be

sllutable for all corporations so the method - of taxatlorl
slpould vary with the type and scope of activity of the cor-.

l poration. For example, how will a state tax a hydro-electrlc

pllant which is distributing power over a wide area, coverlng
a number of ad;@eent states? Will it be taxed in the same;
m\anner as a corporation engaged in the milk business, |

EY

whose scope does not extend beyond the confines of a smgle* :

. cdunty? There is no reason why diffefent methods mlght
’ ndt be used in these two cases. Lastly, inasmuich as the cor-:

parate form of business organization is predominant in the

- ecbnomic world, the increased ability to pay resulting from

thle greater economic efficiency effected theréby should ha\'rei
a predominant place in any tax system, regardless of the
kmd of taxes which make up the system. , g

. Another subJect of outstanding importance in any locél

or|state tax system is that of the incidence of the taxes in @

the]e system. By incidence is meant the final resting place
T , that upon which the burden eventually falls. It is a
. ' . c . - . J . B
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matter of common knowledg'e that thé tax may be, and often
is, passed on from the person who in the first instance pays
it to some one else. In fact, many taxes are levied with this -
. intention. Certain principles seem well estabhshed cover-'
"~ ing the gnatter .of shifting and incidence."
At the outset it should be pointed out that the only Way
. a tax may be shifted is through prlces, i.e,ifitis a shlft-
able tax the person who has the tax fo pay is able to charge |
a higher price on some commodity or service, and thus re- |
coup himself from the higher price.” We shall discuss this
subject in relation to certain specific taxes. An income tax
a ' obviously cannot be shifted. Presumably the incomeé of the
‘ recipient is as large as.it can be and a tax cannot make it
larger. A tax, it is tru€, may have the effect of stimulating .
L the incentive to earn, but this is not shifting. A taxon land
} & and permanent improvements has long been held to be non-
I ‘ shiftable but the value of the property is lowered to the
i extent of the capitalized value of the tax. For example, a
‘ tax of $100 on a piece of land capitalized at 5% will lower
{‘ P the value $2,000.. Such a tax will fall entirely on present
| ~_ owners, while subsequent owners will escape. For this
i
i
|
|

" reason old land taxes are said to be “burdenless ?+ A tax on
less permanent forms of property is shlftable depending
on the nature of the supply of and the demand for the thing

“ . taxed. For example, a landlord may shift a tax on the value-

| {, - of his apartment house by raising rents if there are no other
[ available apartments into which his tenants may move.
Otherwise he must bear-all or cons1derable part of the tax ~

. himself. 'The same general cons1derat10ns»apply to the in-
cidence of a sales tax. If the demand for the thlng taxedgs -
such that the consumer “will purchase the same amount if
the price is raised the consumer will bear the burden, other-

| wise the tax is borne by the producer. . As a general rule the

" burden of sales taxes is diffused between the consumer and -

- ¢ - L@
7. Shifting should not be confused with evading; nor should the incidence be !
confused with the effect of a tax. -
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Eroducer unless, of course, the producer has a .monopoly
nd the tax is levied upon monopoly profit, in which case he
will bear it. Frequently a tax will have the opposite effect
of that which was contemplated, due to the factor of shift-
" .ing. No doubt'theiburden of the gasoline tax, for example,
is meant.to be borne by t e motorlst and unquestionably the
aim is achieved ; but the tax en'the value of a mortgage, as
. Plehn points out, results in an increase in the interest
- . charged by not only a rate equal in amount to the tax but
omething in addition. In other words, the borrower not
nly bears the burden of the tax but the cost of shlftlng as’ ’
ell.

T In conclusmn it may be sald that the solutlon of prob-

ems of governmental getting and spending in the modern
.complete economic society requires a knowledge of the facts,
- a thorough aequaintance with the ‘economic principles in-
_ volved, a keen sense.of justice, and an appreciation for hon-
est and ‘capable .administration. The old rule- f-thumb
“ methods must’ g1ve way before_scientific p1;1nclples The
. principle of the Irishman wielding his shillalah in a saloon
brawl of “‘see a head and hit it” is hardly a just rule for
guthorities to follow in exercising the tax power. Nor is
the rule embodied in the time-worn taxation adage— “Pluck
the goose with the least amount of squawking,” in keeping
‘with twentieth century ideas. The problems of state and
- locdl finance are varied and complex, and that community
gains which calls upon the-best tax authorities in the coun-
try for aid in the solution of those problems

&
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